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REVIEW & OUTLOOK EUROPE

"All Hands on Hungary"

'The EU takes its deficit limits very seriously—for some countries.' 

The next time someone tells you that the European Union is a club of equals where the rules apply uniformly to all member states, direct them to the case of Hungary in 2012. The European Commission is threatening to suspend €495 million of EU aid to Hungary—0.5% of Hungarian GDP—unless the country takes "decisive action" to reduce its budget deficit. The rap on Hungary is that its fiscal situation is about to spiral out of control, and that recent changes to the Hungarian Constitution threaten democracy.

The Commission's assessment isn't entirely off the mark. Hungary's economy isn't growing, and public debt is about 80% of GDP, with more than 40% of it denominated in foreign currencies. Prime Minister Viktor Orban has tried to narrow the fiscal gap with a series of one-off levies that are inadequate to repair Budapest's finances—and mostly hit sectors dominated by foreign corporations.

But there's a whiff of hypocrisy in the Commission brandishing the budget rod on Hungary. EU law sets a deficit ceiling of 3% of GDP, but few members meet that criterion today—or have ever met it consistently. The Commission says it expects Hungary's budget hole in 2013 to be all of 0.25 percentage points of GDP above the threshold. Even a 3.25% deficit puts Hungary less in the red than the likes of Germany, the Netherlands and Britain.

While this is the first time the Commission has proposed suspending cohesion fund commitments to any member state as a way to punish excessive deficits, it's hardly the first case in which there has appeared to be a double standard for applying EU rules.

In 2006, Lithuania's bid to adopt the euro was killed at the 11th hour when it was decided that the average rate of inflation the country had experienced during its trial period was 2.7%, 0.1 percentage points above the acceptable threshold. This was despite Vilnius's lower budget deficit and better growth prospects than many Western capitals at the time.

On Hungary, the EU may be choosing to use the suspension of budget aid to chastise Mr. Orban's government for controversial changes to the Hungarian Constitution, despite the Commission's insistence that they are a "separate" matter from deficit violations. In December, Parliament passed a law that gives the Prime Minister and his government greater potential influence over monetary policy. Changes to the judiciary and media law sparked protests last month. Budapest's negotiations to receive additional credit from the International Monetary Fund and the EU are on hold until compromise is reached on the validity of these laws.

The Commission should take seriously any changes in national laws that, like Mr. Orban's, appear to menace EU values like press freedom and central-bank independence. But it's looking like the EU is extending its rich history of capriciousness with its response in this case. That's to the detriment of another supposedly cherished EU value: equality under the law.
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