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The Hungarian nonprofit sector continued 

to consolidate in 
terms of its size 
and composition 
during 2002. 
While there has 
been a slight re-
duction in the 
overall number of 
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The parliamentary elections in 2002 re-
sulted in the victory of the socialist party 
by a very small margin and an extremely 
divided society, to which the nonprofit sec-
tor was no exception. Attempts by political 
parties and the political elite to gain sup-
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organizations, the 
s a whole has increased its reve-
d the number of individuals it em-
dicating a higher level of devel-

  

r, the transition also reflects a 
overlap between state and civil 
organizations. Quasi-NGOs that 
ded by the state or local govern-
cluding public foundations and 
enefit companies, represent a 
proportion of the sector. At the 
e, there is a significant increase 

port and legitimacy from civil society en-
dangered the public image and credibility 
of the sector.  
 
The new government, however, elabo-
rated and implemented a comprehensive 
strategy towards the development of the 
NGO sector, which states the importance 
of ensuring the long-term sustainability 
and independent and depoliticized financ-
ing of the sector. They are also aiming to 
accomplish a review of the legal frame-
work affecting NGOs and intend to sign an 
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agreement, or “contract” with the NGO 
sector.  
 
The development of local resources, in-
cluding indigenous grant-making and pri-
vate individual and corporate philanthropy, 
remains a major challenge for the sector. 
In order to successfully accomplish this, 
NGOs need to improve their fundraising 
and communication skills.  

The EU accession process is also a chal-
lenge for the sector. The level of public 
participation in the process is very low, 
and NGOs are not very involved in the dis-
tribution of EU funds. Information channels 
are ineffective; thus, the Hungarian public 
and NGOs are not well- informed on EU 
issues. 

 
 
 
LEGAL ENVIRONMENT: 1.4 

     
The legal environment in which nonprofit 
organizations operate in Hungary remains 
generally positive. On January 1, 2002, 
new regulations came into effect that 

erased outdated 
provisions hindering 
the transparency 
and effectiveness of 
NGOs. For example, 
the new law now 
prevents an individ-
ual from serving as 
both the chief execu-

tive and chair of the governing body of an 
organization, which was previously the 
case in the majority of NGOs, and intro-
duces the concept of terms for board 
members. In addition, beginning January 
2003, a new system of default registration 
for NGOs comes into place, under which 
an organization is considered to be regis-
tered within 60 days if the court does not 
act within this period of time, thereby solv-
ing the problem of delays caused by over-
burdened courts.  
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Although several laws are still problematic, 
the new government has clearly shown its 
intent to revise and improve the legal 
framework. Among the most important is-
sues to be addressed in the next legisla-
tive period are: reviewing the foundation 
law to clarify the role and structure of 
foundations; differentiating between 
smaller and larger organizations in their 
administrative obligations to ease the bur-
den on smaller NGOs; ensuring greater 
transparency of state-founded nonprofit 
organizations; rationalizing state funding 
mechanisms; increasing tax incentives for 
private giving; and, removing the legal bar-
riers to promoting voluntarism.  
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The application of law also requires im-
provement. For example, the courts are 
still inefficient in granting registration or 
public benefit status to non-profit organiza-
tions and the practice of tax and other au-
thorities remains arbitrary and varied 
across the country.  
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ORGANIZATIONAL CAPACITY: 2.7 ORGANIZATIONAL CAPACITY: 2.7 
 
While the Hungarian NGO sector has 
reached a plateau in terms of numbers, it 
continues to face several challenges to 
increasing its capacity and effectiveness. 
Many NGOs do not have a clearly defined 

mission, and are therefore active in a 
number of very different professional ar-
eas. Additionally, despite the fact that 
there are a large number of NGOs in the 
country, grassroots NGOs are not visibly 
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present in many 
smaller communi-
ties. Finally, in 
many cases, 
NGOs are regis-
tered in legal 
forms that are not 
appropriate for 
their activities or 

operation. 
  
While there are significant differences in 
capacity amongst nonprofit organizations, 
more and more groups are recognizing 
that they lack essential skills in strategic 
planning and management, human re-
source development, financial manage-
ment and communication.  
 
A small number of organizations have a 
steady flow of income from either the state 
or the European Union. Many organiza-
tions, however, are dependent on state 
support and feel increasingly exposed to 
political whims. Encouragingly, there is a 
small and increasing number of well-

performing and accountable NGOs that 
are starting to develop a diversified and 
sustainable resource base.  

 

Research conducted in the past year by 
the Civil Society Development Foundation 
Hungary and BoardSource revealed sev-
eral deficiencies in NGO governance prac-
tices. Many NGOs do not understand the 
roles and responsibilities of boards, or 
even the need for such bodies. In fact, ac-
cording to the study, the operations of 
three-fourths of NGOs do not comply with 
international governance standards. The 
most common deficiencies were related to 
conflicts of interest, transparency and 
accountability.  
 
An interesting development over 2002 is 
the growing demand among NGOs for pro-
fessional fundraisers. However, although 
there are college level courses on NGO 
management, there is no targeted training 
for fundraising professionals.  

 
 
 
FINANCIAL VIABILITY: 3.0 

 
While the income of the Hungarian NGO 
sector continues to grow, distribution of 
this income is highly uneven. Approxi-
mately 10% of organizations receive 90% 
of the sector’s total income. Only 16% of 

Hungarian NGOs 
have an annual in-
come of more than 
5,000,000 HUF (ap-
proximately $20,000). 
State-founded public 
foundations and pub-

tota
4%
 
The
wit
por

increased, while the share of private and 
corporate giving, as well as earned income 
and membership fees, has decreased. In 
addition, the government recently an-
nounced the creation of the Civil Fund, a 
new fund for NGOs that will begin opera-
tion by the beginning of 2004. 

 

 
A 2001 law allowed for the distribution of 
state property, primarily buildings and 
other estates, among NGOs. However, 
distribution was not transparent, and deci-
sions were made primarily on a political 
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lic benefit companies 
receive 36% of the 

l income, although they constitute only 
 of the NGOs.  

 source of income is also changing, 
h a shift towards increased state sup-
t. All forms of government support have 

basis. 
 
Hungarian tax law allows citizens to des-
ignate 1% of their income tax to an NGO. 
The number and amount of 1% designa-
tions has slowly increased over the last 
few years, with 1.3 million Hungarian citi-
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zens taking advantage of this option. 
However, more than half of tax-payers 
have never designated 1% of their income 
tax to NGOs.  
 
Though Hungary has been enjoying dy-
namic and steady economic growth that 
creates favorable conditions for the devel-
opment of indigenous philanthropy, this 
potential has not yet been tapped. There 
are only a few truly local private founda-
tions, and examples of private support 
from individuals and corporations remain 
isolated success stories. 
 

Foreign donors, primarily American private 
foundations, that have provided major de-
velopment assistance over the last decade 
are leaving Hungary, or are in the process 
of doing so. Though foreign support has 
not exceeded 10% of the sector’s income 
in recent years, it has been focused on 
crucial democracy development issues 
and many NGOs working in the areas of 
advocacy, legal defense and sectoral sup-
port have been fully financed by foreign 
donors. EU support will not bridge this 
gap, as these funds are focused primarily 
on economic development issues. 

 
 
 
ADVOCACY: 3.5 

Advocacy is a hot topic within the Hungar-
ian NGO sector. In addition to developing 
a new NGO strategy, the new government 
has announced that it would like to see a 
national NGO Advocacy Body that would 

be its major partner 
in implementing this 
strategy over the next 
four years. This Ad-
vocacy Body would 
also participate in the 
development of NGO 

me
Civ
Eth
bat
this
NG

form a non-organic advocacy body with 
questionable legitimacy. On the other 
hand, such a body may have a positive 
effect on the process of self-organizing 
within the sector.  
  Overall, NGOs continue to prove their ef-
fectiveness at making their positions 
known to decision–makers and in working 
for change in certain areas. In some sub-
sectors, for example youth, there are pow-
erful federations, but most of these are still 
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legislation, delegate 
mbers to the controlling body of the 
il Fund and develop an NGO Code of 
ics. This has triggered widespread de-
e in the NGO sector. On the one hand, 
 governmental policy is detrimental as 
Os are under governmental pressure to 

highly centralized and therefore ineffec-
tive. In general, there are no effective 
structures or mechanisms to channel 
NGOs’ interest to government and policy-
makers.  
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SERVICE PROVISION: 2.3 

The legal environment in Hungary allows 
nonprofits to provide a wide range of ser-
vices. The 1997 Nonprofit Law provides 

public benefit status 
for those undertaking 
contractual services, 
and the local and cen-
tral governments pro-
vide support on a per 
capita basis for most 

som
ing 
polit
the 
 
Loca
fund
they
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tral government to provide such services is 
declining. In addition, contracts signed be-
tween municipal governments and NGOs 
are often thrown out following elections.  

 
 
Approximately 25% of NGOs provide 
some sort of services, even if they suffer 
from poor management and lack of re-
sources. Those that regularly provide such 
services often come to resemble state in-
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social sector services. 
This has become 

ewhat problematic, however, as fund-
is dependent on the preferences of 
ical decision-makers as opposed to 
real needs to provide quality services.  

l governments are still wary of giving 
ing to NGOs to provide services that 
 are legally mandated to provide. They 
n see NGOs either as unqualified or as 
petitors. Availability of resources is 
 a problem, and funding from the cen-

stitutions due to the bureaucratic require-
ments of state contracting. However, there 
are various types of unique, alternative 
and tailored services that are provided 
only by NGOs, such as therapeutic horse-
back riding for disabled children. There are 
important and promising initiatives to set 
standards of quality and ethics in the pro-
vision of services, and to involve users in 
the design and implementation of services.

RASTRUCTURE: 2.5 

 Hungarian NGO sector has reached a 
l of maturity where a pool of profes-
als and institutions exists to provide 

consultative ser-
vices to the sec-
tor. Such exper-
tise is generally 
available region-
ally and nation-

the Nonprofit Information and Education 
Center (NIOK) has lately become a widely-
used tool for debates, announcements, 
and news within the Hungarian NGO sec-
tor.  
 
The government-established nationwide 
network of “Civic Houses” – NGO support 
centers in larger towns – has been able to 
INFRASTRUCTURE 
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ally, although at 
varying levels of 

istication. However, it is rare for a 
ller NGO to be able to afford to pay for 
 services. The information service of 

 survive the change in government and re-
duced funding. The telecottage network, 
on the other hand, has come to a halt in its 
development and faces serious challenges 
in both funding and legitimacy.  
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PUBLIC IMAGE: 3.0 
 
In their effort to take advantage of the op-
portunities presented by the 1% law, 

NGOs have be-
come more active in 
informing the public 
about their activi-
ties. Though there 
are new scandals 
every year about 

de
th
 
Th
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m
pr

law how to do this – more and more 
NGOs announce it in national newspa-
pers. Many newspapers offer space for 
such announcements at discounted 
prices. 

 

 
In contrast to these positive effects of the 
1% law, the increased political involve-
ment of a large number of NGOs during 
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the misuse of 1% 
signations, the number and amount of 
ese designations increased in 2002.  

e 1% law has another positive impact 
 well: NGOs receiving funds in this way 
ust announce their incomes in the 
ess, and – though it is not clear in the 

and after the 2002 elections seriously hurt 
the public image of the sector. Such epi-
sodes demonstrate the problem of NGOs 
being used for political purposes and con-
tribute to the public’s perception that 
NGOs are essentially satellites of political 
parties.  
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