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Abstract

The global financial crisis of 2008 resulted in a foreign-currency (forex) loan crisis in Hungary,
leaving several hundred thousand people in the risk of losing their home. Following the crisis
a small group of borrowers started to mobilize, and soon founded diverse organizations to
address their situation. Drawing on extensive ethnographic fieldwork this thesis is about these
debtors’ struggles for housing. It is about their claims and their critiques. However, these
struggles are also about much more than housing: they are struggles for citizenship, for the right
to be decommodified, and for being recognized as legitimate political subjects. This thesis
mostly draws on two concepts, that of citizenship and that of civil society. I consider debtors’
struggles as acts of citizenship — as struggles for the right to be decommaodified and for the right
to have political voice. Nevertheless, my intention is to think about these acts of citizenship as
being embedded within a historically bound and relational space: civil society. Through this
conceptualization, this thesis aims to go beyond the narratives which describe debtors’ struggles
as ‘neonationalist’, and to show how citizenship is also characterized by more than a mere
relation to the state. My empirical data demonstrate that apart from contesting the elite-state
projects and the emerging welfare regimes, debtors’ struggles are also positioned by and
devoted to challenging the hegemonies within civil society and the country’s global capitalist

integration.
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Introduction

In October 2008 the global financial crisis reached Hungary, resulting among others in the sharp
devaluation of the forint relative to the rising Swiss franc. Since mortgages issued in Swiss
franc became widespread in Hungary in the second half of the 2000s, the changes in the
exchange rate meant a huge increase in the debt burden of the borrowers and the danger of
losing their home for many (Bohle 2014). After the crisis, households’ debt service on forex
loans grew between 30 and 60% (Gagyi and Jelinek 2017), and the number of nonperforming

loans increased sharply.

The forex (foreign-exchange) credit boom in the 2000s, fueled by European financial
integration and by the lack of non-loan alternatives to acquire homes, came to a quick end with
the financial crisis. The exchange-rate risk and the interest-rate risk was solely pushed onto
borrowers, who, also due to the extensive subprime lending before the crisis, faced a debt
burden sometimes much higher than their monthly salary. For many, this meant a choice
between paying the loan or spending that money on other essential needs, such as food or utility
payments. Debtors also tried to negotiate with the banks, but mostly faced walls. Their requests
for payment facilitation were not heard, or only accepted on the basis of extending the duration

of the loan, which meant higher total amount to be paid.

Although the state intervened after the crisis and introduced several ‘debtor-rescue packages’,
these did not offer significant help for the most vulnerable debtors. In 2015 for example,
140.000 households faced non-payment for more than 90 days, after which the process of

repossession can be officially launched by the bank (Dancsik et al. 2015).

Who bears the risks of financialization is a political question. In Hungary these were almost
solely the borrowers, whom, however, did not accept this situation without discontent. Starting

from 2009 several grassroots organizations have emerged with different profiles, fighting
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evictions, organizing street protests and giving legal support to debtors. The two biggest groups,
the anti-eviction Koppany group and the Homeland is Not for Sale (A Haza Nem Elado), built
around the case of a borrower suing his bank, are not active anymore. Since then many smaller
groups emerged, specializing in different aspects of the fight against forex loans. However,
those who are mobilizing is only the ‘peak of the iceberg’, as out of the several hundred

thousand affected borrowers, the biggest protests were attended only by a few thousand people.

This thesis is about this ‘peak of the iceberg’, about these debtors’ struggle for housing. It is
about their claims and their critiques. This is not to say that those who are not mobilizing are
not important. Many people do not have the possibility to mobilize, because of working several
shifts, having relatives to look after, living far away from main cities, or simply not getting the
necessary information. However, by looking at those who became active after the crisis we can
answer important questions about how housing tensions become politicized in Hungary, which

can provide us a better understanding of the debtors’ situation.

As | will show, these struggles are about issues much wider than housing: they are struggles
about citizenship, about the right to be decommodified, and about being recognized as
legitimate political subjects. Through their struggles debtors therefore address many broader
questions related to the state, the country’s and their own (semi)peripheral positionality, and
capitalism. Therefore, the questions which will guide my research are the following: what are
the different patterns and processes of the politicization of financialization in the Hungarian
context? How do the movements aim to reshape the political landscape and reclaim/reconstruct
the state from below through their claims? Also, how are they reimagining their own relations

towards the state, that is their status as citizens?

This thesis mostly draws on two concepts, that of citizenship and that of civil society.
Following Isin (2013) I consider debtors’ struggles as acts of citizenship — as struggles for the

right to be decommodified and for the right to have political voice. Nevertheless, my aim is to
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think about these acts of citizenship as being embedded within a historically bound and
relational space: civil society. This approach draws on the assumption that political acts are not
happening in a vacuum, but are the product of historical processes and of the relations of
different social and political actors. This is important for me because it lets me understand how
debtors’ claims and ideologies are constituted, and therefore helps me go beyond the simple
narrative that the debtors are just asking for the state’s help. Moreover, it also enables me to
transgress the narratives that are highly shared within the Hungarian public, which characterize
these struggles as non-progressive and ‘neonationalist’. My aim is not to denounce these claims
totally, but to complicate the picture, and to show the progressive potentials of debtors’
movements as well. The thesis therefore aims to contribute to the study of financialization and
housing tensions in the post-socialist periphery of Europe by exploring the organizations’

ideological patterns and claims as embedded into broader relations and histories.

The social and political relevance of my research lies in the fact that it deals with the politics of
housing financialization, which has become a dominant way to privatize welfare and to extract
wealth from households (Lapavitsas 2009). Understanding how this is contested in different
spaces is therefore essential for the contemporary left in order to be able to build an effective
politics addressing the problem of financialization. Going beyond the widely-shared narratives
of right-wing populism or neonationalism shows the many rightful grievances and correct
understanding of the current socio-political situation by the more vulnerable social groups. This
perspective can be especially helpful in the post-socialist region, where the left has been weak

since the regime change, and where now it faces the task of establishing its social base.

My research is mostly based on interviews with the members of the different organizations, but
I also went to one of the protests of Adoskamara (The Chamber of Debtors), to one press-

conference of Adoskamara, and spent two days with the Nem Adom a Hazamat (I will Not Give
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Up My House). In these two days we went to protest to several banks and in front of a local

mayors’ house and I also participated on one of their ‘movement meeting’.

In total, I conducted 12 semi-structured interviews and spoke to 20 people. Due to ethical
reasons | changed the name of all of my informants in this thesis. Some of my interviews were
individually recorded, but some of my informants preferred to speak to me together with their
friends from the organization. After I conducted my first interview with two people, | decided
to use the technique of group interviewing more often as it lead to less frontal conversations
and more debates. However, | also had some problems with this methodology, as in two cases
someone among my informants was dominating the conversation, which | had to cope with by

introducing stricter moderation. This however did not prevent the problem totally.

| tried to speak to at least two members of each organization. From some groups | could not
reach more members, while from others it was possible to reach more. | spoke to two members
of the DESZ (Advocacy Group of Foreign-currency Debtors); six members of the Hiteles
Mozgalom (Borrowers’ Movement); two members of the Radikalis Bankellenes Csoport
(Radical Anti-Bank Group, RAB); six members of the Nem Adom a Hazamat; two members
of the Jogallamért (Association for the Rule of Law); and two members of the Koppany (one
of them also a member of the Jogallamért). The Koppéany group represents an exception, as they
are the only organization | spoke to who are not active anymore. Nevertheless, | wanted to talk
to its members, because the Koppany was a very important actor within the debtors’ struggles
until the illness of its leader. I also wanted to talk to members of the Haza Nem Eladé, but | did
not manage to reach them as none of my informants had contact with them. This is probably
due to the fact that the Haza Nem Elad6 was very leader-centered, and with its leaders’ decision

to become a political party the organization became marginalized within the debtors’ struggles.
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Thirteen of my interviewees were male, while only seven of them were female. Although I tried
to speak to as many women as to men during my fieldwork, this was not always possible*. As
the circles of debtors are impenetrable for an outsider, I had to rely on the ‘snowball’ technique
to be able to meet new people. Mostly, I relied on one person who would connect me to her
extensive social network. However, this meant that it was her suggestions and social network
which guided my choices. Moreover, most people whom I contacted were willing to talk to me,

but the three rejections I had were all from women.

My interviews were in general pretty long (in average 2-3 hours), because sometimes |
interviewed more people at the same time which lead to long conversations and discussions.
One of the challenges I faced during my interviews was that in some cases | felt to be dominated
by my informants, and felt that | had to struggle in order to be able to raise a new question. On
the one hand this is positive because it meant that the discussions were so lively that it was hard
to interrupt them (although I had to sometimes due to time limitations), but on the other hand it
made moderation much harder for me. Nevertheless, I overcame this problem and my

interviews did not suffer because of it.

Another challenge I faced was to overcome my ‘scholastic point of view’ (Bourdieu 1998), as
| realized that in many cases the concepts that | am using to describe the political landscape
such as ‘the nation’, ‘nationalism’, ‘democracy’, ‘right-wing’ or ‘left-wing’ had different
meanings for my informants. My understandings were surely affected by my specific
positionality, since they were forged within academia and other intellectual groups. This
sometimes led to misunderstandings, but | hope that through asking follow-up questions and
through making myself more aware of this | could — at least partially — overcome my own

scholastic point of view.

11 do not have data about gender-ratios in the organizations in general.
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The structure of the thesis is as follows. In my first chapter | narrate the history and the
development of housing financialization in Hungary from the point of view of welfare
arrangements and domestic and transnational economic decisions and processes. In my second
chapter | describe civil society as the space of politicization, present the emergence of the
debtors’ organizations, and analyze their ideologies as embedded within civil society. My third
chapter turns towards the debtors’ acts of citizenship and describe their claims and critiques
against the privatization of the state, the transnationalization of the state and the failure of
representation. In this chapter | also treat the citizenship regime within which their struggles
take place and relate it to my previous discussion about civil society, as well as show how
debtors are maneuvering within the hegemonic space defined by the state. In my conclusion |

will recapitulate my findings and consider the possibilities of further research.
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Chapter one: The production of the crisis — the paths leading to the

financialization of welfare

In this chapter I aim to describe both the economic processes leading to the financialization? of
housing and the broad welfare arrangements characterizing Hungary since the 1990s. Following
Bohle and Greskovits | argue that welfare arrangements between the state and the citizens are
shaped by the conflicting interplay between pro-market forces and social protection. Therefore,
who has been left out from these arrangements, or who was included in the wrong moment, is
important to understand shifting relations between the state and the citizens; as well as the
latter’s capacities to protect themselves from financialization. Through describing the state both
as facilitating financialization and as mediating its impact on households my aim is to
contextualize debtors’ experiences with the state and also to show how they became exposed to
financialization. As | will show it later, the politicization of forex loan debt happened within
the context of specific welfare arrangements and economic processes, which together paved the

way towards the crisis.

| argue that both welfare arrangements and housing financialization are forged within the
country’s dependent capitalist integration (Gagyi and Jelinek 2017). This point of view
acknowledges that spatiality is very important both for understanding the possibilities of
domestic politics and the patterns of financial accumulation. Financialization is an inherently
spatial process, which unfolds across uneven geographic spaces, and shapes and is shaped by
existing dependencies within the global economy. On the semi-periphery this manifested itself
through value transfer from peripheral households to core financial institutions. Moreover,

financialization also does not unfold uniformly across space, but rather acts upon already

2 Following Aalbers I define financialization as ‘the increasing dominance of financial actors, markets, practices,
measurements and narratives, at various scales, resulting in a structural transformation of economies, firms
(including financial institutions), states and households’ (Aalbers, 2017).

7
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existing institutional structures (f. e. housing systems and housing markets) and social/welfare
arrangements (f. e. in what proportion are the risks associated with the financialization of
housing born by households, financial institutions or the state) (Aalbers 2017, Posfai 2018).
However, these institutional structures and social arrangements are not static ’national
characteristics’ either, but are as well integrated into and shaped by the uneven geographies of
capitalism. To illustrate the relationship of domestic politics and its broader environment | use
Drahokoupil’s notion of ‘transnationally constituted domestic politics’ (Drahokoupil 2009).
Therefore, emphasizing the spatiality of financialization and welfare arrangements is not to
deny all agency from domestic politics, but to consider domestic politics as constituted
transnationally: both through local actors and their power relations; as well as these actors’
transnational linkages and their integration into the dependent networks of the capitalist world-

system (Drahokoupil 2009; Gagyi and Jelinek 2017).
1. How did we get here? Welfare regime and housing policy after the regime change

As Polanyi argues in his discussion about the self-regulating market, markets did not spread
‘naturally’, but required significant state interventionism (Polanyi 2001). Also, under
neoliberalism talking about a simple ‘retreat’ of the state in favour of markets conceals the
political work of the state put into ‘making up’ markets (Clarke and Newman 2009). In Hungary
and other Eastern European countries, establishing privately owned financial systems as well
as housing- and later mortgage markets required state intervention and genuine institution

building after the regime change (Raviv 2008).

Nevertheless, as market building is not a ‘smooth’, naturally evolving process but one involving
political agency, it is also always subject to political contestation, to voices and movements
questioning the appropriateness of the market scheme and of market values (Clarke and
Newman 2009). Polanyi describes this as a constant double movement within capitalist market

societies, showing how the spread of markets is accompanied by a series of protective
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movements and measures against the subordination of society to market forces (Polanyi 1944).
The protection of land, labor and money against destructive commodification and the push of
pro-market forces towards liberalization is what gives dynamism and shape to capitalist

societies. As Dorothee Bohle and Béla Greskovits formulate it:

As virtually all of the capitalist order is absorbed or influenced by the institutions of self-
regulating markets and social protection, these areas have key importance for understanding
the system, while their conflicting interplay gives shape to a third capitalist building block,

namely political institutions. (Bohle and Greskovits 2012, 14).

What this quote sheds light on is how the capitalist state itself is also shaped by the double
movement, by the power relations between pro-market and protectionist forces. The power
relations between these two define the nature of welfare arrangements within a society, the
amount and type of social protection against commodification that citizens enjoy. According to
Bohle and Greskovits, reconciling market interests and social protection is a necessary task of
the political sphere in order to gain legitimacy. This is why, ‘the state [...] [is] necessarily both
a universal, representing the interests of society against the market, and a class state’ (Block
and Somers as cited by Bohle and Greskovits 2012). The state is therefore both safeguarding
the interests of pro-market forces and actively participating in the building-up of markets as
well as giving concessions in terms of social protection to keep its legitimacy. However, we
should not think of resulting welfare arrangements as uniformly shielding all social groups in
need of protection, but, as it will be apparent from the Hungarian case as well, as prioritizing

those with more political capital/power to protect their interests.

Dorothee Bohle and Béla Greskovits characterize the Hungarian welfare regime emerging after
the transition as ‘embedded neoliberalism’ (Bohle and Greskovits 2012). The characteristic of
this arrangement according to them is a search for compromise between market transformation

and social cohesion. Market transformation in the case of Hungary meant the privatization of

9
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the economy and the institution of largely foreign-led capitalism, by attracting FDI from early
on through offering generous incentives for TNCs (Bohle and Greskovits 2012, 143).
Nevertheless, in contrast to the Baltic countries, Hungary, together with the Visegrad countries,
has kept in place a relatively generous system of social protection, which helped to protect or
at least to slow down the effects of the transition for a part of the population (Bohle and
Greskovits 2012, 138). Nevertheless, given the country’s external indebtedness, the
maintenance of a welfare state has been constantly clashing with the need for fiscal austerity.
In this environment, relying on markets in order to provide welfare, such as affordable housing
in the housing sector, seemed a good solution to follow in order to solve political problems
(Bohle 2014). In the next sections | describe the important tendencies in the fields of housing
policy and the banking sector which led to an increasingly financialized welfare arrangement

to emerge by the early 2000s.

1.1 Housing policies after the transition — from the privatization of housing to the

privatization of welfare

The early policies of housing privatization contributed in important ways to the financialized
housing welfare arrangements emerging in the early 2000s. It was through mass privatization
and decentralization that the state’s moving out from housing welfare became solidified, and
that the norms and meanings of individual homeownership started to take ground. The early
policies of privatization can be seen as a combination of aspirations for making-up markets, for
liberating the state from the burden of maintaining social housing and for gaining political
legitimacy through smoothing down the process of transition for a part of the population. The
policies largely reflected the Hungarian economic and political elites’ ideological belief in
privatization as a precondition of functioning market economies (Sebék 2017), and as a
demonstration that after state socialism a new era has come where ‘the fortress of social

ownership is cracking down’ (Mandi¢ and Stanovic as cited by Struyk 1996, 193). Moreover,

10
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privatization was also seen as a precondition to create a strong middle-class based on private
property, which was thought of as a cornerstone of a capitalist democracy (Fehérvary 2011).
Nevertheless, the policies were also actively supported by the World Bank, which asserted that

privatization is necessary in order to ‘restore housing market equilibrium’ (Buckley at al. 1995).

Due to late state socialist housing policies homeownership was the most dominant tenure type
in Hungary already before the transition, with 71% of the housing stock being individually
owned in 1990 (Struyk 1996). Nevertheless, through mass-privatization and decentralization
the housing policies after the regime change only exacerbated this tendency, and made the state
even more insignificant in the provision of housing welfare. Both privatization and
decentralization reflect the trend of the government’s moving out from the housing sector. This
happened within the context of the country’s severe indebtedness to Western capital (Gagyi and
Jelinek 2017), in the context of which the state needed to get free from the burden of
maintaining and managing public housing. Apart from decentralization and privatization this
has also meant the retrenchment of the state subsidies offered for housing, which previously
included subsidies on the maintenance of public rentals and on the price of utility services as
well as subsidized OTP loans (Hegediis and Teller 2007; Hegediis and Somogyi 2016). The
outcome of the early policies was the establishment of a ‘super homeownership’ society, with

today around 90% of people owning their homes®

The expansion of ‘super homeownership’ meant that after the transition the meaning of both
public rental and private ownership has changed. Amid transitional recession public rental has
lost its secure and desired status because of the unpredictability of rent prices. This process had
already started in the 1980s, when there was a constant pressure to increase rents in order to

provide cost recovery (Hegediis and Teller 2007). Moreover, after the transition with the

3 In 2008 the rate of homeownership was 89%, today it is 86% according to the Eurostat. Source:
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=ilc_lvho02&lang=en [Accessed: 06.04.2018.]
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decentralization of the public rental sector and the management and maintenance of public
rentals, rents also became dependent on local governments, and therefore more uncertain and
contingent. Moreover, the transferability of public rentals also ended with the transition: the
fact that public rentals are no more inheritable also made them appear as less secure and
temporary. At the meantime homeownership has maintained or even increased its ‘secure’
status. With the increase of risks after the transition homeownership started to mean increasing
autonomy from local governments and became to be seen as a possibility to save money, by not

having to pay rents every month.

Privatization also had the important function of creating a housing market (Struyk, 1996), as
owners could now freely sell and rent their apartment on the open housing market. By the
restoration of full property rights private ownership has acquired a new meaning: that of an
investment good (Hegediis and Teller, 2007; Struyk, 1996). Compared to private rental and
public rental which are only seen as consumer goods, privately owned units have a current and
a future value on the housing market, which also makes them an object of possible sale and re-
sale. This means that by contributing to making markets, privatization also enforced households
to ‘adapt’ and participate in these markets, creating new economic agents compatible with the

later developments on mortgage markets as well.

Within the context of transitional recession privatization also had the very important function
to act as a ‘shock absorber’ and to smooth down the transition process by acquiring ‘safe’
private tenure on discounted price (Struyk 1996). By this move the national and the local
governments could appear as generous, by offering flats at discounted prices and by avoiding
the pressures and potential discontent coming from rent increases. Nevertheless, ‘privatization
gifts’ were very unequally distributed, and the state’s moving out from the housing sector
further increased previous inequalities in housing distribution. With the cut in housing

allowances the possibility to acquire new homes for groups that have been left out from the

12
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process of privatization (young generations and groups with lower social status) has been
increasingly difficult. The decreased possibilities and the lack of state responsibility within the
housing sector therefore created the demand for other solutions to acquire new homes, which

came in the form of cheap mortgages in the early 2000s.

1.2 The development of a transnationalized financial system and the privatization of the

banking sector

Parallel to the privatization of the housing stock another important process started to develop
in the 1990s: the privatization of the banking sector and the financial system’s integration into
Western European financial markets. Both processes had important implications for the way

the financialization of housing has unrolled.

The politics of privatization and of attracting FDI were a result of transnationally constituted
domestic politics. Both processes enjoyed wide ideological and practical support among
national elites, whom also acted as intermediaries of international capital, translating the
‘structural power’ of international capital into ‘tactical power’ within the country* (Sebdk 2017,
Drahokoupil 2009). Nevertheless, both processes were forged at the same time within
‘transnational agendas and pressures’ stemming from the country’s semi-peripheral position

and coming from international actors such as the IMF or the EU.

The process of privatization in Hungary has been greatly shaped by the need to repay the
country’s outstanding external debt, which necessitated quick privatization to obtain much
needed hard currency cash (Drahokoupil 2009; Bohle and Greskovits 2012). Nevertheless,

because of the scarcity of capital and technology particularistic of the country’s semi-peripheral

4 Jan Drahokoupil calls the domestic actors promoting the externally-oriented strategy the >comprador service
sector’. As he writes, in Hungary this was comprised mostly of financial bureaucrats, industrial managers,
economists and policy experts (Drahokoupil 2009, 103), who were embedded into international networks and
had privileged links with international capital. Miklés Sebdk provides a similar neogramscian analysis of a group
of ’organic economists’ who were influential in the prevailing governments, media and civil society and were
supporters of market fundamentalism (Seb6k 2017).

13
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integration, attracting foreign capital was the main solution for quick privatization (Bohle and
Greskovits 2012; Pésfai 2018). Among the postsocialist countries Hungary was the first to open
its economy to FDI-inflow, and also provided generous incentives for foreign investors
(Drahokopil 2009). Apart from the industry, FDI was also concentrated in the banking sector,
which was totally privatized by 2003 and had a foreign asset share of 82% (Hegediis and

Somogyi 2016, 228; Bohle 2014, 16).

The FDI-led economic strategy was actively encouraged by the EU and the IMF. When, after
the initial years of opening up the economy the Hungarian government decided to impose
restrictions on foreign ownership in strategic sectors (among them the banking sector) in order
to help the development of national capital, the IMF suspended their aid and the EU condemned
the measures as well (Drahokoupil 2009). Moreover, EU accession criteria also included a
commitment to privatize banks, and foreign ownership in this sector was seen as a precondition

of a sound financial system by the EU (Bohle 2009).

The Hungarian financial system’s European integration was also largely dominated by the path
written by EU accession criteria. The EU agenda included special emphasis on financial
deregulation as well as obligatory regulatory convergence within the EU member states (Raviv
2008; Drahokoupil 2009). By the 2000s, this meant the total abolishment of all constraints on
capital flow within the financial sector, and the Hungarian financial system’s sound integration

into Western European structures of financial accumulation (Raviv 2008).

1.3 The emergence of forex loan markets — the privatization of welfare?

The moving out of the state from housing welfare, the privatization of the banking sector and
the financial system’s European integration were all necessary conditions for the spread of
mortgage markets. However, in the early 2000s, it was still state intervention which was

necessary for household lending to appear. The history of the emergence of the financialized
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welfare regime shows how this was forged between the conflict of fiscal austerity and welfare
spending (Bohle and Greskovits 2012). As The IMF and the EU exerted strong pressure on the
government in order to maintain fiscal discipline (seen as a precondition of EU-accession and
of keeping the EMU convergence criteria) moments of austerity were followed by moments of
welfare spending. The financialization of housing meant an easy way out of this dilemma, as it

provided welfare and political legitimacy without burdening the state budget.

During the 1990s, lending to households was considered to be too risky by the banks, and they
preferred to finance government debt and the corporate sector (Hegediis and Struyk 2006).
Moreover, high inflation, decreasing real wages and high interest rates also made people
reluctant to borrow, as with the end of subsidized OTP loans interest rates for housing loans
rose from 3% to 18.8% at the beginning of the 1990s (Hegediis and Somogyi 2016, 207). The
state intervened in the form of mortgage subsidies after the popular dissatisfaction with the
‘Bokros package’ austerity program, initiated in 1995 under the socialist government as a
response to the country’s current account and budget deficit (and as a condition of the IMF
agreement) (Dahokoupil 2009). The program, initiated by the conservative FIDESZ-MDF
government, has significantly increased the level of mortgage lending in Hungary. One part of
the program included the introduction of a mortgage-support scheme, under which nominal
interest rates were fixed for borrowers and the difference to market rates was paid by the state
to the banks. Moreover, borrowers also received exemption from paying income tax (Bohle
2014). In accordance with the conservative-national government’s aim, the program had an
effect of social regressivity since it was mostly available for and therefore strengthened the

position of the middle class (Bohle 2014; Hegediis and Somogyi 2016).

Nevertheless, since the program was financially not sustainable, subsidies were cut by the next
socialist government. However, the increasing European integration of the Hungarian financial

system and the fact that the banking sector was mostly foreign-owned, resulted in the
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appearance of cheap foreign-currency loans beginning from 2004 (Bohle 2014). Foreign banks
had privileged access to international money markets via their parent banks, and since Swiss
interest rates were a lot lower than Hungarian ones at that period they could provide CHF loans
for 6% interest rate, while the interest rate of HUF loans was around 10% (Hegediis and
Somogyi 2016, 2010). Starting from 2004, the scope of foreign-currency lending expanded
dynamically, and by 2007 80% of new loans were in CHF (Bohle 2009), and in 2011 65% of
all household loans were denominated in foreign currency, amounting to as much as 20% of

the Hungarian GDP (Hudecz 2012).

Clearly, in the case of foreign-currency borrowers we cannot talk of a contract between equal
partners, but of a contract between ordinary citizens and powerful financial institutions. Actual
contracts also reflected this: most loans were with flexible interest rates, and exchange-rate risks
were supposed to be born solely by the borrowers (Gagyi and Jelinek 2017). Moreover, as the
years progressed amid growing competition for clients, banks also loosened the conditions for
giving loans, by offering consumer loans for housing purposes instead of stricter mortgages
(Posfai 2018; Hudecz 2012). ‘Real’ subprime lending started around 2007, which was also
made possible by the lack of regulation: although the Hungarian Central Bank issued general
warnings about the overrun of forex loans every year, the Hungarian Financial Supervisory
Authority (PSZAF) (which had the microprudential supervisory authority) did not implement
stronger regulations, nor did the legislative authority or the Ministry for National Economy

(Banai et al. 2011; Hudecz 2012).

Consequently, debt in this case is not understandable without the welfare arrangement it is born
out from. With the changing meaning of homeownership after the transition, acquiring a flat
came to be seen as an important step in one’s life, a source of security and an indicator of middle
class status (Pellandini-Simanyi and Vargha 2018,; Samec 2016). As Pellandini-Simanyi and

Vargha put it, many people saw the appearance of cheap mortgages as a momentum to realize
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their dreams, and to hit major life-stage and social-status milestones (Pellandini-Simanyi and
Vargha 2018, 11). Moreover, during the years as the scope of mortgage lending broadened and
subprime lending progressed, banks also started to target people with lower social status and
income, aspiring to be part of the middle class by owning their own home or by securing the
future of their children. However, as the state did not guarantee a right to housing, they could
realize these aspirations not as citizens, but only as consumers of loans. This can be considered
a shift towards ‘privatized keynesianism’, when instead of the state borrowing money to fund
welfare, private citizens are ‘allowed’ the luxury to become indebted on their own (Streeck

2011).

The privatization and financialization of welfare in the Hungarian case was lucrative for several
parties involved: it provided extra-high returns for banks, a possibility for an expanding middle
class to acquire homes despite the lack of state support, and it provided the opportunity for
politicians to gain political support without burdening the state budget. This can also explain
the passivity of the Financial Supervisory Authority (PSZAF) and the legislative authority.
Private consumption through credit growth boosted economic growth significantly, while
satisfying welfare needs at the same time, both of which was very important for Hungarian
politicians (Hegediis and Somogyi 2016; Bohle 2014). As Julia Kiraly, former vice-president
of the Hungarian National Bank writes it, although risks were obvious, the end result still
appeared as ‘strong positive’ for the authorities (Kirdly and Banai without date). Under these
circumstances the risks concerning these loans, in the form of exchange-rate and interest-rate

risks, were neglected by all parties (Bohle 2014; Hegediis and Somogyi 2016).
2. Peripheral financialization

Although through analyzing the role of the EU and the IMF it is apparent by now that the
domestic politics of welfare arrangements were largely transnationally constituted, the way

financialization unrolled was also largely determined by the country’s semi-peripheral position.
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During cycles of financialization capital is channeled from the productive towards the non-
productive sectors of the economy (Aalbers 2017; Pésfai 2018). The emerging ‘global wall of
money’ — i.e. capital looking for investment in the non-productive sector — can find its ‘spatial
fix’ against overaccumulation by investing into housing and by opening up new possible
markets (Aalbers 2017). On the semi-periphery this meant that abundant financial capital
produced in the core during the 2000s was increasingly channeled towards (semi)peripheral

housing markets through a mostly foreign-owned financial sector.

Financialization in Hungary therefore happened predominantly through interest bearing capital
(i.e. through credits and not through securities) by a dominantly foreign-owned banking sector
(Becker et al. 2010; Gagyi and Jelinek 2017). Western European credit institutions’ expansion
into the region was driven by the need to penetrate ‘emerging markets’ in order to secure profits
and diversify their portfolios (Raviv 2008). Indeed, they have proven to be very successful in
this, as Raviv shows it on the example of Austrian BA-CA and Erste Bank. For the former,
although Eastern European subsidiaries accounted for only 11% of the total group’s assets, they
nevertheless generated 54% of the group’s annual profit in 2005. In the case of Erste these
numbers are 23.7% of total assets, while 61.4% of the net profits in 2005 (Raviv 2008). As

Raviv concludes:

Foreign financiers emerged as a powerful rentier class in CE, able to extract rent incomes far
in excess of their profits in the west. The concentration of disciplinary power in the hands of
foreign financiers further contributed to a reorientation of state policy, corporate strategy and
households’ behavior, in line with the imperatives of financially based accumulation strategies,
resulting in a transfer of property rights to foreign investors and increased indebtedness and

risk to host societies. (Raviv 2009, 299).

The big amounts of foreign currency liquidity which were available in the 2000s (through parent

banks for foreign institutions or through international money markets for domestic institutions)
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paved the way for high returns through foreign-currency lending. Compared to Western Europe
where loans were given predominantly with fixed interest rate, in Eastern Europe loans were
flexible rate, which gave the banks more possibility to shift risks towards consumers (Pésfai et
al. 2017). Moreover, the loose regulatory environment and the banks’ engagement in risk-based
competition for the household segment made it possible for subprime lending to emerge (Banai
et al. 2011). According to Posfai (2018), among loans provided in 2007-2008 the amount of
nonperforming loans is higher than among earlier loans. This falls into the tendency of
including poorer households into mortgage markets later than richer ones, only after higher
segments of the market have been saturated. Parallel with this trend it is possible to see a sharp
increase in loan-to-value ratios throughout the 2000s, as well as in the payment-to-income ratios
(Banai et al. 2011). This meant that households were increasingly offered mortgages and loans
higher than the value of the collateral, and the rate of the monthly installments compared to
borrowers’ income also increased. This was the direct consequence of subprime lending in an
environment characterized by low-incomes, low-saving levels and lack of state support for
housing. The situation of borrowers was not carefully examined by banks, and this was further
exacerbated as the number of loans granted via brokers increased (a practice which became

common from 2007), because that made examination even more careless (Banai et al. 2011).

It was therefore Eastern Europeans’ homes which fuelled financial accumulation in the core
and let foreign financial institutions to channel growing profits to their parent banks. What the
history of the foreign mortgage crisis shows is the emergence of a complex financial chain
(Sokol 2017) comprised of the state, foreign and domestic financial institutions as well as
households. Financial chains are predominantly credit-debt relations which link together
diverse actors along different geographies and scales, shaping and shaped by each other’s
actions. Financial chains should be also understood as channels of value transfer, both between

people and between places (Sokol 2017).In the Hungarian case value was transferred from

19



CEU eTD Collection

peripheral households to core financial institutions, actively facilitated by housing policies and
regulatory frameworks. In the emerging social relations borrowers became recipients of housing
welfare only through becoming ‘consumers’, while banks could use the emerging privatized

welfare arrangement and the lax regulatory environment to generate high profits.
3. The crisis and after: state intervention

In October 2008 the global financial crisis reached Hungary, resulting among others in the sharp
devaluation of the forint relative to the rising Swiss franc. As the exchange rate-risk was solely
born by the borrowers, the households’ installments on forex loans grew in general by 35% by
2010 and 79% by 2011 (Hudecz 2012). Moreover, banks had the rights to change interest rates
on loans unilaterally, which they used to push their losses on the borrowers (Hudecz 2012). By
2014 the share of non-performing loans was 19.1% in the case of foreign-currency loans, and
among mortgages (both HUF and forex) 140.000 households faced non-payment for more than
90 days in 2015, amounting for one fourth of the total mortgage portfolio (Dancsik et al. 2015).
Apart from the exchange rate and interest rate risk, due to the financial crisis house prices also
depreciated, which made it hard for people to sell their apartments in order to get out of the loan
contract and also meant that in some cases the value of the house fell to half the value of the
mortgage. What made the situation worse is the other social effects of the financial crisis: rising

unemployment and declining real income (Kirdly and Banai without date).

After the crisis the Hungarian state took interventionist measures in order to ease the hardships
of borrowers. This included several rescue packages: a one-time repayment option was
introduced in 2011, where those being able to pay their debt at once could do it on 20% below
the market rate (Csizmady and Hegediis 2016). Therefore this option was only available for
more well-off households, or for those who were eligible to take a HUF loan in order to pay
their forex loan at once. Later, in 2012 a rate cap scheme was introduced, which put an exchange

rate cap on repayments and opened a separate account where the interest components above the
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limit were paid partly by the banks and partly by the state (ibid). This was nevertheless not very
popular among the borrowers as it did not provide significant help (ibid). At the same time the
state set up the National Asset Manager, which aimed to buy the defaulted properties and offer
an option through which former owners could stay tenants (ibid). Moreover, a moratorium on
the repossession of real estate was also introduced in 2009, which was first prolonged, then
turned into a yearly limited quota of rep