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Abstract

This paper addresses the question how well direct and representative democracy functioned in Hungary with regard to the issue of EU membership. I propose a diagnosis of a ‘failure of representative democracy’ and attempt to give an explanation of the breakdown of party competition. I also discuss why direct democracy has not been able to remedy the defects of political representation. 
I generalise some of the findings of the Hungarian case by outlining a simple game theoretic model in order to identify the circumstances affecting the success of inter-party collusion when an issue systematically affects the tightness of electoral control. 
The consensus, therefore, must be articulated by those who

 excel in practical wisdom, but to be a real consensus

 it must also be accepted by the people.

Avery Cardinal Dulles, S.J. (1997: 14)

Introduction

This paper addresses the question how well direct and representative democracy in Hungary tackled the issue of EU membership. I propose a diagnosis of a ‘failure of representative democracy’ and attempt to give an explanation of the breakdown of party competition. I also discuss why direct democracy was unable to remedy the defects of political representation. 

The paper is closely related to the constitutional political economy literature on the European Union and federalism. By reconstructing and evaluating Hungary’s road to EU membership, I hope to contribute to a better understanding of the process of political integration in Europe. The first chapter locates the present analysis within the large body of the relevant economics literature.

I begin the examination of the Hungarian case by outlining a principal-agent model as a framework of analysis for representative democracy. I then characterise the agency relationship between the Hungarian electorate and their political representatives with regard to Hungary’s involvement in European political integration. Next, I argue that Hungarian political parties formed a pro-EU cartel based on an initial electoral consensus. I propose that the nearly unanimous support given to a pro-EU political elite in 1990 can be interpreted as a quasi-constitutional decision, and analyse the reasons for the subsequent breakdown of political competition.

The third chapter seeks to generalise some of the findings of the Hungarian case. I outline a simple game theoretic model in order to identify the circumstances affecting the success of inter-party collusion when an issue systematically affects the tightness of electoral control in the principal-agent relationship between voters and political parties. 

Referenda are often perceived as potential devices to correct the deficiencies of representative democracy. In the fourth chapter, I review how and under what conditions referenda can be justified in general and in East Central European countries in particular. I analyse Hungary’s referendum on EU membership and the ‘missed’ referendum on the European constitution from this perspective, taking account of the specific features of the EU integration process. 

I shall argue that the lack of public discussion resulting from political collusion made the referendum an effective failure. Furthermore, the political cartel on European issues outlived Hungary’s entry and prevented open public discussion and the holding of a referendum on the proposed European constitution. These results may help us understand the necessary conditions for referenda to serve as effective tools of political control in general and for European issues in particular.

1. The Approach of Constitutional Political Economy to the European Union

1.1 Why does supranational centralisation happen?

The unification of policies (‘harmonisation’) and the centralisation of decision-making powers in the European Union can be explained by referring to the interests of national governments. As agents of voters, governments are most effectively controlled by various forms of institutional competition including forms of horizontal competition among territorial jurisdictions (Vaubel 1999). The two main types of horizontal competition are competition for mobile resources (people and capital) and ‘yardstick’ competition providing citizens with information about comparative government performance (Breton – Ursprung 2002). As pointed out by Brennan and Buchanan, ‘[w]ithin a constitutionally designed federal structure, we would predict that there would be constant pressures by competitive lower-level governments to secure institutional rearrangements that would moderate competitive pressures... And the logical body to administer any such agreement is the higher level of government’ (1980: 182). Accepting this argument, the economic analysis of federalism and intergovernmental relations often proceeds by taking it for granted that lower-level governments are indeed able to eliminate competition among themselves. This can probably be explained by the heavy intellectual influence of Buchanan’s Leviathan view of the government and the legacy of Tiebout’s seminal analysis of local governments, which abstracts from existing political institutions
.  

However, ‘government centralisation is not a law of nature’ (Blankart 2000: 27). To offer a robust explanation for the centralising tendencies in the European Union, one must also explain why intrajurisdictional political competition does not constrain the national government’s ability to ‘harmonise’ and centralise. The usual argument is that national governments are able to rely on voters and interest groups who stand to gain from the elimination of intergovernmental competition. Representative democracy is based on the majority rule, which creates opportunities for involuntary redistribution among groups of citizens. Since increased intergovernmental competition reduces the amounts available for redistribution, the groups benefitting from involuntary redistribution stand to gain from and will therefore support the elimination of competition through harmonisation or centralisation (Mueller 1998). A further factor to be considered is that, although centralisation may reduce the influence of groups with country-specific interests, it is likely to strengthen groups with common interests in the whole of the Union (see e.g. Vaubel 1994 and the references therein).

I propose an alternative or, rather, supplementary explanation for why a national government can pursue a harmonising or centralising agenda. I shall explore how the possibility of mitigating intergovernmental competition affects the functioning of party competition within a nation state and argue that collusion among political representatives within one state may facilitate collusion among states with an aim to suppress competition amongst them. This connection between collusion within a state and collusion among states may be especially important when it comes to major steps in the process of supranational centralisation involving constitutional changes such as joining the European Union or adopting a (new) constitution for the Union. Such fundamental constitutional changes have very diverse and far-reaching consequences that make it difficult for any societal group to gauge its own redistributive interests and exert pressure or vote accordingly. And even if centralisation provides a group with clear mid-term benefits, its members may find the general strengthening of state power in the long term undesirable. Evidence on Hungarian voters’ attitudes towards EU membership (presented in sub-chapter 2.3.1) supports the assumption that, on such occasions, people do not decide on the basis of their redistributive interests.

1.2 Can direct democracy contain supranational centralisation?

Referenda and popular initiatives are often proposed as instruments that help to overcome the failures of political representation. Indeed, there is empirical evidence that referenda can significantly reduce deviations of political decisions from voters’ preferences (Blankart 2000; Frey – Eichenberger 1996 and the references therein). In particular, referenda may successfully break up cartels among political representatives (Blankart 1992). For these reasons, direct democracy has been proposed as a check on pressures to centralise. Popular referenda both at the lower, decentralised, level of government (Frey – Eichenberger 1996) and at the higher, central level (Feld 2005; Schneider 2001) may be desirable.

I shall investigate whether referenda have been effective instruments of electoral control over Hungary’s participation in the political integration of Europe. My findings will basically be negative. Rather than implying the general ineffectiveness of direct democracy with respect to supranational centralisation, however, they point to the necessity of identifying the circumstances under which referenda can successfully complement a system of political representation. Furthermore, the efforts of the national political elite to influence and prevent referenda indirectly support the claim that direct democracy is potentially an effective instrument of electoral control.  

2. A Failure of Representative Democracy in Hungary: The Case of EU Membership

2.1 Representative Democracy as a Principal-Agent Relationship

An empirical puzzle. The author’s initial motivation to write this paper came from an apparent empirical puzzle. At first sight, Hungarian representative democracy performed well when it came to the country’s entry into the European Union. As Table 1 shows, around 60 percent of the Hungarian population and over 80 percent of those who ‘have the right and would vote in a referendum’ maintained support for the country’s entry into the EU from the mid-1990s up to the year before the actual referendum in 2004. Eventually, the percentage of support in March 2003 turned out to be a very close prediction of the actual outcome of the referendum on entry (84 percent voted ‘yes’). Simultaneously, all mainstream political parties were strongly pro-EU, thus reflecting majority electoral opinion. 

Table 1. Support for Hungary’s EU membership (percentage)

	 Date
	Entire population
	Voters who had an opinion and would vote in a referendum

	
	TÁRKI*
	Medián*
	TÁRKI
	Medián

	April 1996
	–
	68
	–
	89

	April 1999
	–
	82
	–
	93

	May 1999
	68
	–
	83
	–

	May 2000
	68
	–
	84
	–

	September 2000
	64
	–
	78
	–

	March 2001
	65
	–
	81
	–

	April 2001
	–
	75
	–
	91

	May 2002
	71
	–
	92
	–

	June 2002
	–
	76
	–
	89

	November 2002
	63
	69
	84
	84

	December 2002
	60
	63
	80
	80

	January 2003
	58
	62
	80
	79

	February 2003
	59
	65
	78
	81

	March 2003
	60
	70
	83
	85


* Hungarian polling institutes. Reproduced from Karácsony (2004)

Politics is often perceived as a marketplace where voters choose political parties that offer policies nearest to their given preferences, and representative democracy is evaluated by the closeness of the match between voters’ opinion and party positions. From this perspective, the issue of EU membership is a great success of the political system. Looking at the numbers, one should expect the eventual referendum on EU membership to have been a celebration of Hungarian democracy. In fact, it turned out to be rather the opposite. Voter turnout was the lowest in the history of EU-referenda since 1972. Besides, it was preceded by a rather aggressive and unedifying pro-campaign by the government and, in fact, most of the political elite, including slogans like ‘Yes, you can eat noodles with poppy-seed
 in the EU’ or ‘You can now easily open a coffee-house in Vienna’. What should cast even more serious doubt on the faultless functioning of representative democracy in this case is the conspicuous absence of virtually any public debate about the advantages and drawbacks of Hungary’s EU membership.

Some unsatisfactory explanations. A straightforward explanation for the exceptionally low turnout is that voters did not have much reason to participate since they had been aware of high electoral support for EU membership and had thought that the ‘yes’ votes would certainly win. Although this explanation neglects that fact that voters had also had to worry about sufficient participation levels for the referendum to be valid, it probably highlights an important cause of the low turnout. It does not explain, however, why there was virtually no prior political discussion, which is very surprising considering the immense importance of the issue. Was it perhaps the case that citizens thought they knew enough and did not wish to obtain more information through public deliberation? We know that this was not so. Surveys repeatedly showed that people thought they did not know enough about the European Union (Karácsony 2004). 

A possible explanation for the lack of public debate is that it was in the interest of political parties to prevent it. In a representative democracy, parties unavoidably offer indivisible bundles of political positions on a large number of issues. As a result, citizens are unlikely to find a party which holds their preferred position on all issues and each party’s voters are more or less strongly divided about a number of questions. It is a rational strategy for each party to prevent or suppress public debate on an issue which divides its prospective voters. And when all parties choose this strategy, it is unlikely that lively public discussion about that issue will develop. As we shall see, the problem of indivisibility indeed played an important role in thwarting public debate on EU membership in Hungary. It does not explain, however, why parties occupied clear and intransigent positions on EU membership rather than remaining silent or expressing ambiguous views as one would expect in competitive politics. 

The role of political competition. I shall offer a different explanation and argue that the issue of EU membership (and, as we shall later see, the proposed EU constitution) has not been adequately dealt with by Hungary’s new representative democracy. It turned out to be an issue which ‘blocked’ the competitive forces that assure the healthy functioning of any political system. 

For our purposes, it seems most fruitful to conceive the relationship between the electorate and political parties as a principal-agent relationship. According to simple economic reasoning, citizens save time and costs by employing professional politicians as their agents. Rather than engaging in politics personally, they entrust representatives to vote, make decisions, become experts of and inform them about political issues. In other words, they employ politicians both to execute their political demands and help them form these demands in the first place.
 It is because of this latter aspect that it is often insufficient to evaluate a representative political system by looking at the closeness of voters preferences and party positions.

On another principal-agent relationship in politics, that between politicians and bureaucrats, Max Weber noted that “the ‘political master’ finds himself in the position of the ‘dilettante’ who stands opposite the ‘expert’, facing the trained official... Every bureaucracy seeks to increase the superiority of the professionally informed by keeping their knowledge and intentions secret” (1946: 232–233).
 Similarly, information asymmetry is an inherent aspect of representative political agency. On the one hand, it is the very reason why it makes sense for the citizen to maintain the relationship. On the other hand, it is the primary cause of its inefficient functioning. Taken together with the agents’ propensity to follow their own ideals and/or self-interest, information asymmetry plagues the principal-agent relationship between citizens and politicians so much, it should indeed surprise us how well representative democracy works. 

Discussing economic development, Douglass North argues that, in democracies, tension between dissatisfied constituents and governments will cause political instability and, it is basically always the political agents rather than their principals who initiate reform so as to maintain their authority and legitimacy (1981). Whether the political elite tie their own hands or it is the people that tie them down, there are several ways to mitigate the problems of information asymmetry and constrain agent autonomy in a modern democratic political system. By far the most important of these measures is competition. Just as the markets for capital and managers control public corporations better than shareholder’s meetings, political competition controls politicians better than parliamentary elections (Vaubel 1999). Political competition can take several forms, the most conspicuous of which is, of course, party competition. Other forms of political competition include horizontal competition between governments for mobile resources (people and capital), vertical competition between different layers of government for competencies as well as competition between different branches of government for authority (Vanberg 2001). In the parlance of principle-agent theory, agents are employed to control other agents. 

Without one or more forms of competition, it is highly questionable how political agents can be induced to act in the best interest of their principals. Therefore, asking if representative democracy functions well is, to a large extent, equivalent to asking if political competition functions well. This is the question I address next. 

2.2 EU Membership and the principal-agent relationship between Hungarian political representatives and the electorate

In what follows, I characterise the principal-agent relationship between Hungarian political representatives and the electorate with regard to the issue of EU membership in terms of information asymmetry and conflict of interests. For the sake of the argument, I initially consider ‘political representatives’ as a monolithic group.

Information asymmetry. Hungary’s EU membership appears to be an issue that is particularly strongly effected by information asymmetry. Foreign policy involving international negotiations, the bureaucratic workings of supranational organisations such as the central administration of the European Union are remote phenomena for voters and often inscrutable even for the national media. Furthermore, international negotiations and membership in international organisations often necessitate bargains and compromises by the national government that are difficult to evaluate for any outsider (Rowley 2001). These factors make Hungary’s EU membership and her involvement in the process of European political integration a policy field especially prone to information asymmetry.

Conflict of interests. This notion requires some clarification. The agency model is an economic one and economics assumes that people generally act in an instrumentally rational manner and follow their self-interest, that is, their self-determined objectives, desires and needs. This does not, in itself, imply that people pursue selfish or material ends. A consumer may buy a book for the sake of learning, an entrepreneur may spend his profits on his family, and a politician may seek power to advance his high-minded political ideals. Meanwhile, it is hardly deniable that people are, to a degree, inclined to behave opportunistically, that is, make their lives easier at other people’s expense. This is what underlies the principal-agent model. Politicians are assumed to have a propensity to pursue their preferred policies and seek power, reputation, personal convenience and welfare even against the preferences of the electorate. If they do not engage in such activities, all is well. If they do, however, they need to be sanctioned. In fact, a political constitution is meaningful only as long as people need to be constrained and encouraged to do good for the community. As a consequence, it is sensible to assume self-interested and opportunistic actors if one wants to analyse the functioning of a constitutional regime. 

Apart from the general propensity of politicians to behave in a self-interested and opportunistic way, what are the specific characteristics of European integration that strengthen the conflict of interests between voters and politicians? Various factors suggest that representatives have an incentive to favour a strong EU, independently of voters’ opinions. 

First, efforts to ‘harmonise’ policies and centralise decision-making in the EU arguably lead to the elimination of both horizontal competition for mobile resources and ‘yardstick’ competition among governments. The latter can be defined as ‘a process of parallel experimentation and mutual learning... [t]he transmission mechanism for the imitation of successful policies [being] intrajurisdictional political competition, in which voters assess the performance of their government by comparing it with the performance in other countries’ (Kerber – Budzinski 2004: 5; see also Salmon 1987 and 2003). Prima facie, supranational centralisation appears not to be in the interest of national politicians because it seems to reduce their discretion. However, the mitigation of horizontal competition for mobile resources helps to maintain governmental slack and inefficient policies. The lack of yardstick competition reinforces this effect by eliminating more successful policy alternatives in neighbouring countries. 

Harmonisation and centralisation have been growing increasingly important as aspects of the EU over the years. The creation of the single market has been described as ‘negative’ integration, i.e. the breaking down of barriers to trade and mobility, which is now followed by ‘positive’ integration, i.e. the building out of a regulatory and policy-making framework (Scharpf 1996).
 Negative integration has a mostly beneficial effect by inducing competition among national governments for people and capital.
 Somewhat paradoxically, it may stifle yardstick competition by prohibiting country-specific policies that reflect policy innovations, different opportunity costs or electoral preferences, such as differences in the strictness of environmental and safety regulations (Vaubel 1999; Salmon 2005). By contrast, the harmonising and centralising tendencies inherent in positive integration are likely to stifle both competition for people and resources and yardstick competition. Strictly speaking, there has never been a period of sheer negative integration without a positive aspect. As Fligstein and Stone Sweet (2002) point out, the creation of the single market was itself an institutional process. Vaubel (1995) adds that Delors’s idea included from the beginning the development of strong central institutions. However, it seems a matter of naked logic that, once the single market has been created, any further development of the EU (rather than the mere maintenance of its achievements) may only mean positive integration in the sense of harmonisation and centralisation. Accordingly, the period since the mid-1990s, when Hungary’s membership became a topical issue, has been characterised by mostly positive integration culminating in the proposal of a ‘constitution’ for the EU.

At this point, one may object that, centralising tendencies notwithstanding, EU membership on the whole increased intergovernmental competitive pressure on the Hungarian government by furthering international mobility. This argument does not hold water, however. Hungary had removed most barriers to mobility prior to its entry into the Union and could have chosen to abolish most such barriers but remain outside the EU, similarly to Norway and Switzerland. The one type of mobility for which EU membership did result in a significant lowering of barriers is the movement of people. However, barriers to mobility of labour remain in place vis-à-vis several EU member states and, more important, international labour mobility among Hungarian citizens is unlikely to be high enough to provide any incentive for the government. States compete mostly for capital, not labour. Relatively immobile labour is much more likely to exert pressure on the national government through inducing yardstick competition (Salmon 2005). 

The second factor that is likely to make national political representatives biased in favour of European integration is their involvement in international negotiations among national governments and with the European Commission. This probably makes them attach higher private costs (mainly in terms of reputation and personal inconvenience) to failures to implement decisions reached in the supranational arena than the true costs of such failures for the electorate. 

A third and similar factor is the participation of Hungarian national political parties in European party unions with strong preferences about the future of the EU. Co-operation with like-minded European politicians is important for successful politics in the EU. Moreover, the reputation of being accepted as peers by mainstream West European parties is considered a political asset in Hungary. All Hungarian Members of the European Parliament are members of strongly pro-EU European parties so the bias of the third factor is again pro-EU. 

Fourth, centralisation of decision-making at the level of the EU may be expected to be opposed by the national political elite for the simple reason that they fear their jobs. However, EU institutions are populated by members of national political elites and the implementation of most EU-level policies remains at the national level. The prospects of well-paid jobs in Brussels and, more important, in the markets for EU-experts ‘surrounding’ the implementation of EU regional and agricultural policies are not to be underestimated in a small and relatively poor country like Hungary either (Mike 2004).
 Furthermore, EU-centralisation seems to lead to the strengthening of the nation state vis-à-vis subnational actors as both participation in decision-making at the EU level and the effective implementation of EU regulations requires a strong national government (Moravcsik 1994, Fleurke – Hulst 2004).

Fifth, the legitimacy of the new political elite in Hungary has from the start depended on their claim that EU membership would be beneficial for Hungary and they would guide the country to a favourable position within the Union. They thus have a vested interest in maintaining the mainstream public consensus strongly in favour of Hungary’s EU membership. Voters punish politicians who change their positions on important issues lightly. The requirement of credibility has thus reinforced the strongly pro-EU stance of the political elite. 

Sixth, a peculiar form of intergovernmental competition between East Central European countries had a similar effect. The candidate countries engaged in a competition to ‘prepare’ for EU membership and their national politicians measured their success in terms of their country’s relative position on the long road to the EU. This may have had a beneficial effect on the overall performance of national governments but it certainly reinforced the desire of the national political elite to maintain a pro-EU consensus. The same peer competition eliminated all possible alternatives to EU membership in the region. Of lesser importance perhaps but worthy to mention is the consequence that all of Hungary’s neighbours are either members of the EU or striving to become members. The ‘exit’ option of geographical mobility as a response to Hungary’s EU membership has also become even more expensive than linguistic and cultural barriers would otherwise imply. 

I have been discussing the national political elite as if it were a monolith. In reality, democratic political representation is, of course, composed of competing political parties. And the very purpose of party competition is constraining the discretion of any elected representative to deviate from electoral preferences. If political competition functions properly, there is good reason to think that the strong pro-EU bias of the national political elite cannot be pursued against electoral preferences. If, however, party competition ceases to work, there is good reason to think the opposite. To judge whether representative democracy fulfils its function, it is therefore essential to analyse whether party competition works. This is the question to which I now turn. The answer necessitates a switch from the static perspective of listing incentives to an historical explanation. 

2.3 Voters and Politicians: A Political Cartel Based on an Initial Electoral Consensus

2.3.1 A Quasi-Constitutional Choice

When the new Hungarian republic was founded in 1989-90, one of the basic tenets of the emerging republic was that it would return to the ‘common European house’ of nations.
 Although the uncertainty of future Russian influence on Eastern Central Europe initially made the new democratic political parties cautious about advocating a rapid ‘turn to the West’ and the former Communist state party (reborn as a democratic Socialist party) advised to preserve an ‘untroubled and balanced relationship with the Soviet Union’ (Kurtán et al. 1990: 583), the only powerful vision in foreign relations was the ‘choice of Europe’ (ibid: 612). And as fears of a Soviet reprisal quickly evaporated, Hungary’s Political Yearbook, a standard reference on Hungarian politics, could safely assert in 1993 that ‘[d]uring the past few years there has hardly been another political question of importance on which an agreement has developed among different political parties that is even remotely similar to the consensus on the issue of European integration’ (Bogár 1993: 244). The consensus included the Socialist Party, which shifted to a strongly pro-Europe position very soon after the first free Parliamentary elections. 

Kopecký and Mudde present a useful two-dimensional conceptualisation of party positions on European integration. The first dimension is ‘diffuse support... for the general ideas of European integration that underlie the EU’. The second dimension is ‘specific support... for the general practice of European integration; that is, the EU as it is and as it is developing’ (2002: 300, emphases in original). In these dimensions, the authors propose the following typology of party positions on Europe:

Table 2 Typology of party positions on Europe (Kopecký – Mudde 2002)

	
	
	Support for European integration

	
	
	Europhile
	Europhobe

	Support for EU
	EU-optimist
	Euroenthusiasts


	Europragmatists

	
	EU-pessimist
	Eurosceptics


	Eurorejects


In the first Parliament between 1990 and 1994, five out of the six parties
 could be classified as euroenthusiasts. The one exception, Independent Smallholders’ Party, was also officially pro-EU. However, it is best described as a europragmatist because it mixed nationalist and anti-EU rhetoric with a pragmatic emphasis on implementing EU legislation in agriculture (Kopecký –Mudde 2002). 

A splinter group of the centre-right Hungarian Democratic Forum, the major party in the first post-communist government, became independent during the first electoral cycle. The Party of Hungarian Justice and Life (PHJL) became the Hungarian ‘extreme right’ party, and it occupied a euroreject position. By denying that a real change of regime had taken place in 1989-90, PHJL became a party which was, to a large degree, in opposition to the existing political regime and the post-communist political elite. By being ‘extreme’, in the sense of opposing the regime, and anti-EU at the same time, it only emphasised rather than qualified the pro-EU stance of the Hungarian political elite. At the same time, it is remarkable that even PHJL does not rule out EU membership in the distant future ‘from a strengthened position’.

Since the appearance of PHJL, no new party has been formed so far with any real chance of getting into parliament. In effect, the Hungarian electorate voted for a new political elite which has remained in power until today. On the whole, the pro-EU position of parliamentary parties has not changed much since 1994 either. The parties of the political Left remain ardent supporters of the EU and its federalist vision. The most important change has taken place on the political Right. The Alliance of Young Democrats gradually took over most of the parliamentary politicians of other, increasingly marginal, right-wing parties
 and emerged as the leading party of the Right. While in power between 1998 and 2002, party leader and Prime Minister Viktor Orbán was one of the few prominent politicians in East Central Europe to criticise the EU. However, he directed his criticism at the way the entry process was handled by the European Commission rather than any aspect of the EU itself (Hegedűs 1999). The Alliance somewhat bridled its euroenthusiasm after it had lost the parliamentary elections in 2002. It tried to distance itself from the uncritically pro-EU position of the left-wing parties by engaging in a mildly eurosceptic rhetoric at the beginning of 2003. However, it remained clearly in favour of EU membership all along. The survival of the political consensus was later shown when all parliamentary parties
 voted unanimously for the ratification of the proposed constitution of the European Union in 2005.

Hungarian voters thus gave a nearly
 unanimous support to a political elite in 1990 that was in favour of Hungary’s future entry into the EU (then EC
). I propose that this initial support, expressed by votes for parliamentary representatives, can be described as a quasi-constitutional decision that conforms to the standards proposed by various theories of constitutional decision-making.  

EU membership has fundamental and irrevocable effects on the Hungarian state, it affects the ‘rules of the game’ by which national politics is ‘played’ (Mueller 1997). Therefore, Hungary’s EU entry and the relationship between the Hungarian state and the EU are clearly constitutional questions. The decision to give a mandate to pursue entry into the EU is, of course, not equivalent to the decision about the entry. This is why I suggest to call the former, for want of a better expression, a quasi-constitutional decision.

There are strong arguments in both constitutional political economy and political theory for a unanimity rule on constitutional issues. In their classic book, The Calculus of Consent, Buchanan and Tullock (1962) argue that any decision-making rule should balance two types of costs: (i) external costs which are borne by the minority whose welfare is not properly taken into account by the winning majority and which decrease with the number of the required majority; and (ii) decision-making costs which increase with the number of the required majority. Constitutional decisions have to be made relatively rarely, have long-term effects and, following the criterion of Pareto-optimality, should be designed to advance the interests of all citizens rather than allow one group of individuals to exploit another. Buchanan and Tullock therefore propose the rule of unanimity for constitutional decisions.
 Furthermore, to advance their collective interests, decision-makers should behave as if they were uncertain about their future positions and preferences in the post-constitutional stage. Buchanan and Tullock propose this method of decision-making as a normative theory on which a certain ‘liberal’ economic and political order (developed by the authors) can be based. However, it can and arguably should be applied to real cases of constitutional decision-making.

A similar though distinct idea is elaborated by Rawls (1971). He claims that social order (including political constitution) should be based on an idea of ‘social justice’ whose contents can be figured out by asking how people would decide behind a ‘veil of ignorance’, i.e. without knowing their future position in society.

The indirect electoral vote for EU membership nearly passed the very strict ‘unanimity test’ and also came near to being made behind a ‘veil of ignorance’, in the sense that people were uncertain about how they would benefit personally from Hungary’s membership. The first and most simple reason for this was that people had not lived in the EU and thus had no first-hand experience. Second, EU membership would affect most people in indirect and diffuse ways, which make it impossible for them to define their ‘interests’ with regard to the issue. Third, the date and terms of EU membership were not known, and it was far from clear what the EU itself would be like when Hungary joined. Therefore, even those electoral groups who would be directly affected by the EU (e.g. agricultural producers) did not know what these effects would be.

Representative surveys of people’s expectations about the EU between 1999 and 2003 corroborate the assumption of the ‘veil of ignorance’. Data show that people were less optimistic about the expected effects of EU membership on wages and employment than its expected impact on the rule of law, ‘cleanness of public life’, public security or healthcare. In other words, Hungarians had positive expectations about EU membership primarily because they believed it would be good for the country rather than their personal well-being (Karácsony 2004).

2.3.2 The Breakdown of Political Competition

The exact outcome of Hungary’s entry negotiations was far from clear in 1990, mainly for two reasons. First, the EC/EU would undergo a series of reforms after 1990 and would become a rather different institution by 2004. Second, entry was preceded by true negotiations about the conditions of Hungary’s accession and elected politicians (both government and parliament) could do a better or worse job as agents of the electorate. For these reasons, the efficiency of the principal-agent relationship between voters and politicians needed to be secured by (1) sufficient information feedback from those involved in the negotiations and knowledgeable about the EU, and (2) effective control on the government to restrict it to accepting deals in the negotiations that were favourable for the common good of the electorate. It must be noted that information feedback should not be understood in a technical sense. All over Europe, many politicians enthuse over ‘enlightenment campaigns’ about the workings of the EU. However, this is a technocratic approach which cannot substitute for true political discussion. Citizens have limited time and cognitive capacity to devote to political matters and unavoidably expect their political representatives to ‘boil down’ complex issues into relatively simple political positions. They expect terse interpretation and evaluation rather than technicalities. In fact, ‘information’ campaigns may distract public attention from genuine political discussion. 

There was, of course, no ex ante guarantee that the final ‘deal’ would be favourable. Therefore, the right of a final veto in the form of a referendum was sensible to retain for the electorate – as indeed they had this right in 2004. However, such a final veto on its own was clearly insufficient as a means of electoral control. It is a rather blunt instrument that may, at best, be able to prevent a negative outcome in such a case but cannot influence agents to secure the most positive outcome possible. Furthermore, since the final outcome is by no means easy to evaluate, voters-principals need information from the politicians-agents or other actors supervising the agents.

For these reasons, political competition is important. Political opposition can be used by the electorate to check the incumbent government since it has an interest in producing information about government activities and developing alternatives. It also offers a possibility to dismiss in the next elections a government that has performed badly. However, party competition is not perfect. The factors that cause imperfections on the ‘supply side’ of the political market include (i) barriers to entry, (ii) indivisibilities in the electoral process, and (iii) occasional collusion among political parties against the electorate. 

Ad (i) barriers to entry. The inherent difficulty of organising collective action by overcoming individual free-riding is exacerbated by legal barriers to entry into parliamentary politics. In Hungary, party finances and obligatory showing time in the media are, to a large extent, based on previous electoral results. Moreover, parties must pass a threshold of five percent of the national vote to be eligible for party-list seats. It is thus not surprising that not a single new party has managed to get into Parliament since the change of the regime.

Ad (ii) indivisibilities in the electoral process. In elections, political parties bundle a large number of issues into single packages and voters are not allowed to decompose the bundles. They can cast only one vote to express their preferences over the few alternative bundles offered (Rowley 2001). Political competition is usually fought in a small number of dimensions. Only a limited number of salient issues become contested by political parties, the majority of them remains outside the scope of competition. Parties can influence which issues become contested by expressing strong or, on the contrary, ambiguous or no views on them. If an issue cross-cuts the ideological landscape in the sense that people holding the same opinion on the issue cross-cut the voter groups of various parties, it is especially likely to remain uncontested. In fact, this has been the fate of the issue of European integration in Hungarian politics. While contemporary Hungarian politics is deeply divided between Left and Right, the statistical analysis of survey data collected in April 2001 showed that voter position in the left-right dimension had no significant effect on support for EU membership. This did change in March 2003, probably as a result of the increasingly eurosceptic rhetoric of the main right-wing party (Karácsony 2004). Nevertheless, the majority of the potential voters of the Alliance of Young Democrats remained pro-EU, which was one reason why the party did not go any further than occupying a mildly eurosceptic but pro-accession position before the referendum.  

Ad (iii) collusion among political parties. Competition may at times be replaced by collusion. The parties’ willingness to collude depends on whether they can secure themselves (‘the political class’) some common benefit by actions of which the electorate would disapprove. What could be the purpose of collusion in the case of Hungary’s EU membership? The purpose of collusion in economic markets for private goods is to raise incumbent firms’ profit by raising prices. Market collusion can take several forms. One form, which can serve as an analogy for understanding political collusion, is the restriction of the characteristics of marketable goods. For example, domestic car manufacturers may lobby for high safety requirements to prevent competition from foreign producers of cheaper cars. That is, they may attempt to make the supply of competing goods with certain characteristics prohibitively costly. Alternatively, they may sponsor research and media campaigns highlighting the possible dangers of driving cheap cars. That is, they may attempt to change buyers’ preferences.

Electoral competition is most often modelled as spatial competition where voters have preferences over the points of the space and parties occupy positions to maximise votes. However, parties also have their own preferences over the points. If both positions A and B yield the same percentage of votes for a party and this party prefers A to B because, for example, it implies a larger budget in government, it will choose A. Parties may agree to a restriction of the electoral space to a subset of positions which makes all of them better off. If EU membership is a common benefit for the members of the political elite, they may agree somehow to exclude ‘opposition to EU membership’ from the electoral space.

Similarly to economic markets, political collusion can be achieved by preventing competitors from selling competitive ‘products’ or changing voters’ preferences. And political parties can do both at the same time by restricting the scope of admissible political discourse. If a political position is not de rigeur, it is more difficult for both a party and a voter to endorse it publicly. Furthermore, if a political position is not endorsed publicly, voters will not hear about arguments in its favour and get biased information.

The ability to collude also depends on other factors that lead to imperfections in political markets. Barriers to entry make collusion easier and uncontested issues are particularly good candidates for becoming the subject of collusion.

The issue of EU membership was a good candidate as a subject of inter-party collusion because it was initially uncontested and provided common benefits to the political class as opposed to the electorate.  I have already elaborated on the sources of a conflict of interests between the political class and the electorate in general. To repeat, the benefits to the political elite include

· maintaining the legitimacy of the political regime;

· political capital from success in the peer competition among candidate countries in East Central Europe;

· centralisation and policy harmonisation at the level of the EU, possibly resulting in weaker electoral control and less intergovernmental competition.

· maintaining personal reputation and convenience if international agreements are implemented,

· reputation of being accepted as peers by mainstream West European parties as a political asset,

· careers related to the EU,

· the strengthening of national politics vis-à-vis subnational politics.

It is worth noting that these benefits significantly increased from 1990 to 2004 as ‘positive’ integration became a more and more important feature of the EU. The goods obtainable through collusion became increasingly relevant for the political elite. These developments implied that they had more to gain from EU membership and more to lose from public discussion. At the same time, the changes taking place in the EU as well as the terms of Hungary’s accession would certainly have necessitated intensive public deliberation. 

Political parties thus had a strong incentive to thwart open discussion. It worked to their advantage that information about the EU and the conditions of Hungary’s membership were costly to obtain for citizens. Moreover, we have seen that all four parliamentary parties cross-cut pro-EU and anti-EU segments of society, and party competition worked to play down rather than bring to surface opposing views in the electorate (unlike, for example, in Poland; see Kopecký – Mudde (2002)). 

Indeed, the years of Hungary’s negotiations and the period leading up to the referendum was characterised by the conspicuous lack of open and generous public discussion about the advantages and drawbacks of EU membership. Parliamentary parties used the initial strong electoral support for the EU to establish a strong norm of euroenthusiasm. By effectively stigmatising anti-EU views, they created and maintained a euroenthusiastic political cartel.

It is difficult to prove the existence of a norm constraining acceptable opinion despite (or perhaps due to) the fact that it is common knowledge. It would probably require at least a representative analysis of politicians’ public statements, which cannot be undertaken here. However, a 1997 survey among Members of Parliament found that 98 per cent of them supported the strengthening of the EU and 97 per cent supported Hungary’s membership. 83 per cent expressed strong supported for both issues (Simon 1997). These high percentages exceed those of any social group and thus supply indirect evidence of the existence of a strong pro-EU norm amongst them. A good indication of the functioning of the norm in the public is the frequent issuing of joint communiqués by the Parliamentary parties declaring their consensus on various European issues.
 Moreover, Hungarian Members of the European Parliament habitually emphasise that they closely collaborate with MEPs of other parties and represent ‘national interests’ in unison (see e.g. Magyar Rádió Online 2004). Eurosceptic and anti-EU views were stigmatised as being against Hungary’s national interests
 and were associated with the beyond-the-pale political views of the extreme Right.    

The content of the norm of euroenthusiasm needs some clarification. The typology by Kopecký and Mudde provides some help. Views opposing European integration in general (‘europhobia’) were clearly considered as politically unacceptable. Recall that even the extreme right pariah party subscribed to some form of European integration in the long run. As regards the dimension of ‘support for the EU as it is’, the norm did allow some doubts about some aspects of the EU but no doubt about the overall desirability of Hungary’s membership. It is this last aspect which is really important. It means that the ‘anti’ position in a debate about a specific question (EU membership) was not allowed to be occupied. In any discussion, it is the parties’ engagement on one or the other side that ensures the true competition of opinions. In the political arena, information can be best obtained when advocates of opposite positions step forward to contrast and defend their views (not unlike in a trial). Hungarian voters were denied such a contest of views.
 

How could the pro-EU collusion be maintained? The establishment of a pro-EU norm not only made the appearance of anti-EU parties and the articulation of anti-EU voter preferences very difficult, it also made desertion by the existing parliamentary parties very costly. In general, an appropriate norm can be a very effective means to safeguard a cartel. 

Social norms are usually not created but emerge spontaneously as an unintended consequence of individual actions. One may argue that Hungarian political parties merely conformed to the prevailing public consensus rather than colluded purposefully. However, ‘one of the keys to the establishment of a new norm is the ability of those who seek to change norms to enforce compliance with the new norm’ (Knight – Ensminger 1998). If there are a very small number of very influential actors, their actions are likely to have a decisive impact on the establishment of a norm. This is, in fact, a good description of political discourse in a representative democracy whose terms are primarily set by a small number of political parties. Although parties are themselves groups of people, defecting politicians can usually be sanctioned effectively by party leaders (Frey 2002). This is especially the case in a country like Hungary, where heated ideological antagonism leads people to treat dissenters as traitors. Political parties inevitably played a conscious role in the establishment and maintenance of the pro-EU norm. Whether they engaged in deliberate cunning or simply let things go is irrelevant to the analysis.

As I mentioned before there was one occasion when the main right-wing party (Alliance of Young Democrats) stroke a mildly eurosceptic note in order to distance itself from the uncritically euroenthusiastic position of the governing left-wing coalition. Two things are worth noting about this event. First, it shed light on the important role of the indivisibility of party platforms in supporting political collusion. As I mentioned above, one reason why the party did not go further than making its position slightly ambiguous was that a large part of its supporters remained pro-EU. Second, the party wavered at a time when the pro-EU norm was already firmly established in Hungarian politics. The party thus risked its own credibility and faced an electorate holding biased information and facing high social costs for endorsing eurosceptic views.  

Independent media could, of course, act as a check on the ‘political parties’. In this case, however, it did not. None of the serious national newspapers
 or mainstream weekly political magazines
 embraced an anti-EU view. I can only offer a tentative explanation for the virtual consensus in the media. Putting aside the question how much of the Hungarian media is party-independent, it must be born in mind that there are high entry costs into the media and the people who work in and run the media are a specific social group. There seem to be a consensus among Hungarian sociologists that people of high status, high income and a good command of foreign languages benefit most from the EU. ‘Media people’ have just these characteristics. They may have followed their own personal interests or gained information primarily from their own life-world and thus become overwhelmingly supportive of the EU. Such individual attitudes were protected and reinforced by the fact the euroenthusiasm became a norm among these people.
 (Interestingly, there have been very few ‘independent minds’ who expressed critical views on the EU. It is highly questionable whether political economy can explain this phenomenon. Some structural features of the Hungarian ‘market for academic knowledge’ might go some way towards explaining it, such as lack of competition, dependence on selling one’s knowledge as policy advice, growing dependence on research funds from EU.)

As noted above, the yardstick competition for EU membership in East Central Europe eliminated coherent political alternatives to EU membership in the region. Indeed, there was hardly any well-articulated anti-EU ideology in other parts of Europe either, which could have been espoused by Hungarian political actors. Rebellious or non-EU countries in Western Europe, such as Great Britain, Switzerland or Norway, were perceived as special cases whose experience is not applicable to Hungary. This made the emergence of views challenging the mainstream political consensus both in the media and by political actors outside the political cartel (e.g. grassroot movements).

3. A Model of Party Collusion Facilitating EU Centralisation

I have proposed the diagnosis of a ‘failure of representative democracy’ in Hungary with regard to the issue of EU membership and attempted to give an explanation of the breakdown of party competition. From a more general perspective, inter-party collusion at the national level is an oft-ignored prerequisite of collusion among national political elites to advance European centralisation. Drawing on intuitions from the analysis of Hungarian politics, I outline in this chapter a simple model in order to identify the circumstances affecting the success of inter-party collusion with regard to EU centralisation. In fact, the model is more general: it applies to all issues that systematically affect the tightness of electoral control in the principal-agent relationship between voters and political parties. As I have argued above EU membership and EU centralisation belong in this category of political issues or dimensions. First, I present the model and its implications in a general fashion without referring to the specific case of EU integration. I then go on to argue that the characteristics of Hungarian politics indeed created an environment favourable to collusion among political parties.

3.1 A Model of Party Collusion in a Two-dimensional Space

3.1.1 Model Ingredients

Economists and political scientists have developed countless versions of the economic model of spatial political competition introduced by Hotelling (1929) and Downs (1957). Different versions emphasise different aspects of party and voter behaviour (For an overview, see Mueller [2003]). Interestingly, very few authors have analysed collusion as opposed to competition among parties. The main reason for this is probably that an underlying assumption of the Downsian model is that parties are only interested in winning the election and ‘if parties are only interested in winning the election, there cannot be collusion, as winning the election is a zero-sum game’ (Wittman 1973: 497; see also Waldman 1972). As Wittman points out in the same article, this is indeed a most peculiar assumption. Vote maximisation by political parties is analogous to sales maximisation by firms. However, just as firms are not modelled maximising total expected sales rather than profits, in the same way, it is reasonable to expect political parties to maximise their expected utility rather than the probability of winning the election. 

In fact, the Downsian model assumes that political parties have no preferences over policies. If it is true that they receive the same utility, irrespective of their chosen position in the political space, then they are right to focus exclusively on maximising their probability of winning. Geometrically, if the political space has a single dimension, their utility from being in government (U) is the same for all positions along the line connecting the extreme positions 0 and 1.
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Graph 1. Identical utility for all positions in a political dimension

Let gA denote the position of party A along the line between 0 and 1 and let pA(gA) be the probability of its winning. The party’s expected utility is

EUA = pA(gA)*U0.

In this case, the following two maximisation problems give the same solutions for optimal gA* 

max
 pA(gA)*U0  


and 


max
pA(gA).

It might be the case that a party indeed receives the same utility when in power, irrespective of the political platform it has chosen. To some extent, it is probably true that politicians value being in government, independently of what precisely they do. However, different political platforms provide them with different opportunities to exercise power
 to which opportunities they are likely to attach different utility even if they also value ‘power’ in general. For example, if someone advocates small government, he is likely to end up having less people whom he can tell what to do. Or, if someone stands up against changing any major public policies, he will have little room for bold initiatives while in power. Different politicians may value different aspects of political power (such as making upheavals, putting some ‘vision’ into practice or having an easy life) but it is unlikely that they will be indifferent between political positions implying different perceived opportunities. 

Although it seems impossible to say anything generally valid about the shape of the U curve in the above graph, it might be interesting to distinguish political dimensions according to the likely shape of the U curve. If a political dimension is about ideological symbols and cultural issues, the actual opportunities to exercise power may not vary too much along the axis of the political space. That is, the U curve may be (approximately) horizontal. Furthermore, an ideological dimension may be too general to imply specific consequences in terms of expected utility. In such a dimension, different positions may offer different complex packages of power opportunities and amenities among which parties may not be able to distinguish or to which parties may attach similar utilities on the whole.

Another type of political dimension that is of interest to us has a single-peaked U curve, such as the one plotted on the graph below. It may well be the case that one party has a different U curve than another. However, it is not difficult to think of political dimensions in which they would have a very similar preference ordering over possible positions. An obvious candidate is a dimension the movement along which systematically affects the tightness of control in the principal-agent relationship between voters and political parties. The looser the control, the more freedom political agents have to increase their own utility.
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Graph 2. Single-peaked utility function in a political dimension

Such political dimensions are particularly good fields for collusion among parties.
 They prefer the same political positions and their interests collide with those of the voters as these preferred positions weaken voters’ influence over the parties. But what form would collusion take?  

As I have mentioned, there have been very few attempts to model spatial collusion. It is telling that there is not a word about it in two standard overviews of public choice, Mueller (2003) and Ordeshook (1997)
. Attempts have been made to analyse collusion in product markets with spatial competition. Unfortunately, their results cannot be readily applied here. They analyse markets of purely private goods and discuss collusion either in terms of price (e.g. Chang 1991) or in terms of dividing up space by locating at certain intervals from one another (e.g. Huck, Knoblauch, Müller 2003). My reasoning is different. I propose that parties may have an interest in and be capable of agreeing to hold on to a common position in a political dimension and refrain from competing for votes by shifting their position.

3.1.2 The Model

Ideology seems to be an inherent aspect of representative democracy. Its function as an ‘information short-cut’ was already noted by Downs (1957). Although people may vote on the basis of issues or personal characters, it would be hard to deny that the basic structure of political space in European representative democracy is ideological.
 For simplicity, let us assume that there is one ideological dimension called ‘Left-Right’. For the reasons given above, let us assume that the utility curve over the interval between the two extremes is horizontal (as in Graph 1). Under this assumption, parties simply maximise their probability of winning rather than their expected utility. As I have mentioned, there is no room for collusion in this case as the election is a zero-sum game. Therefore, all the results of vote-maximising competition models apply. Party positions may converge or diverge, and the outcome may be more or less efficient depending on what further assumptions one uses. What is important is that parties will compete. Increasing the number of ideological dimensions (e.g. to one cultural and one economic dimension) does not change this fact since parties will continue to maximise votes rather than expected utility.

Let us now suppose that a new issue appears on the political scene and creates a new political dimension in which political parties can engage in competition. Let us further assume that this new dimension is one with a single-peaked U curve due to the fact the movement along the dimension systematically affects the tightness of control in the principal-agent relationship between voters and political parties. Such events are of great significance for the efficiency of the polity since voters do well to worry about their ability to control political agents.

For simplicity, let us assume that there are only two parties. Both would benefit from colluding to occupy gUmax and thus maximise their expected utility. They would ‘fight it out’ in the first, ideological, dimension and refrain from competing for votes in the new dimension. Collusion makes sense insofar as either party can increase its expected utility by shifting its position in the new dimension away from the point of collusion. Let the utility derived in the ideological dimension be equal to 0, and let us suppose, for convenience, that gUmax = 0 (see Graph 3) 
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Graph 3. Single-peaked utility function with maximum utility at one extreme in a political dimension

The payoff matrix of the simple game the parties play is the following 

	
	Party B

	
	Co-operate
	Desert

	Party A
	Co-operate
	P1AUM  P1BUM
	P2AUM  P2BUD

	
	Desert
	P3AUD  P3BUM
	P4AUC  P4BUC


where PiA is the probability of winning the election for Party A, UM is utility under collusion
, UD is utility under one-sided desertion, and UC is utility under competition.

Collusion is sustainable if the upper left cell (C-C) is a Nash-equilibrium. Obviously, this depends on the actual values of the parameters.

In the upper left cell, P1A and P1B are determined solely by competition in the ideological dimension if (i) no voters decide to abstain from voting (for the same party) because the party they have chosen in the ideological dimension chooses gUmax in the new dimension; or (ii) the distribution of voters in the new dimension is independent of their distribution in the ideological dimension and they punish (or not) their parties equally strongly, leaving both P1A and P1B unchanged. By contrast, if (i) some voters abstain from voting because they dislike their party’s position in the new dimension and Party B’s voters are disproportionately against the colluding position; or (ii) Party B’s voters are more inclined to punish their party by abstaining than Party A’s voters, then collusion affects P1A and P1B. Collusion increases A’s probability of winning compared to the outcome of competition in the ideological dimension.

Let us now turn to the upper right cell where Party B deserts. By definition, UD < UM. How much smaller UD is depends on the slope of the U curve. P2B > P1B and P2A < P1A whenever B is able to attract voters by deserting. The more voters it attracts, the greater the difference between the respective probabilities. Mutatis mutandis, the same is true of the lower left cell. The parameters in the lower right cell do not affect our search for a Nash-equilibrium in the upper left cell.

Collusion is a Nash-equilibrium if and only if

P1BUM > P2BUD and P1AUM > P3AUD.

It is possible that none of the parties can gain votes by deserting. In such a case, collusion and competition produce the same result and, in fact, there is no point in colluding at all. This is, however, a static perspective. If voter preferences are endogenous, parties may agree to collude before voters articulate their preferences and the subsequent lack of competition will deny voters a ‘contest of views’ which could help them articulate preferences. In other words, the earlier the parties occupy their joint position in the new dimension, the greater the chances that P1B ≥ P2B and P1A ≥ P3A, and therefore the Nash-equilibrium is achieved.

Let us now assume that the parties can gain votes by deserting, that is, P1B < P2B and P1A < P3A. To secure a Nash-equilibrium, P1B/P2B > UD/UM and P1A/P3A > UD/UM must hold. In other words, the probability of winning must increase ‘less’ than the decrease in utility. A deserting party can attract two types of voters: (i) its ‘own’ abstaining voters, i.e. those who would not vote for it only because it occupied the colluding position, and (ii) voters who would vote for the other party under collusion. Not surprisingly, the more its ‘own’ voters dislike the colluding position, the more tempted the party is to desert. More interesting, the stronger voters are attached to the party they chose in the ideological dimension (by assumption, the only dimension in which they are offered any choice at all), the less incentive parties have for desertion.

The existence of a Nash-equilibrium also depends on the ratio UD/UM. The smaller this ratio, the less likely desertion becomes. Basically, this depends on the nature of the dimension. The more strongly the dimension affects the tightness of principal control the more utility each party has to lose and the greater the ratio UD/UM is likely to be. 

In addition to occupying the utility maximising position as early as possible, the parties may engage in other strategies to influence the parameters of the payoff matrix and make them more favourable to collusion. First, they may try to decrease UD relative to UM, for example, by attaching costs to desertion. Second, the parties may try to decrease their probability of winning under unilateral desertion (P2B and P3A) relative to the respective probability under mutual co-operation (P1B and P1A), for example by influencing voter preferences. If voters value credibility and punish parties that change their previous positions, the mere fact that the parties are staying in the upper left cell increase the ratios P1B/P2B and P1A/P3A and makes collusion easier to sustain. 

3.2 Comparing the Model and the Empirical Case

I have identified several factors influencing the success of collusion in a general model. To what extent do the characteristics of Hungarian politics correspond to the findings of the model? It should be clear from the previous chapter that the Hungarian political environment was favourable to collusion among political parties.

First, I have noted before that voter position in the chief ideological dimension (left-right) had no significant effect on support for EU membership. In other words, the distribution of voters in the new dimension is independent of their distribution in the ideological dimension. We do not know whether voters dissatisfied with the EU position of the party they chose in the ideological dimension tend to punish their parties equally strongly or not. If the answer is yes, we get the second condition given above which assures that winning probabilities under collusion are determined solely by competition in the ideological dimension. This means that neither party loses votes by colluding.

Second, Hungarian politics is characterised by a strong left-right cleavage mainly as a result of opposing attitudes to the previous Communist regime. It was therefore unlikely that a left-wing party could attract voters from a right-wing party by adjusting its position on EU membership, or vice versa. This significantly dampened the incentives for parties to desert.

Hungarian parties had occupied a pro-EU position ever since 1990 and had invested in credibly committing themselves to Hungary’s EU membership. Supposing that voters value credibility this long-term commitment made desertion more costly in terms of lost votes.

Finally, by creating and upholding the norm of euroenthusiasm, the political parties increased the ratios P1B/P2B and P1A/P3A by providing voters with biased information and increasing the costs for voters of endorsing eurosceptic views. The norm also attached costs to the parties occupying positions that are not considered as acceptable by the mainstream, i.e. the norm decreased UD relative to UM.

4. EU Referenda in Hungary

The breakdown of competition among political representatives makes a case for direct democracy. Referenda can arguably help control politicians who act as agents of voters-principals. They may have further and less direct advantages as well, most notably a beneficial impact on democratic culture. After reviewing the case for referenda in general and in post-communist countries in particular, I shall examine how the actual referendum on EU membership in 2004 fulfilled the normative expectations of political economy.

4.1. Advantages and Disadvantages of Referenda

Referenda may help to mitigate the problem of ‘indivisibility’ in the political market by addressing particular issues that are usually bundled in party positions (Matsusaka 2003). As the recent referenda on the proposed EU constitution in France and the Netherlands have shown, referenda can be successfully directed against political cartels. To provide effective electoral control, referenda should preferably be based on popular initiatives or constitutional obligations rather than the discretion of political representatives. Generally speaking, a referendum temporarily undoes the principal-agent relationship between voters and political parties, and saves agency costs by preventing politicians to make decisions that deviate from voters’ preferences. However, the suspension of the agency relationship has its costs, which sets a limit on the applicability of referenda.

First, referenda run on a case-by-case basis fail to exploit the potential efficiency gains from the bundling (or ‘log-rolling’) of decisions. It may well be the case that no direct majority would support A or B on a case-by-case basis but would approve of A and B at the same time. However, this disadvantage should not be exaggerated. On the one hand, experimental results in a full information environment show that people are sufficiently forward-looking, and simultaneous versus sequential referenda do not yield significant differences in voting behaviour (Gürth et al. 2004). On the other hand, ‘log-rolling’ among representatives is subject to cycles in decision-making and interest-group pressure. Nevertheless, it seems reasonable to restrict referenda to questions that are ‘large’ and relatively independent of other questions.

Second, one of the chief purposes of the principal-agent relationship between voters and politicians is to allow the latter to become knowledgeable of political issues. Politicians often have an information advantage whereas voters find it costly to acquire information. The switch from indirect to direct democracy therefore involves a trade-off between agency costs and information costs. One may conclude that referenda are therefore inappropriate for major issues with very complex consequences. As Frey (2002) argues, the opposite is usually true: ‘Major issues can be reduced to the essential content. Evaluation then is not a matter of (scientific) expertise but of value judgements’ (14). By contrast, decisions where technical expertise is important and underlying preferences are similar should be left to representatives (Matsusaka 2003). It is also inconsistent to argue that voters can judge the complex policy bundles of parties in elections but cannot form a sound judgement on individual (though possibly complex) issues in a referendum. 

Third, an objection often raised against direct democracy is that it furthers the ‘tyranny of the majority’. The empirical evidence is unconvincing (Matsusaka 2003). Some instances of the suppression of civil rights have been found in local and state referenda in the United States but there exists evidence to the contrary for the United States and Switzerland (Frey 2002). Moreover, representative democracy with a small number of parties may lead to a continuing suppression of certain minority views unrepresented by any of the parties. Nevertheless, it seems sensible to use a qualified majority in a popular vote and restrict the use of referenda to questions with no direct redistributive consequences in order to induce voting behind a ‘veil of ignorance’ rather than for selfish reasons.

Fourth, referenda are obviously costly, in terms of both organisational and participation costs, and should therefore be held only every so often.

A referendum has other potential advantages than helping to reach a better collective decision on certain issues. It should not be considered as a mere vote but rather as a process. Ideally, the vote is preceded by intensive public discussion and followed by politicians responding to the result of the vote. Even if a proposal is rejected, the referendum reveals what people think and who the minorities are. In this process, a referendum may systematically raise the level of trust and honesty in the public sphere by engaging citizens in political discussion (Frey 2002). In fact, direct democracy may make people happier: inhabitants of Swiss cantons with more extended participation rights reported higher subjective well-being (Frey – Stutzer 2002). It is probably true that the main benefit of direct democracy is not so much the decision-making itself but more effective public discussion and increased electoral awareness of political issues. In turn, this implies that open discussion is a prerequisite for a successful referendum.

Post-communist countries are especially plagued by a low level of trust in the public sphere and referenda may help to improve the situation. However, social trust is not only a possible consequence but also a precondition of successful direct democracy, so direct participation rights should be introduced in steps (Frey 2002). It is most sensible to limit referenda (at least initially) to the municipal level where everyday information enables people to form a reasoned opinion, and to major issues at the national level whose relevance and meaning is clear for citizens. 

4.2 Referendum on EU Membership

The outstanding questions of European integration, membership and European constitution, fit in the latter category. They also fit into the category of ‘large questions relatively independent of other issues and with no direct redistributive consequences’ for most social groups.

As I have argued, party competition broke down with respect to the issue of EU membership. As a consequence, a referendum was desirable as a check on political representatives. However, it could not fulfil its function properly for the very reason that political collusion had prevented the exposition of contrasting views through political competition. The 2004 referendum on EU membership showed just how important a role preliminary public discussion plays in a popular vote. For it was preceded by an avoidance of open and generous public discussion by the parliamentary parties and the mainstream media, citizens had no opportunity to choose from political alternatives and form well-grounded views about the issue. As a corollary, the referendum failed both to involve citizens more in the political process and to give greater legitimacy to Hungary’s EU membership. 

4.2 Referendum on EU Constitution

A further factor that contributed to public apathy in the case of the referendum on EU membership was that citizens were (unavoidably) presented a fait accompli since Hungary’s accession treaty was the outcome of a lengthy and very costly process. The proposed European constitution was a better candidate for a national referendum in this respect because it was a hotly debated European issue rather than something that the Hungarian government could undo only at a huge cost (to offer an analogy: it was not about accepting a house that has been built but about plans to renovate the house). 

After Hungary’s entry, the proposed constitution for the EU was the first issue of European integration that fitted into the category of major issues at the national level, relatively independent of other issues and with no direct redistributive consequences for most social groups. It was also an issue whose relevance and meaning could be made clear for citizens. However, there was no referendum (merely ratification by Parliament), and there was (and has been) practically complete silence on the issue in Hungary. 

The fact that the proposed EU constitution was ratified by Parliament almost by stealth indicated that the political cartel remained in existence. Incentives for the political class included, in particular:

· a strong perception of the diplomatic costs of a failed referendum (not necessarily justified from the viewpoint of society);

· fear of inner divisiveness among the voters of individual parties;

· maintaining the legitimacy of the political regime by suppressing doubts about the desirability of the way the EU is developing;

· increased centralisation and policy harmonisation as a result of the new constitution, possibly resulting in weaker electoral control and less intergovernmental competition.

Unlike in the case of EU membership, however, political representatives had good reasons to expect that a consensus would be difficult to maintain in a referendum. In contrast to EU membership, no initial quasi-constitutional mandate had been given to the political elite to engage in the drafting of a constitution for the EU or accept the final proposal. The political norm of euroenthusiasm also became weaker as it pertained in the first place to Hungary’s EU membership which goal had already been achieved. Furthermore, the European constitution is an issue that divides public opinion even in countries which have been strong advocates of European integration. The arguments advanced by its opponents could be easily transplanted into public discussion in Hungary. All these factors increased the likelihood of public opposition from outside the political cartel to accepting the constitutional proposal.

Had there been a referendum, parliamentary parties would also have found it more difficult to defend their pro-constitution position. In the case of this new issue, they were unable to rely on either a long-term mandate from the electorate, or a Europe-wide consensus, or the goal of succeeding in a regional peer competition or an unambiguous norm of euroenthusiasm. The parties had reason to fear both losing electoral support to outsiders and suffering internal divisiveness. In the event, not only did the parties decide against a referendum, they prevented any public discussion by ratifying the constitution swiftly and quietly. This behaviour made the existence of the political cartel on European issues conspicuous but, at the same time, showed that it became weaker once its chief purpose, EU membership, had been achieved.

On normative grounds, the issue of European constitution would have been suitable for a public vote, and the continuing failure of political competition made the referendum desirable. The referendum on EU membership proved a failure because it was not preceded by true public discussion. For the reasons explained above, there was now a better chance for a vigorous discussion, which could have made the referendum a success. Furthermore, an opportunity was missed to change the underlying public perception that EU policies are “made somewhere else” rather than “also by us”. Political parties chose the myopic strategy of avoiding honest public discussion at the cost of seriously weakening the legitimacy of the EU political process in the longer run. 

4. Concluding Remarks

It is usually difficult to explore the roots and dynamics of a political consensus. And the more strongly a consensus is supported by taboos, the more difficult the analyst’s task becomes. Those who participate in the consensus are likely to say that everybody subscribes to the consensual view because ‘there is no alternative’. To understand how a consensus develops and survives, a political economist must refrain from directly judging the content of the consensus. Instead, he must investigate whether it is truly based on the preferences of well-informed citizens. As I have tried to show in the particular case examined in this paper, however, the ‘quality’ of the consensus is not independent of its content. I started with evaluating what kind of incentives European political integration provides for political representatives and proceeded by showing how political parties were able to influence the emergence and survival of the consensus. That is, the critical evaluation of the consensus necessitated an indirect evaluation of its content. My findings clearly contain an implicit negative evaluation of some aspects of European political integration.

To summarise, European political integration may loosen electoral control over national political representatives by creating conditions that are favourable to collusion among political parties. This need not always be the case but it has affected adversely the efficiency of representative democracy at least in Hungary. If the political centralisation of the EU continues, there may well occur similar situations in other countries as well. It is therefore important to identify the circumstances that encourage political collusion and find innovative ways to restore competition among political representatives.    

Another lesson from the Hungarian experience is that the actually held and the missed referenda in Hungary reinforce the argument that the main benefit of direct democracy is not so much the decision-making itself but more effective public discussion and increased electoral awareness of political issues. Lack of public discussion made the referendum on membership a failure; referendum on the constitution was not held because of politicians’ fear of increased electoral awareness of controversial issues. 

As for the future, a control by actors outside the political class seems necessary to encourage political competition. A possible though only partial solution could perhaps be provided by obligatory referenda on all significant decisions that formally change the relationship between the Hungarian state and the EU. Moreover, Wagner notes that ‘in the Athenian constitution of the 5th and 4th centuries B.C., for every bill that was proposed in the legislature, a committee was assigned to oppose it’ (1988: 441). The idea could be adapted to modern democracy. For example, the head of state could be obliged to call for such a committee of non-partisan experts in all cases when a bill is supported by all parliamentary parties. In the context of European integration, there is also a good case for constitutionally allocating the same amount of public funds to ‘Yes’ and ‘No’ advocates in referenda on various EU issues.
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� The latter point is made by Bodenstein and Ursprung (2001).


� A traditional Hungarian dish threatened by restrictions on the cultivation of poppy. 


� The agents’ latter objective is often neglected in economic analysis although demand for leadership and authority in every political order attests to its fundamental importance. An excellent economic analysis of authority is provided by Miller (1992).


� Cited in Miller (1992: 82).


� The terms ’negative’ and ’positive’ do not imply value judgements.


� The fears that such competition would undermine the taxing and policy-making capacity of nation states are unsupported by statistical evidence. The tax burden on capital has not decreased significantly in European countries. Perhaps the most thorough statistical analysis yet is Bénassy-Quéré – Fontagné – Lahrèche-Révil (2003).


� Not to mention the lure of ‘European statesmanship’ for high-profile politicians.


� See, for example, the 1990 election manifestos of the two largest parties of the first free Parliament (Kurtán et al. 1990).


� Parliamentary parties in 1990 included the following: Alliance of Free Democrats, Alliance of Young Democrats, Christian Democratic People’s Party, Hungarian Democratic Forum, Hungarian Socialist Party, Independent Smallholders’ Party.


� Batory (2000), cited by Kopecký and Mudde (2002).


� Christian Democratic People’s Party (KDNP), Independent Smallholders’ Party (FKgP)


� MIÉP has been out of parliament since 2002.


� The adverb ’nearly’ refers to (i) the ambiguous position of the Socialist party in the 1990 elections and (ii) the subsequent secession of the euroreject PHJL from the pro-EU Hungarian Democratic Forum.  


� For stylistic reasons, I mostly stick to the term EU (rather than EEC, EC etc ) and risk occasional anachronism. 


� A second advantage of the unanimity rule is that it solves ’the infinite regress problem’, i.e. what voting rule should be used to choose a voting rule (Mueller 1998). 


� This empirical finding casts some doubt on the argument that support for supranational centralisation can be explained by the redistributive benefits enjoyed by a majority coalition of voters.


� Apart from one splinter group of a parliamentary party turning into an independent party, on one occasion.


� An outstanding example is the very solemn ‘Political Declaration’ of the parliamentary parties on the occasion of Hungary’s entry into the Union (Parliament of the Republic of Hungary 2004).


� Cf. the text of the ‘Political Declaration’ mentioned in the previous footnote: ‘The goals of the European Union… are in full harmony with our national interests.’


� On the beneficial effects of competition among interested information providers see Milgrom and Roberts (1986).


� Népszabadság, Magyar Nemzet, Magyar Hírlap, Népszava.


� Heti Világgazdaság, Figyelő, Magyar Narancs, Heti Válasz, 168 óra.


� Sunstein (2002) analyses conformity and dissent from an economic perspective, emphasising the role of information costs and the value people attach to social acceptance. His analytics may help explain why EU membership was an issue especially prone to creating conformity among journalists and intellectuals.     


� Hinich and Munger (1993) argue that it is very difficult to create a good ideology. Similarly, it is difficult to develop an easily understandable and coherent political view on such a wide-ranging question as European political integration. 


� This is true unless politicians’ promises are completely unenforceable due to lack of accountability. We thus suppose that accountability problems can, at least to some extent, be surmounted.  


� A further possibility is that the U curve is the same for all parties but has multiple peaks. This creates a co-ordination problems. Parties must find a way to decide which peak should be the focal point of their collusion.


� A lone and interesting exception is Dinkel (1976) who suggests that incentives to collude can emerge in spatial competition models out of the perfect competition situation. The closer we approach perfect competition, the more likely it is that collusion would be a rational behaviour for parties. 


� In the United States, ’party identification’ is traditionally considered to be more important than ideology. Although there is correlation (at least nowadays) between ’liberal’ and ’Democrat’, and ’conservative’ and ’Republican’, respectively.


� The subscript M refers to ’monopoly’.






