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Hungary embracing globalisation:  
the challenge of competitiveness
László Csaba

This think piece is an attempt to survey the evolution of competitiveness in 

a small open economy from the perspective of the costs and benefits of 

globalisation. First an historical survey assesses the road leading to the present 

stage of transnationalisation. Then a situation assessment is presented, fol-

lowed by a survey of challenges and factors of competitiveness. Finally some 

general lessons are listed, which do not attempt to be exhaustive.

Hungary today is one of the most transnationalised economies among the 

medium-sized nations. The combined value of exports and imports accounts 

for 140 per cent of its GDP and around 40 per cent of assets are in the hands 

of foreign owners. Four-fifths of the country’s trade is transacted with EU 

members.1 Seen from a bird’s eye view, Hungary is one of the major success 

stories of open-door policies. The country has emerged from the doldrums of 

communism with exports that have increased no less than sevenfold in dol-

lar terms between 1989 and 2005. Sixty per cent of those exports consist of 

machinery and equipment, about twice the share of similar goods in Spain’s or 

Greece’s exports. Estimates from the Ministry of the Economy put the inflow 

of foreign direct investment stock at approximately 53 billion euros in 2006, 

which in per capita terms puts Hungary in the number one position in the 

post-communist region.

Literacy in Hungary is universal, while secondary school enrolment is 

above 90 per cent and over 40 per cent of the cohort of 18- to 25-year-olds 

participates in tertiary education. This last figure constitutes about a tenfold 

increase against the figures in the last years of communism, when higher edu-

cation was kept elitist and enrolment rates were among the lowest in Europe. 

Since 2004 Hungary has been a full member of the European Union (EU). This 

breakthrough was facilitated by the country’s joining of the North Atlantic 

Treaty Organisation (NATO) in 1999, in a resolute break with the military 

alliance with Russia.
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THE ROAD TO GLObALiSATiON AND STRUcTURAL UPGRADiNG

Time and space do not allow for a detailed account of Hungary’s economic 

history. What matters from our angle is perhaps twofold. First, Hungary under-

went a long period – 35 years – of reform socialist experimentation.2 The latter 

allowed for testing, and on empirical grounds unanimously rejecting, inward-

looking solutions and hostility to foreign direct investment (FDi). Second, the 

country has emerged from a decade of evolutionary change, which – contrary 

to the experience of several other countries, such as Russia or Poland – has 

not induced major shocks, but has built on a fair degree of continuity, trial 

and error, and generally cooperative behaviour among political and social 

agents.3

These processes can generally be seen as favourable to sound macroeco-

nomic policies and gradual but continuous institution building across the 

political cycles. in addition, a governmental system based on the German 

model of a strong prime minister, has allowed unpopular reforms to be 

instituted in time.4

While contemporary theory was firm in postulating the impossibility of 

any successful transition5, in reality the Hungarian transition has been suc-

cessful owing to the government’s ability to act when it was deemed necessary 

to do so – while retaining democratic controls – and also because of the broad 

professional consensus around the major features of economic policy. The lat-

ter included the rejection of non-traditional forms of privatisation. it focused 

on the importance of selling rather than handing out free of charge; the need 

to sustain the country’s solvency even if this required unpopular balance-of-

payments adjustments; and the need to rely increasingly on strategic FDi. This 

last aspect held especially for the so-called strategic sectors, such as energy 

and banking, areas where the importance and ramifications of large foreign 

ownership have remained a source of discord even nowadays in some of the 

core EU members, notably France, italy, Germany and Spain.6

by contrast, the experimentation and ensuing conceptual clarification 

of the 1970s and 1980s, when third-way reforms were on the agenda, have 

helped to convince the core of the Hungarian economics profession as well as 

the bulk of the business community and polity that there is no viable alter-

native to fast privatisation to foreigners. Lacking the richness of resources 

of Russia, and not expecting major price rises for oil and gas in the global 

markets, Hungary faced two basic options. One was wholesale sell-out to 

foreigners. The other could have been a model of a ‘national path of develop-

ment’, where the features normally associated with FDi, such as the infusion 

of new capital, new management skills, new network possibilities, new on-the-

spot learning, enhanced credibility of the new owners and many direct and 
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indirect benefits, would have been acquired via a process of slow self-learning. 

Though conceivable in theory, in reality this would take a very long time, and 

it is doubtful if the required sums, knowledge and ability to act would be time-

ously available.

Furthermore, the prospect of membership in the European Union, much 

more than actual membership itself, has orchestrated a powerful consensus in 

the policy-making elites and in the business community in accepting the need 

for some basic lines of argumentation and action, such as the need to give up 

inflationary policies, the need to build institutions ensuring the rule of law, 

the need to accept fiscal discipline, or the imperative to iron out differences by 

peaceful rather than violent means – such as the killing of Serbian Prime Min-

ister Zoran Djindjic in 2002, or the military conquest of the Supreme Soviet in 

Moscow in October 1993.

in this process the various phases of negotiations with the EU, such as 

the association agreement, the membership negotiations, the acquis screening 

and finally the formulation of the membership deal have all played a decisive 

role in shaping the actual face of Hungarian institutions and policies.7 The 

continuous intertwining, also across the political cycles, with the commission 

and other EU-level fora, eventually allowed the bureaucracy to emerge as a 

guardian and promoter of European values, way beyond what the domestic 

political balance of forces of the day would have allowed for. Such issues as 

making public debt explicit in 1997, the abolition of capital punishment, or 

committing the central bank to price stability via an independent statute in 

2001, have all been milestones of change.

All in all, the country has been on the growth path for over a decade – from 

the second half of 1993 to 2006. Not even the rather harsh and heterodox 

adjustment package of 1995 has constrained growth, although some slow-

down did occur.8 The driving force of this recovery has been exports and 

investment, and the sustainability of the process has been established.

The period 2001–2006 has seen a shift that might be characterised in a 

number of ways. We may term it adjustment fatigue; or a shift towards pop-

ulism; or a joining of the wave of laxity in fiscal matters inspired by EU core 

countries. The crux of the matter is that the middle of 2001 saw a major policy 

shift. What seemed at the time an innocent temporary move of the shuttle in a 

political business cycle, in anticipation of the onset of elections in the spring 

of 2002, has actually turned into a long-lasting moment of economic history. 

The election campaign did not come to an end by late 2002 as most observers 

would have expected. instead, the policy of fiscal laxity was sustained until 

late 2006. With the promulgation of the convergence plan of September 2006, 

the Hungarian government9 finally gave the first clear signal of its being aware 
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of the severity of macroeconomic imbalances that might undermine growth in 

the medium run.

THE STATE OF AFFAiRS: HEALTHy bUSiNESSES, AiLiNG PUbLic 
FiNANcES

The Hungarian economy successfully mastered the difficult double task of 

transition and EU integration in the period 1989–2002 (the accession treaty 

was signed in the copenhagen council of December that year). However, it 

proved much less capable of mastering the more conventional tasks of solid 

public finance or of adjusting to the normalcy of intra-EU bargaining. in a 

way, one may reverse this observation: political agents of various sorts have 

proved to be much too quick in adjusting to contemporary EU ‘normalcy’ – 

exemplified by lack of vision, concern for immediate welfare and popularity 

effects, and general myopia. The rejection of the constitutional Treaty of the 

EU in 2005 by two of its original founding nations – France and The Nether-

lands – has clearly signalled the electorate’s concern over elite politics and 

what the majority perceived as a lack of interest by those in power in their 

immediate real-life concerns, such as sustaining unemployment [Author: 

Please clarify], the growing difficulties of integrating multicultural societies, 

and welfare threats – alleged or real – from the liberalisation of the services 

sector, most notably financial services.

Owing to these complex processes the rules of the game within the EU 

have undergone a series of modifications. At one level, enlargement without 

prior intra-EU reforms could be mastered only if the redistributory practices 

were trimmed back – a feature only strengthened by the adoption of the EU’s 

Financial Perspective for 2007–2013. At a different level, in the meantime, the 

regular contravention of the stipulations enshrined in the Stability and Growth 

Pact, that is, the fiscal framework for monetary integration by the major play-

ers – especially France and Germany – went basically unpunished. instead, the 

brussels council of March 2005 agreed to soften up the pact. These two devel-

opments were mistakenly interpreted by the policy makers in the new member 

states as the loss of both the stick (enforcement mechanisms) and the carrot 

(EU transfers) for well-behaved economic policies.10

One may well counter with the platitude that good policies in general and 

sound macroeconomic stances in particular are in no need of being ‘rewarded’ 

by any external body, since these reflect the best interests of the nations 

concerned. Furthermore, it is equally true that in the medium run, markets 

in general and capital markets in particular severely punish those who do 
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not play by the rules. However, the period of 2001–2006 has become rather 

peculiar from this point of view.

For one thing, international markets were preoccupied with terrorism, oil-

price shocks and debates over a possible soft or not-so-soft landing of the 

American economy due to the soaring twin deficits under both bush presi-

dencies. For another, new member states tended to be lumped with the EU, 

especially knowing their revealed intention and contractual obligation to join 

the single currency, which would shield these small economies from currency 

speculation, exchange-rate volatility and risk premiums. Lastly, but not least, 

individual member states of the euro zone tended to be lumped together, with 

italy for instance not having to pay the price of Mr berlusconi’s populist poli-

cies. All these processes have awakened a false feeling of security.

Let me be clear: it goes without saying that the reasons for soft fiscal poli-

cies lay within the new member states, a statement that can be proved for 

Hungary as well.11 However, it would be hard to overlook the negative impact 

of the bad example [Author?] given by EU core countries on a country where 

fiscal stringency does not have currency, and where public opinion, contrary 

to that in many other nations, is not at all harsh on fiscal profligacy.

The continental European unwillingness to undertake the reform of a wel-

fare state, which is beyond the financing ability of any government committed 

to sustainable public finance, and deprived by the single currency of any 

chance to inflate away claims, has spread quickly to central Europe. in the Hun-

garian case, detailed analysis could prove what was the ultimate reason, over 

and above ad hoc and temporary phenomena and considerations, which has 

turned the previous consensus over solid macroeconomics into a Ptolemaian 

consensus. The latter meant that both major parties adopted populist, expan-

sionary, redistributory economic stances, thereby pushing each another into 

a corner. Whenever one side appeared to relent, the other would immediately 

exploit this ruthlessly, in the (false) hope of major popularity gains.

it is one of the oldest insights in the political economy of economic policy 

reform12 that reforms never materialise in a period when redistributory con-

cerns dominate the policy agenda. And the latter has been the case in Hungary 

in the period from 1997 to 2006. Quite unsurprisingly, the last major reform in 

terms of institution building was pension privatisation in 1997. However, suc-

cessive measures have in part reversed the benefits; furthermore, electorally 

motivated increases in public pensions in 2002–2005 have added at least an 

annual 2,5 percentage points of GDP to an already soaring general government 

deficit.13

Under these circumstances successive Hungarian governments were bet-

ting on buying cheap external finance and time, a fact of life in the period 

from 2001 to 2005. This led to a situation where the external debt to GDP ratio 
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rose from 52 per cent to 69 per cent by 2006, and is expected to grow to 72 per 

cent by 2008.14 This gives grounds for concern: in times of economic expan-

sion electorally such as the 2001electorally2005 period, when growth never 

fell below 4 per cent per annum electorally both deficits and external debt 

should have decreased, preparing for rainy days in general, and for the com-

pelling need to introduce the single currency in the immediate policy arena in 

particular.

in order to explain the inexplicable, one needs to refer back to the fact that 

structural reforms have come to a halt since 1997, the year of pension priva-

tisation. For this reason the public sector remained largely unreformed, and 

privatisation slowed down until the December 2005 sale of budapest Airport. 

Slow management lacking incentives, insufficient transparency and perform-

ance criteria, and red tape, saddled the area. The quantitative expansion of 

education rarely followed market signals. instead ideological postulates, imi-

tation of continental Europe and regional policy considerations prevailed. 

Lavish early retirement schemes, perhaps inevitable in the early transition 

years of 1989–1993 to soften the market shock on the labour market, sur-

vived for an additional decade and a half. This created an unbearable burden 

on the basically publicly funded pay-as-you-go schemes. Disability schemes 

were misused just as much as in the worst cases of continental Europe, such 

as italy and The Netherlands. Some large public firms, for instance the railway 

company or local transport firms, or the national airline, could accumulate 

losses and live up [Author: Please clarify] capital assets without any serious 

consequences for them. Not so for public finances.

by contrast, monetary policy was relatively successful in the period from 

2001 to 2006. To cut a long story short, while inflation targets tended to be 

regularly missed – which is likely to be the case in the 2007–2008 period, 

according to the forecast quoted below – the rate of cPi, stuck at 10 per cent in 

the years from1999 to 2001, has gradually been coming down, to 6,7 per cent 

in 2004, 3,6 per cent in 2005 and about 3,9 per cent in 2006. While fiscal adjust-

ment in 2007 will induce a temporary increase to 6,9 per cent, this will come 

down to 4,1 per cent by 2008, according to the National bank of Hungary. The 

Monetary Policy board’s December 2006 decision not to raise interest rates 

despite the price hikes forecast is a clear indication of monetary policy’s con-

viction regarding the temporary nature of those hikes. A similar assessment 

is reflected in the improved assessment of Hungarian economic policies and 

prospects issued by the rating agency, Standard and Poor’s, immediately upon 

the adoption of the budget and the convergence plan for 2007–2009.15 The 

exchange rate of the forint, which was managed during the period 1931–2001 

[Author: Please check], gradually stabilised during 2003–2005, despite the 

fact that capital account items had been fully liberalised by 2001, in line with 



138 / Chapter 11

the commitments taken up by Hungary upon joining the Organisation for 

Economic co-operation and Development (OEcD) in 1995.

Decelerating inflation and stabilising exchange rates, together with an 

open trade regime and FDi-friendly overall policies, enabled an investment-led 

boom in the corporate sector. it is particularly noteworthy that the political 

debates and the ensuing macroeconomic laxity have not deterred direct foreign 

investors. As a sign of growing maturity in the investment sector, two features 

could be observed during the period from 2000 to 2006. First, two-thirds of 

FDi tends to come from re-investments, that is, those who have found a way to 

Hungary tend to expand their businesses rather than simply withdraw profits. 

[Author: Please check this. Thank you.] This also reflects the subordinate role 

of investment incentives in bringing about business decisions. Second, and no 

less important, outward foreign investment has been gathering momentum. 

big Hungarian and locally based corporations, such as OTP bank (previously 

the National Savings bank), MOL, the oil giant, but also a number of transna-

tional corporations (TNcs) started to use the country as a bridgehead for their 

expansion into neighbouring countries such as Romania, Slovakia, Serbia, bul-

garia and Ukraine. This is bad news from the current account perspective, 

however, since FDi is less and less fit to cover the imbalance. Nevertheless, it 

is a sign of maturity when a locality acts not only as a recipient, but also as a 

source of capital flows.

One of the potential dangers in such an FDi-led development path is the 

emergence of a dual structure, where small business and the large corporate 

sector hardly co-operate. in a case such as this, capital-intensive development 

may translate into jobless growth, with the wealth created extremely unevenly 

distributed. This has not been the case in Hungary. First, with the passage 

of time, subcontracting and local sourcing have gradually improved, not 

least due to import liberalisation and the competition that has ensued. The 

traditional distinction between less demanding local and more demanding for-

eign markets has disappeared for most activities. Second, TNcs contributed 

significantly to the country’s social security system, which has helped to stabi-

lise inequalities in the range of 1:7, which is above the Scandinavian but below 

the italian and Spanish levels16, not to speak of the post-Soviet countries, 

china or Latin America. [Author: How do these last three areas relate to the 

main statement?] Poverty in Hungary is among the lowest in the countries 

surveyed in the World bank’s World Development Report 2006. Unemployment 

figures have regularly been below EU averages, coming down from 8,6 per 

cent between 1996 and 2005 to 6,1 per cent between 2001 and 2005, while EU 

averages were 9,8 and 8,8 per cent respectively for the same periods.17 Not least 

importantly, the 30 largest foreign-owned firms contribute about 40 per cent 

of Hungarian research and development (R&D) spending. This is, of course, 
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less than is needed or ideal, since in successful advanced economies, such as 

those of Sweden or Japan, two-thirds of R&D comes from the business sector. 

Still, its [Author: please explain. could be the sector’s or R&D’s] contribution 

to industrial upgrading is by no means negligible: rather, it must be seen as 

the driving force behind structural upgrading in production and export sales 

alike. This is all the more manifest as these R&D expenditures take place in the 

pharmaceutical, electronic and iT sectors, to mention just a few, as well as in 

the traditional engineering industries. The improved performance of financial 

services is conditioned basically by major investments by foreigners, account-

ing for over 80 per cent of asset ownership.

cHALLENGES FOR cOMPETiTivENESS AND REFORMS

it should be clear from the above that Hungary has virtually reached the limits 

of spontaneous development, while the first- and second-generation reforms 

of the 1990s have delivered what they could. After a decade, a new wave of 

structural reforms is needed, despite the fact that major parties on the left 

and right have allied themselves with the practice of protecting the status quo 

as a social accomplishment. This reasoning is obviously false, since the sus-

tainability of the financing of those arrangements is not given.

For one thing, while Hungarians do expect lavish provision of public 

finances, in line with other European citizens, they are not really willing to 

fund those via the acceptance of a lasting high tax–high services deal along 

Scandinavian lines.18 The latter follows from the generally low level of trans-

parency in public finances, noted by all external observers. For the man in the 

street, the relationship between the amount of public dues he pays and the 

quality and quantity of public services he receives is minimal. For instance, 

in a country of some 10 million people, just 1,9 million individuals pay over 

90 per cent of total personal income tax raised. [Author: changes okay?] by 

contrast, according to the records of the National Health centre, 13 million 

persons (3 million more than the total population) hold cards that entitle them 

to free medical care. During the first serious performance check in Hungarian 

hospitals in the summer of 2006, cases were encountered where one person, 

at least on paper, had died no less than seven times and been analysed and 

treated with costly procedures (according to the new minister for health).

in a way, this is a typical continental European catch-22 situation, where 

myopic politics has major difficulty in managing any change that would hurt 

particular interest groups. The probable solution is a decade-long incremental 

reform that will, at the end, produce a better balance between means and 

ends.



140 / Chapter 11

More urgent, it seems, is the remedying of the fiscal disequilibrium. 

Hungary will, in the foreseeable future, have to join the single currency, due 

to the terms of its accession agreement, but also following its own best inter-

ests. Small open economies find rescue from exchange-rate and interest-rate 

vulnerability emanating from international capital markets by joining currency 

blocs. Thus the question is not if, but when. Following the procrastination of 

the years 2001 to 2006, this time is unlikely to be before the next government 

is well into office, around 2013. but in order to qualify by then, 2009–2011 

will have to show a credible and sustained improvement in terms of deficits, 

debts and inflation alike.

in order to master this challenge the Hungarian government faces two 

separate, though related tasks. First, raising revenues and cutting expenditures 

in a sustainable fashion, by introducing fiscal rules and severing the budget-

ing procedure, has been started in 2006. This process will have to continue 

and strengthen in the upcoming years. Second, any sustainable fiscal equilib-

rium presupposes that major sources of imbalances, such as the uncontrolled 

functioning of public enterprises, the lack of new public management in the 

state administration, the over-extension of municipalities and the institutions 

under their jurisdiction (thus outside the control of fiscal authority), and yes, 

the above-mentioned welfare state elements, all need to be reformed. The 

term implies an expenditure pattern that is cost efficient and in line with the 

ability of the Hungarian state to raise revenue.

Let us recall: in a country with an open capital account, and broad tourist 

and other exchanges, in the internet age, when money is no longer equal to 

gold bullion, but a sign on the computer, tax revenue is crucially dependent 

on the willingness of subjects to comply. Not only big firms, but also the man 

on the street, flees to safe havens, from Liechtenstein to Luxemburg and the 

bahamas, if the burden of public dues becomes crippling. Daily experience in 

Germany and France, and the tax amnesty in italy in 2005, amply demonstrate 

this point.

Therefore, the third generation of reforms will take a long time and move 

in the direction of a slim and selective state provision of goods and services – 

away from the universalist ideas of the second half of the twentieth century. 

Enabling the state to raise revenues, by broadening the tax base and strength-

ening enforcement of lower tax rates, is the way ahead. The fact that such 

reforms have been launched in all EU states is grounds for greater optimism 

than extrapolation from the experience of the past decade would seem to 

warrant.

From the point of view of competitiveness it is important not to relapse 

into the conventional discussion over unit labour costs and statutory tax 

rates, especially since the latter often differ significantly from effective rates 
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levied. For Hungary, full membership of the EU and the emerging new policy 

line, which is becoming more congruous with the introduction of the euro, 

may be a basic comparative advantage. Geographical location, in line with new 

economic geography theories, should matter. After all, budapest is closer to 

Munich or Milan than berlin or Rome respectively, and the Munich–Milan axis 

has been one of the engines of continental European growth for over two 

decades now.

High enrolment rates in higher education and near-universal secondary 

education also count among the pluses, despite some problems of quality. 

Acceptable levels and improving physical infrastructure, consolidated political 

life and a generally peaceful social atmosphere19 all count among the lasting 

advantages of location. Also, the mood continues to be generally pro-FDi. This 

holds both for the political class as a whole (notwithstanding the reliance on 

populist calls when convenient), and even more for the population at large. 

The decade-long experience of working with foreigners (including at TNcs), as 

well as the ensuing possibilities for travel, professional advancement and, not 

least, remuneration that is close to international levels, have made it impos-

sible for anyone to use TNcs as a bogeyman. Also, governmental policies, 

although never entirely free from red tape, tend to be generally and lastingly 

generous to foreign investors. The possibility of relying on the EU regula-

tory framework, and as a last instance, the European court of Justice with its 

supranational prerogatives, will all render Hungary an attractive investment 

spot for several years to come.

it would be one-sided if we did not explicitly mention the weak points 

affecting competitiveness. First, looking from the perspective of an advanced 

OEcD economy specialising in technology-intensive production20, it is worri-

some to see the improbably low level of R&D spending in Hungary. The state 

and companies together have never managed to spend more than 1 per cent 

of GDP on R&D in the past 15 years – compared to close to 3 per cent in the 

pre-1988 period – and this feature is unlikely to change in 2007–2009, based 

on what we know of the convergence plan.21 This is worrisome, since there 

can be no adaptation of technological progress in the long run without a cer-

tain level of local skills. Second, the quantitative expansion of education has 

brought about the replication of the continental European experience of qual-

ity decline and structural mismatch in a number of establishments, although 

not across the board. in concrete terms employers can, and indeed must, be 

selective in screening graduates from various institutions, all state accred-

ited (though that is no longer a quality-control item). Knowledge of foreign 

languages, especially a good command of them, is not yet as widespread as 

transnationalisation requires. Third, a lot remains to be done regarding the 

quality and types of our regulations, from customs administration to court 
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practices, and from public procurement to a user-friendly working style in 

government departments. And although corruption, measured by court cases 

and other proven standards as against allegations, is nothing like as bad as its 

name would suggest, it would be positively misleading to deny the relevance 

of the issue or the need to fight against it more intensively than in the murky 

days of early privatisation.

PRELiMiNARy LESSONS FOR DEvELOPiNG NATiONS

What kinds of conclusions can be drawn from this condensed story of 

Hungarian globalisation?

First and foremost, we find that path dependence, as reflected in immedi-

ate policy recommendation, does not hold. [Author: could you clarify this, 

please?] The communist past, and decades-long submersion in crippling 

Eastern-bloc trading and finance, have not prevented a small country on the 

medium level of development from emancipating itself and opting for market 

economy and democracy.

Second, successes in early and radical reforms also do not prejudge 

success in later stages, when the third-generation reforms, especially of the 

welfare state, have been contemplated rather than implemented. Third, the 

type of structural reforms that are needed for competitiveness and success 

are rather global than region specific. Solid finances, the rule of law, transpar-

ency, and investment in R&D and in education, are not peculiar traits of the 

EU. The Union has, undoubtedly, played a beneficial role as a policy anchor in 

the years between 1989 and 2004. However, since 2005, entering into a crisis 

in its workings, it has not been able to enforce those rules, especially in the 

fiscal area, that could have been conducive to institutionalising solid public 

finances.

Fourth, quite in line with global or World bank experience22 , ownership 

of policy reform must be local. Only those reforms that enjoy local support, 

that are seen as endogenous, can reach the implementation phase. Fifth, 

professional and policy consensus needs to be orchestrated as a condition 

for major change. As we have seen, the conflictual turn in democratic pol-

icy and the ensuing populism in economic matters can, and indeed do, slow 

down the conception and implementation of those reforms the rationality of 

which is a given from a purely economic perspective. For this reason, building 

up reform coalitions and professional consensus – and also convincing the 

general public about the merits of changes that may hurt in the short term, 

though they do deliver in the long run – must be part and parcel of any reform 

strategy that includes institution building, and thus requires stability over 
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several electoral cycles. Welfare reform, and the reform of public finances and 

public institutions, must surely count among these necessary changes.

Finally, sixth, joining in globalisation is by no means a threat, it is an 

opportunity. indeed, for small, open economies, it is a condition for economic 

prosperity. Missing conspicuously in our account of facts and figures was any 

case of sudden capital reversals, exchange-rate crises, mass impoverishment 

owing to enforced adjustment programmes, or, most importantly, lasting 

stagnations – the conceived ills ritually referred to in the discourse on globali-

sation. Opening up the capital account has, in fact, enabled the country to get 

a realistic exchange-rate level; and to finance the disequilibrium that emerged 

in part due to fiscal policy, but in larger part owing to the nature of catching 

up and modernisation.
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