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Acta Oeconomica, Vol. 30 (1), pp. 1 -1 2  (1983)

J. BOGNÁR

IS IT POSSIBLE TO RECOVER 
FROM THE WORLD ECONOMIC CRISIS?

(Economic dependence in an age of interdependence)

The world economic crisis, lasting already for ten years, has reached every economic 
system and their different versions. The crisis has also shown the inadequacy of the economic 
policy recipes o f the two main Western economic schools -  the Keynesianists and the mone
tarists. In the author’s opinion the first condition of recovery from the crisis is a global harmo
nization of economic policies. But this is inconceivable under hostile international relations. 
Governments have to recognize that the greatest and most lasting danger menacing the world 
today is economic stagnation and decline. In promoting this recognition a great role awaits the 
international organizations, first o f all the UNO.

After the most successful twenty-five years (1948-1973) in the economic history 
— contradictory and uneven measured in absolute terms and compared to changed 
needs, yet relatively (as compared with the past) showing an improvement even in that 
respect -  now a world crisis has been prevailing for already ten years. What is more, a 
careful analysis of the situations, the processes and the interrelations shows that the 
crisis is probably still expanding and not retreating.

Undoubtedly, the world crisis of economy has affected all economic systems and 
their varieties: the market and “mixed” economies of the rich capitalist countries, the 
socialist countries, and the different types of developing countries.

In the capitalist world the characteristic features o f  the crisis are stagnation, a 
high rate of inflation with a lower unemployment, or a lower rate of inflation with a 
high unemployment, deficits in the balance of payments, and grave deficits in the 
budget.

In the socialist countries a general disequilibrium has developed, rooted in the high 
ratio of inputs relative to the new value created on the one hand, and in the difference 
between the national income produced and that distributed. Approaching the question 
from another angle: the present models of the socialist economic policy generate a greater 
total demand than they can fulfil. In the present model, the phenomena of general 
disequilibrium are most conspicuous in the balance of payments and in the budget. (This 
is because in today’s model the budget is the shock-absorber of the various economic and 
enterprise deficits.) It has to be pointed out, however, that unemployment has not 
appeared as yet (except for Yugoslavia, where some extent of unemployment has been 
present even in the best period). It might become important to examine certain negative 
effects of the guaranteeing of full employment, since the methods and forms developed in 
an earlier period involve rigid structures, hinder the improvement of productivity and 
promote the wasting of material and energy. It is clear that the preservation of this
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2 J. BOGNÁR: RECOVERY FROM THE WORLD CRISIS

achievement necessitates such forms and methods which will not have negative impacts 
at the crucial points of strategic economic development. (This remark is rooted in 
experience, ripened into a conviction, that all important achievements are to be paid for, 
in other words, certain negative effects are inevitable.)

Also international trade and monetary policy have got into a crisis. (The term 
monetary policy is used because, in the real sense of the term, the system does not exist 
any more, since the disintegration of B retton-Woods.) The crisis of trade is manifest in 
that world trade has been stagnating for three years (it was one of the engines of 
development in the successful period), trade “wars” have developed (in the form of 
embargo between the USA and the Soviet Union, in questions regarding protectionism 
between the USA and Japan and Western Europe and, in general, between exporting and 
importing countries), and the foundations of the multilateral trade are also shaken. 
(GATT experts estimate [1] that 40 to 48 percent of world trade today is not transacted 
under the terms of the organization and that in the present unstable situation bilateral 
agreements and barter trade are gaining ground. Obviously, the increasingly grave mone
tary crisis causes further erosion in the multilateral system.)

Beside the factors of world economy mentioned above, the deteriorating tendency 
of international political relations, as well as the international atmosphere created by the 
arms race have to be taken into account: these make it impossible for governments to 
deal with economic questions as demanded by their importance and nature. Later on the 
serious contradictions between the system of conditions of economic progress and the 
development of international politics will be discussed; at this point only so much is made 
clear that the economic crisis is not merely economic, but socio-political and interna
tional as well, which means that it cannot be understood, nor solved, with strictly 
economic methods.

The special responsibility of economists

In such a grave crisis of world economy the responsibility of economists is 
particularly serious. It is obvious that the non-economic elements of the crisis have to be 
pointed out in all cases, they being a scientific fact, on the one hand, and a decisive factor 
in any alternative of action, on the other hand.

The non-economic elements of the crisis do not imply, however, that others 
(politicians, soldiers, or governments) can be made exclusively responsible. It is a specific 
feature of today’s economic system that it is influenced by political and security factors 
and power centres. In the sphere of theory, however, the difficulty arises that the existing 
systems of action are no longer adequate (they have grown outdated), even though they 
helped to achieve extremely good results between 1948 and 1973. Looking at it from 
another aspect: we, too, have to renew our system of thinking and acting.

For outsiders, it may often seem tragicomic, how the representatives of different 
economic schools treat each other in the course of analysing the crisis. They prove with 
“irrefutable” arguments that the responsibility for the crisis lies on the representatives of
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J. BOGNÁR: RECOVERY FROM THE WORLD CRISIS 3

the other school alone and they use sophisticated rhetorics to defend their own “long
term” conceptions, asserting that the inefficiency of the “ test period” cannot belie the 
logical proofs brought up by them [2].

The new conservatives refer to Smith and Say in explaining their own “action 
synthesis” , neglecting such essential facts that the world population has since quintupled, 
the economic and political geography of the world has fundamentally changed, the 
number of national economies has grown to fivefold, limits to the natural resources have 
begun to show, technical and scientific development has shown to be ambivalent in 
several respects, and humanity is now able to destroy itself. And it is well known that in 
forming action syntheses, the starting-point must always be the real conditions and not 
the theorems of any eminent or brilliant economist of 150 years ago.

On the theoretical level, however, the question is, why the economic policy and 
action models and systems have become inadequate (outdated), which provided for a 
smooth development of national economies and world economy between 1948 and 1973 
so as to carry along even some of the developing countries.

In approaching the problem from such aspect, the question must also be answered, 
whether the period between 1948 and 1973 had certain conditions which cannot be 
restored any more. To find the answer to this question — which can be the result only of 
very thorough studies — is of great importance also for the future, since the point is, 
whether the unprecedented growth rate of the period can be repeated, or can be 
considered as a standard.

On the obsolescence 
of economic policy conceptions

Conceptions that grow into synthetic action combinations (models) become out
dated usually for two reasons.

a) Every economic policy model (synthetic action combination) aims at a distribu
tion — based upon a compromise — of advantages (incomes) concomitant with economic 
development. This is so because the state, as well as enterprises and individuals take part 
in the economic action. Of a system of distribution based upon a compromise the 
participants expect more advantage than disadvantage (renouncement, limitation of their 
own scope of action, etc.), therefore, they are willing to participate in a definite form of 
production. Howéver, the preliminary agreement on distribution is not final, since the 
parties will try, in the course of mutual action, to improve their position. Therefore, 
within the system, agreement is followed by struggle, and struggle by a new agreement. In 
the course of its functioning, the economic policy model (the action synthesis) will 
become increasingly better known to the parties, which not only implies that they carry 
out the action within the framework of the model better and more easily, but also that 
they learn increasingly to exploit the possibilities and limits of improving their own 
position. If, however, the parties becoming ever better acquainted with possibilities try to 
change distribution to their own advantage, while not transgressing the limits inherent
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4 J. BOGNÁR: RECOVERY FROM THE WORLD CRISIS

mainly in the tolerance of the other parties, an over-distribution will appear. That is, it is 
not enough if one of the parties compares his possibilities exclusively to the tolerance of 
the other parties, for the system as a whole has limits to its load bearing capacity.

Certainly, such mistake can be committed on both sides. Nevertheless the potential 
mistakes of the state (the government) are more conspicuous and entail graver conse
quences. Such a mistake was made, for example, by Lyndon Johnson in his starting the 
Vietnam war and in his way of financing it. As a consequence of this mistake, the rate of 
inflation rose from 1.7 percent (1965) to 5.4 percent (1969) in the USA.

In similar cases, when participants are guided by their wish to change distribution 
to their own advantage and do not take into account the load bearing capacity of the 
system, we can talk of the “moral obsolescence” of the theories grown into an action 
synthesis. The “moral obsolescence” of theories implies that they cannot be maintained 
for long in the form of action synthesis, since those participating in the action have 
become acquainted with it too well and turn its potentials increasingly to their own 
advantage, which leads either to serious social tension, or — through overloading the 
circulation within the economic policy model — to imbalence. As a matter of fact, the 
economic policy action model has to be brought up-to-date or replaced not only if new 
results have been achieved in theory, but also if the behaviour of the actors in economic 
life diverges considerably from what is assumed in the model. In this sense, the economic 
policy action models used between 1949 and 1973 have grown inadequate and cannot be 
applied in their old form any longer.

b) There exist, however, such internal (long-term intra-economic) and external 
factors (conditions) outside the scope of everyday economic action, which cause a change 
in the economic reasoning that shapes the synthetic action (economic policy) model. The 
problem is not, in this case, either that the old way of reasoning was wrong or incorrect, 
but that the conditions and processes constituting the internal and external system o f  
conditions o f  economic decelopment have changed. In the present period, the factor that 
has radically changed the internal and external system of conditions of economic 
development is the beginning o f  a new epoch in world economy, which has shaken the 
foundations of our way of thinking about the potential aims of the economic system, the 
contents of its rationality, the available instruments and their limits, the position of 
economy within society, the internationalisation of economy, the relationship between 
the international political system and the international economy, as well as about the 
natural factors which surround the economy.

It is clear that the grave internal and external troubles of economies are rooted in 
the fact that, in spite of the new conditions (the moral obsolescence of the model and the 
transformation of the internal and external system of conditions of ecoftomic develop
ment), action is pursued in the old way, that is, the action synthesis is corrected and 
maintained. Later on, as the crisis is aggravating, the actors are still incapable of 
new action, thus, one or another element of the troubles is given rather symptomatic 
treatment.

Acta Oeconomica 30,1983



J. BOGNÁR: RECOVERY FROM THE WORLD CRISIS 5

Anti-inflationary policy

Since the old way of action led to galloping inflation, the symptomatic treatment 
gave priority to the anti-inflationary policy.

No new theoretical discoveries have been made to enable a new action synthesis (a 
new economic policy model). Therefore, the new policy has been built on the criticism of 
the old model. It is, however, basically wrong to believe that, if new conditions have 
emerged, the criticism of the earlier model is suitable for the development of a new 
economic policy. Namely, if an economic policy model grows old and develops “arterio
sclerosis” [3] and the system of conditions of rational economic action changes funda
mentally, a mere reversal of the system — as it is done in the “ supply side economics” — 
is not enough, for a new economic policy can only be based on the analysis and 
understanding of the new conditions.

What is more, there is now too much of the reverse ambitions: first Keynes reversed 
the classic model and now the Keynesian model is being reversed. It is clear that, as 
opposed to Say’s doctrine, supply has failed to create its own demand so far in the 
automatic macroeconomic sense, thus it is probable that it will not do so as a theorem of 
“Keynesianism turned inside out” , either.

Further, it is obvious that there have always been and there will always be priorities 
in economic policy, while the actual economic action (the model) incorporates a system 
of combination of several contradictory objectives. It is not possible in practice to 
subordinate all the other objectives to a single objective in the action synthesis, since the 
social expectation regarding those other objectives, that is, the behaviour of the economic 
actors affected does not cease but continues to be an influencing factor. Thus it is 
possible and even necessary to change proportions, with due circumspection, but it is not 
advisable to substitute a single objective for a complex system of objectives.

Therefore, it is not surprising that anti-inflationary policy has not only brought 
about a large-scale unemployment (the connexion between the two factors was shown 
already by the Phillips’ curve, 1958) but, economic recession (stagnation) as well. As a 
consequence of the diminishing purchasing power (demand) internal capacities are 
utilised to a low degree, the enterprising and investment spirit of capital declines and, in 
the aggravating situation, import restrictions will be imposed sooner or later. Economic 
policies being interdependent, national economies are forced to adjust themselves to each 
other, and the adjustment takes place in a way that the recession of one economy 
intensifies the stagnation of the other.

Exports — one of the main engines of growth of advanced economies — cannot be 
increased, on the one hand because of the import pohcy and low import capacity of other 
countries, and on the other hand because of the lack of commercial credits in the case of 
economically less strong countries. The halt of international credits is a logical conse
quence of the anti-inflationary pohcy which has raised interest rates to an unprecedented 
extent, in order to prevent inflation. Obviously, the countries in debt are unable to 
increase their exports because of the various kinds of restrictions, which compels them to
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6 J. BOGNÁR: RECOVERY FROM THE WORLD CRISIS

reduce their imports, and that again leads to shrinking export markets. Thus anti-infla
tionary policy has led to a scarcity of credits on an international scale, which means that 
a vicious circle has developed, and this cannot be essentially changed by any measure that 
reduces interest rates by half or one percent.

The economic circulation determined by the anti-inflationary policy thus causes 
grave recession in the short run, and, in the long run, it does not contain a factor which 
could reverse the downward tendency of the economic circulation.

If a given economic policy (in our case, the anti-inflationary one) is not well 
grounded theoretically and is dangerous practically, this does not imply that the economic 
policy of the earlier model can be restored, perhaps with minor corrections. In France, 
the renewed version of the old model has not produced the effect expected by the 
government. The political and economic leadership strove to drive back unemployment 
with the aid of the strengthened state sector which gained new support, beside produc
tion, in the financial system. It has turned out that unemployment is not diminishing, but 
the rate of inflation is growing, so that the currency had to be devalued. In the present 
situation, private capital does not make large investments, the costs of production are 
rising, exports grow less competitive, and the reduction of imports leads to retaliation on 
the part of the partner countries.

The development of the French economic situation has proved, first, that earlier 
action syntheses are inadequate today and, second, that in a world economy with such 
degree of interdependence the strong recession of a country or of a group of countries 
will pull also other countries back into stagnation (the monetarists have not yet quite 
understood that).

The socialist countries also have to increase their exports, with a view to a healthy 
balance of payments, but, because of the stagnation of other countries (first of all of the 
advanced Western countries), it is rather difficult to do so. If, however, they have to 
reduce their imports perhaps through several years, this will have an adverse effect not 
only on their home economy, but also on all the partner countries, in which exports 
represent the main driving force of growth. Third world countries with a fast industrial 
development are also confronted with the stagnation of the export markets.

On the other side, slowly developing countries struggle with debts, and thus with 
the problems of a low import capacity, while they are highly import-sensitive.

Let us mention, finally, the developing countries endowed with good development 
potentials, rich natural resources and large croplands, in which a dynamical development 
is hindered expressly by indebtedness.

Weighing up the effect of the anti-inflationary (monetary) economic policy model 
in the national economics and in international trade, the question arises, whether the 
side-effects of the remedy are not worse than the disease itself. Is not stagnation more 
dangerous than inflation? It is possible to solve the problem of the mountain of debts 
(appr. $'800 billion) accumulated in the past two decades in an environment of credit 
restrictions and high rates of interest?

Acta Oeconomica 30, 1983



J. BOGNÁR: RECOVERY FROM THE WORLD CRISIS 7

The crisis of the international monetary system

As at is known, the international monetary system developed after World War II — 
but functioning only since 1958 — conceived the development of the international 
economic relationships in an ideal (irrealistic) system of conditions. It was assumed that 
the importance of national economic policies would be gradually diminishing, thus only a 
few countries would incur structural debts, and also, that the deficit showing in the 
balance of payments of the USA and the yearly value of the world’s gold production 
would coincide with the demand for world money (reserve currency). It became clear, 
however, already in the last third of the 1960s that different rates of inflation had 
developed in the different national economies, ever more countries of the advanced 
capitalist world incurred structural debts and the deficit in the balance of payments of 
the USA surpassed the world’s needs for reserve currency.

The reaction on this situation was a loosening up of the system: the obligation to 
convert the dollar into gold ceased, floating rates of currencies were introduced, and an 
internationally issued reserve instrument, the SDR, was created. This loosening up of the 
system guaranteed, for some time, new manoeuvring possibilities and capabilities for the 
“system” , and then came the second shock: the oil price explosion. It was the oil price 
explosion that made obvious the problem — sensed even earlier in economics — that needs 
and solvent (effective) demand had broken away from each other in the world. The latter 
concentrated in the advanced capitalist countries, while in the rest of the world (first of 
all in the developing countries) a huge amount of unsatisfied needs accumulated. This 
situation would have necessitated a massive and long-term regrouping of resources, so as 
to create capital, jobs, output and solvent demand at places where there are only needs 
today. This regrouping had been urged by Brandt’s plan as well as by other conceptions, 
but it could not be realized in the circumstances of the monetarist anti-inflationary policy 
that developed in the meantime. Of course, nobody denies the risks involved by such a 
massive regrouping of resources: that it strengthens inflation if nominal incomes cannot 
be limited, that private capital is afraid of potential nationalization, and that the credited 
projects often fail to produce foreign exchange income, because of a wrong economic 
policy.

In the 1980s the above-mentioned organic (functional) troubles appeared as 
liquidity problems in an increasing number of countries.

It is obvious that the fundamental problem: the contradiction between needs and 
solvent (effective) demand cannot be solved merely by acrobatics in financial techniques. 
A world growth tending towards a sound equilibrium is possible only if

a) the quotas (permanent sources) available to international financial organizations 
will radically increase,

b) much more “trouble-averting” temporary sources are available,
c) the donor nations can rise above their seeming (short-term) national economic 

interests,
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8 J. BOGNÁR: RECOVERY FROM THE WORLD CRISIS

d) the financing of such economic conceptions is institutionally prevented which do 
not contribute to progress toward a global economic equilibrium.

We shall revert later to the problems inherent in the creation of an international 
monetary system of this kind.

The strengthening of economic interdependence

The grave crisis of the international monetary system (contradiction between needs 
and solvent (effective) demand) and its troubles jeopardizing the multilateralism of trade 
(liquidity problems) clearly show the strengthening of interdependence (mutual depen
dences and determination) in economic development.

The question arises, on what sources this interdependence feeds, and to what extent 
it can be considered as a determinant factor of economic life in the future.

It is well known that everybody expected an “internationalization” of the eco
nomic processes. This “internationalization” had been differently forecast by the capital
ist and the socialist countries: the former had expected that common economic interests 
would gradually permeate and transform the system of interests of national economies 
and states; the latter had expected the change from the effects of the similar political and 
social systems (identical as regards fundamental interrelations), and of consciousness 
(thinking). The final conclusion had been the same: both systems had expected that the 
system of economic interests developing within the integration would loosen up the rigid 
frameworks of nation-states and economies. In reality, however, two “unexpected” 
developments followed. First, that nation-states and economies did not only survive but, 
in a sense, even strengthened, second, that the economic interests inside and outside the 
integration are closely connected and strongly interactive, that is, the phenomenon of 
interdependence has not stopped at the borders of integration. It follows logically from 
these phenomena and developments that the problems of economic phenomena con
cerned with interdependence have to be solved in a world where the political and 
economic system is built on the existence, functioning and sovereignty of nation-states 
and economies. This is to say that the correct solution of the economic (and not only of 
international economic) questions requires a larger-scale and more thorough international 
cooperation than was the case earlier.

As it is the case with other economic phenomena, the effects of interdependence 
may be different (advantageous or disadvantageous) in different economic circumstances. 
In the present study, not the usual elements of the system of effects of interdependence 
will be treated, (such as the system of the mutual relations of raw material producers, 
manufacturers and consumers) but those related to macroeconomy and economic policy.

In economic prosperity the small and medium economies can rely on the boom in 
the economically and politically strong countries. Thus, when a recession or stagnation 
comes, the countries of a previous boom may trigger a chain reaction in world economy. 
As a resultant of such a chain reaction, the recession of economically strong countries 
may cause a recession of the whole world economy. Further, it is obvious that the
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J. BOGNÁR: RECOVERY FROM THE WORLD CRISIS 9

international monetary relations lead to mutual dependences not only between debtors 
and creditors, since both types of countries have established relations to  others as 
well. On the other side, the magnitude o f the sources of the donor countries and their 
policies pursued in placing them exert an influence on every country (economy). The 
solvency of the countries in debt is, however, a determinant condition of the whole 
system.

At present, the mutual dependence of national economies also shows in eco
nomic policy, and in even strengthening. This is a development of particular impor
tance, since sooner or later every economy will have to adjust itself to the system of 
conditions of the world economy. Also the way of adjustment will affect other nation
al economies. It is conceivable that in the case of a lasting and serious disequilibrium a 
national economy has no other choice than slowing down growth and investment, 
which may involve also import restrictions, if exports are impossible to increase in the 
given conditions (with a stagnating international trade). In another approach: the possi
ble restoration of equilibrium depends on world economy (that is, on other national 
economies). By restricting imports, the national economy in question restricts the 
export possibilities of other economies, and thereby it consolidates the stagnation of 
world economy.

It follows from the preceding that the crisis o f  world economy (international 
trade) is developing gradually, as a chain reaction, in a way that national economies, in 
the course of trying to restore their equilibrium, follow exclusively their own and in 
many respects illusory system of values. (An “illusory system of values” is mentioned 
because the advantages gained in respect of a few countries are less, in quantity and 
quality, than the disadvantages entailed by the “destruction” of the system of relations 
among national economies.)

Is it possible in today’s world economy to 
“retune” toward global cooperation?

It can be said that in a certain sense the crisis (stagnation) of international trade 
is a result of the lack of coordination among national economic policies. If, in the 
given circumstances, the lack of such coordination causes a crisis of international trade, 
it is obvious that we shall hardly find the way leading out of the crisis in maintaining 
or even strengthening the lack of coordination. In another approach: as a consequence 
of interdependence, the first condition of recovery from the crisis is a global coordination 
of economic policies. (The use of the term “global” is to indicate that this should 
be independent of the social system, integrational affiliation, and development stan
dards of any national economy.) This global cooperation is inevitable among other 
things because, on the one hand, huge material energies are needed to rise out of a per
manent and deep crisis (much more than to keep a well functioning world economic 
system going), and, on the other hand, legitimation of the energies (means) to be used 
potentially is only possible through an overall international agreement.
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It is clear that a behaviour of national economies “tuned to cooperation” — as 
opposed to the present practice — will not follow naturally from the economic pro
cesses and market fluctuation. Therefore, political-governmental and international deci
sions are needed to bring about changes.

On the other side, it is clear that governments will hardly be willing to make 
such decisions in today’s international political and security conditions. Government 
decisions always depend, however, on the judgement of the given situation and they 
are the result of the fact that the danger of an economic collapse is not yet fully real
ized, while the “threat” (pressure) present in the security sphere is overrated. This 
“overrating” is clearly proved by the arms race that disorganizes economies, without 
providing for greater security for the nations interested.

Our conviction, what is more, our conscience dictates that the most serious and 
most lasting threat to today’s world is the economic threat, which it is impossible to 
handle or to moderate among international hostilities.

And, security in the military sense is a multi- or bilateral problem, the existence or 
the lack of which cannot be the resultant of a one-sided policy. Both parties, at all 
times, have the possibility to outdo the other party, quantitatively or qualitatively. In 
this sense, security is not only a military (what is more, nor even primarily military), 
but a political problem, and politics possesses a wide range of instruments beside the 
arms race, such as improvement of the political conditions, development of common 
interests, promotion of cooperation, prevention of possible conflicts, appeal to inter
national public opinion, agreements, etc.

It is greeted as a heartening development that a certain slow improvement of the 
international situation has begun in the last weeks: the dialogue between the USA and 
the Soviet Union has started again, and the peoples of the world take an increasingly 
firm stand against the arms race that drives economies towards failure.

Nevertheless, the slow improvement that has just started does not yet amount to 
the acceptance of a system of action that can lead us out of the economic crisis threat
ening the conditions of existence of humanity. Nor does it mean, that governments 
accord priority in their action syntheses to questions of the world economic crisis in 
the present situation. (It has been said earlier that the world economic crisis is not 
merely a question of economy, but also a problem of social development, of the abil
ity of the various systems to renew themselves, and of the modernisation of the inter
national political system.)

Therefore, in today’s situation of an aggravating crisis, when the existing systems 
of action can only make it worse, while, on the other side, political circumstances 
show improvement, it is the international organizations, first of all the UNO, that must 
take the initiative in developing and making acceptable to all a system of international 
cooperation necessary for emerging from the crisis. Par. 56 of the UNO Charter allows 
such action.

It may be assumed that a UN initiative to improve the international economic 
cooperation and to eliminate the crisis would be favourably received by the countries
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of the Warsaw Treaty, since the following statement is to be found in their recent dec
laration: “This urged that, in accordance with UN decisions, global negotiations on the 
most important economic problems should start at the earliest possible date.” [4]
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ВОЗМОЖЕН ЛИ ВЫХОД ИЗ МИРОВОГО ЭКОНОМИЧЕСКОГО КРИЗИСА? 
(ЭКОНОМИЧЕСКИЙ КРИЗИС В ЭПОХУ ВЗАИМНОЙ ЗАВИСИМОСТИ)

Й. БОГНАР

Продолжающийся десятый год мировой экономический кризис коснулся всех экономических 
систем во всех их вариантах. Кризис испытывают международная торговля и монетарная политика. 
Кризис выявил несостоятельность двух основных направлений западной экономической науки — 
кейнсианства и монетаризма. Вследствие смены мирохозяйственных эпох изменилась также система 
внутренних и внешних условий экономического развития. Экономическая политика на основе 
принципов кейнсианства привела к скачущей инфляции, а антиинфляционная политика, основанная 
на отказе от этих принципов, вызвала массовую безработицу и экономический спад (стагнацию). В 
мировой экономике же — из-за взаимовлияния экономических политик — монетарная политика, а 
также необходимые меры по ограничению импорта в сочетании с повышением процентных ставок 
ведут к распространению спада и не в последнюю очередь — к сужению экспортных рынков. Таким 
образом, антиинфляционная политика вызвала порочный круг в международном масштабе. 
Оценивая воздействие антиинфляционной (монетарной) экономической политики на национальные 
экономики и международную торговлю, автор ставит вопрос, не являются ли побочные эффекты 
такого «лечения» более опасными, чем сама болезнь. Не представляет ли стагнация большую 
опасность, чем инфляция?

Основной чертой современного экономического развития является усиление международной 
взаимозависимости, но не в том смысле, как это прогнозировалось раньше. В капиталистических 
странах рассчитывали на то, что общие экономические интересы будут постепенно влиять на 
интересы национальных экономик и национальные государственные интересы, что приведет к 
преодолению жестких национальных рамок, а в социалистических странах того же эффекта ожидали 
от общности социально-политического строя и от сознательного воздействия. Однако на практике 
произошло два «неожиданных» явления. Одно из них заключается в том, что национальные 
экономики и государства не только сохранились, но и усилились. Другое — в том, что внутренние и 
внешние интересы интеграционных группировок тесно взаимосвязаны и оказывают существенное 
влияние друг на друга, то есть явление взаимозависимости не ограничилось рамками интеграцион
ных группировок. Из этого следует, что решение экономических проблем требует значительно более
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интенсивного и глубокого международного сотрудничества, чем раньше. По мнению автора, 
главным условием выхода из кризиса является глобальное согласование национальных экономи
ческих политик. Однако в условиях враждебной международной обстановки это невозможно. 
Правительства должны понять, что самая большая и самая прочная опасность, которая угрожает 
сегодня миру — это экономическая стагнация и спад. В осознании этого большую роль призваны 
сыграть международные организации, в первую очередь ООН.
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M. SIMÁI

STAGES OF INTERNATIONALIZATION 
(A contribution to the establishment of a theoretical framework)

Internationalization is a basic process of the world economy. The article is a new ap
proach to the elaboration of its theoretical foundations. Analyzing the quantitative aspects o f the 
process, the author reveals the interrelations of economic and political factors as w ell He 
develops a new theoretical framework by separating the specific stages of internationaliza
tion. Among the different stages special attention is paid to the phase of international eco
nomic interdependence and to its main characteristics, economic and political consequences.

Most of the 160 political units coexisting in the world in the late 20th century 
are not “nation-states” in the strict sense of the word. In these separate political and 
economic decision centres surrounded by state boundaries, the definite ethnogenesis of 
the peoples, nations living within their territories, the accumulated social and historical 
experiences, the results of material production and intellectual work, the lessons gained 
from political struggle, from fighting against nature and foreign forces for the acquisi
tion of the area concerned keep or set specific internal forces in motion which form 
the state structure.

The states, with their specific internal economic and social structure of interests, 
will continue to remain basic factors in the world of the late 20th century.

The role of the state framework, the significance of the state is still so great 
today that the expected changes, the possible economic and political shifts in the last 
part of the 20th century will presumably not influence its survival as a political organi
zational basic unit of the world economy. Thus the state has not lost its significance, 
and its role has not diminished. In the second half of the 20th century, however, the 
19th century concept, in which the state constituted a rather isolated unit with respect 
to sovereignty, community life, culture, language, defence and economy, can no longer 
be maintained even theoretically. Under normal circumstances, no modern state with 
any social system can exist without participating in international economic relations. 
But any accepted system of international cooperation sets certain limits to the state. 
Economic realities and necessities create — especially for smaller countries — ab ovo 
determined circumstances to which the state is bound to adjust itself. In this sense, to 
make sovereignty an absolute requirement in the economic sphere is unrealistic. The 
acceleration of economic, technical and scientific progress leading to qualitative 
changes unpredictable today, or the outbreak of a serious world-wide conflict, or a 
nuclear war, may create an entirely new situation for mankind. Yet even if the devel
opment of the world proceeds for a long time “without great surprises” , it nevertheless 
will have to endure conflicts between internationalization and the survival of states.

The advance of internationalization is based on the development of production, 
science and technology, transport and telecommunications and on the increased signifi-
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cance of the international division of labour, and presupposes, or assumes a medium 
which is able to transmit effects between states, to transfer them from one state to 
another. These effects may be of different nature: favourable and unfavourable, pre
determined and spontaneous, desirable and undesirable. Depending on the character of 
the areas concerned and on their mechanism, the effects may work either only in the 
economic life or may go well beyond its limits.

The contradicting requirements of the process of internationalization and the sur
vival of the state framework are important sources of conflicts in the present world 
system.

The forms of manifestation and the consequences of these conflicts as well as the 
means and possibilities to resolve them are different in the various groups of countries. 
The differences are basically rooted in the nature of the given systems and in the level 
of development of the countries concerned.

Internationalization in essence promotes economic progress. It increases the 
exchange of material and intellectual values and is beneficial to contacts among peo
ples. But the process takes place in a given economic and socio-political environment. 
The nature, the value system of this environment may distort the process of inter
nationalization, and may deprive certain groups of countries of its favourable effects. 
Colonialism, which had imposed an international division of labour on large areas of 
the world was a typical example of distortive effects and of the unilateral gains.

Since there is no universally accepted exact definition of the process of inter
nationalization, it is impossible to give any single measure of its achieved level. As in 
many other cases in social sciences, the process could be characterised only by certain 
direct or indirect indicators.

It must be taken into account by any analysis that the medium in which the pro
cess of internationalization takes place is new in modern history.

Over 160 countries are turning out the “world product” . Never in the history of 
modern economic development have existed so many states on our globe. Their simul
taneous existence in itself has created a new and extremely complex situation from the 
point of view of the internationalization process, and not only because of the increased 
number of decision making centers in political and economic affairs, or as a result of 
the new political and economic frontiers. In fact, there are great and varied differences 
among national economic structures existing and developing side by side. Countries 
with distorted or onesided production structures and depending mostly on the inter
national division of labour, countries which are unable by themselves to carry out self- 
sustained economic growth coexist with highly developed structures. But the highly 
developed, sophisticated economies are also differentiated, among other factors, b.y the 
size of their area (the size of the internal market), natural endowments etc.

In spite of the structural and other differences which indicate the sources of 
external dependence, very few of the 160 countries could maintain the present (and 
expected) level of national economic activities without increasing their economic rela
tions with other countries.
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The new industries which have unfolded on the basis of the technical progress 
since the Second World War require the construction of international frameworks. 
Scientific development underlying the technical changes is basically an international 
process. The output and consumption of many countries depend decisively or exclu
sively on whether they are able to provide for the import of vital raw materials and 
primary energy. Several countries are able to sustain modern economic growth only if 
they can import the necessary investment and consumption goods (and sometimes 
skills).

All the above call for a high level provision of financial flows and services, an 
international freight traffic, transport and communications which ensure a rapid and 
assured flow of goods and information even between the remotest points of the world.

The most important quantitative indicators for characterizing the degree of inter
nationalization of production and consumption are foreign trade statistics, trade vol
umes, proportions in GNP, in the production and consumption of goods. The ratio 
of world export to world GNP increased to over 20 percent in 1980 from about 
9—10 percent in 1960. In 1980 the share of export (also import) in GNP was higher 
than the world average in more than 100 countries, and in about 50 countries this pro
portion was more than double of the world average. While the growth of total world 
export slowed down substantially during the recessions in the 1970s and early 1980s, 
and there was even a little decline, the exports of manufactured goods continued to 
grow at a rate still much faster than world output. About 50 percent of the total trade 
flows consisted of manufactured goods and 67 percent of the exports of the Western 
industrial countries were transacted within that group.

Industrial division of labour, industrial cooperation both on micro and macro
levels achieved a high stage within the growth of Western industrialized countries. It 
is also reflected by the trade figures that the industrialized Western countries are more 
important for the developing countries in their merchandise exports than the intra
group trade.

Capital flows also are important indicators of the process of internationalization. 
The significance of international capital flows increased substantially since the Second 
World War. At the beginning of the 1980s, international gross debt outstanding 
(private, official and multilateral taken together) was about 1200 billion dollars, repre
senting more than 10 percent of the world GNP. There was a substantial increase in 
borrowing in both relative and absolute terms during the 1970s. The book value of 
foreign direct investment surpassed the 400 billion dollar level at the end of the 1970s, 
generating about 1600 billion dollars output in industry, agriculture and services. 
About two thirds of these investments were concentrated in developed industrial 
countries, and they were owned by about 1200 international banks and other trans
national corporations. Capital markets have become integrated more than ever before in 
the history of international relations.

The emerging global problems, the world-wide adverse consequences of economic 
and socio-political development are also important indicators of the internationalization
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process. The fact, that the solution of these problems requires a much higher level of 
international cooperation reflects the conflict between the process of internationaliza
tion and the present socio-economic framework of our planet.

The development of internationalization does not unfold in an abstract world but 
under the concrete conditions of international political and economic relations. The 
circumstances of its development are especially influenced by international power rela
tions.

The conflicts resulting from the clash between internationalization and state 
structures do not affect the units of the world economy to the same extent. Though 
the frontiers and the socio-economic structures behind the frontiers are formally char
acteristic of all countries, the economic potential, the political and economic develop
ment of individual countries are different. These differences exert a significant effect 
on world economic and international political relations.

The economic, political and military realities of the age have created a peculiar 
situation for the small countries and have put the role and significance of the big 
powers — primarily of the USSR and the USA — even more sharply into relief.

The role of the change in international economic power relations in the progress 
of internationalization is rather complex. This is because the concept of economic 
power relations includes quantitative and qualitative, active and passive elements alike, 
and also can be interpreted in several dimensions.

Owing to the fact that a few leading countries have control over a substantial 
part of production and consumption in the global international economic relations, 
they have, even without resorting to political or economic pressure, much to say in 
deciding what should be the volume and pattern of international trade and capital 
flows. Their internal preferences and value judgements leave their mark on all major 
fields of internationalization under capitalist conditions. Thus the concrete process of 
internationalization cannot be separated from the given economic and political power 
relations, from the organizations established by the most powerful capitalist countries 
(e.g. transnational corporations, international banks, etc.) nor from the structure 
imposed, through the economic potential and power relations, upon international flows 
(and through them upon the production and consumption of other countries). This is 
what classical and neoclassical economics often identify with “the effective utilization 
of resources” on a global scale.

The interpretation of interdependence

In the past 15—20 years economics and political science have shown a great pre
dilection for using the concept of interdependence to characterize partly the progress 
of internationalization and partly the increasing impact of one state on the other 
through different channels. It has been welcomed as a new discovery in economics. 
The category was extremely popular in the “golden age” of the 1960s, and appeared in the 
new framework of the 1970s amidst the problems and crises of the world economy.
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As regards its essence, interdependence is not a new notion. More then a century 
ago, Marxist political economy already understood and illuminated the causes which 
had led to the internationalization of economic development under the then prevailing 
conditions of capitalism. In the Communist Manifesto published in February 1848, 
Marx and Engels wrote that by exploiting the world market the bourgeoisie had inter
nationalized the production and consumption of all countries. They pointed out the 
role of modern industry in this process using the raw materials imported from the 
remotest areas and the products of which were consumed all over the world, and that 
national seclusion and self-sufficiency were replaced by a “universal interdependence of 
nations” [1].

They added that this process was taking place not only in material but also in 
intellectual production and that the intellectual products of individual nations were 
becoming the common treasure of mankind.

135 years have passed since they formulated these ideas, and the process has 
made further advance with many distortions and disruptions. The emergence of the 
socialist world system gave rise to particularly important changes in this field by open
ing up new vistas for the development of relations of interdependence, based on pre
determined programmes of cooperation and specialization. Since the 1960s voluminous 
literature has been published in economics, political sciences and in other disciplines 
and also by international organizations around and about the notion of international 
interdependences in the industrial Western countries. The expression has gained ground 
in the rhetorics of the politicians and in the press.

While the literature about interdependence contributed to a better understanding 
of the present world system it has also created great confusion and often reduced the 
concept to pseudo-scientific platitudes.

In order to understand the implications, several authors tried to define the con
cept of international interdependence.

In a background material prepared for the US legislature some years ago the 
author found the formulation of one of the most comprehensive definitions:

“Interdependence has a great many meanings. . .  According to the interpretation 
given to it in the study, it is a dynamic condition system in which the forces of 
growth and change compel the states and peoples of the world to depend to a greater 
extent on one another for their security and welfare, while they also (and decisively) 
rely on themselves. Thus interdependence also implies both self-reliance and bi- and 
multilateral cooperation” [2].

This definition is correct in the sense that interdependence is a multi-dimensional 
notion and in concrete analysis it must be defined more precisely. In this interpretation 
however -  in my view -  it is also onesided because it fails to take into account the 
stages, the divergent intensity, importance and consequences of relations. Thus it is 
impossible to understand and explain, for example, historical changes in inter-state 
relations. But the definition is problematic also because it identifies actual mutual 
dependence with one-sided dependence.
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Yoshikazu Sakamoto, a well-known Japanese political sociologist, does not give 
any definition, but tries to explain the sense of the notion:

“First: interdependence may be classified as negative and positive interdepen
dence. The former refers to those interactions which arise from mutual withdrawals and 
mutual denials, while the latter from expectations connected with mutual benefits.

Secondly: interdependence may be symmetric and asymmetric. The former 
indicates that interdependence takes place on equal terms while the latter refers to dis
proportionate interdependence. The combination of these two criteria leads to the 
following possible sub-notions:

1. Negative symmetric interdependence, exemplified by nuclear deterrence 
existing between the United States and the Soviet Union.

2. Negative asymmetric interdependence represented by the colonial system.
3. Positive symmetric interdependence based on equitable partnership relations, 

e.g. horizontal division of labour among the developing countries.
4. Positive asymmetric interdependence.”
What is most important in this respect is the fact that while the cases of negative 

symmetric, negative asymmetric and positive symmetric interdependence are rather 
common in history, few successful examples of positive asymmetric interdependence 
can be encountered. In other words, one of the tasks of the present and future genera
tion is to promote the creation of a global system . . .  in which a close interdependence 
relationship can be established between the North and the South without asymmetric 
dependence assuming a dominant role. Thus the question is this: is a positive asym
metric kind of cooperation possible, and is it a politically and economically realistic 
objective? [3]

Sakamoto describes all forms of international relations or inter-state effects as inter
dependence, irrespective of their intensity. He makes thereby not only the essence of the 
category unsuitable for economic interpretation, but also renders the economic and polit
ical processes underlying the effect mechanisms incomprehensible. And, finally, he also 
fails to account for the essence of one-sided dependence relations.

Nor does Kissinger bring us any closer to the gist of the problems: . .  the tradi
tional themes of foreign affairs — power relations among the leading countries, the secu
rity of states — no longer define our dangers and possibilities . . .  We are entering a new 
era. The traditional international structure is decaying. The world has become inter
dependent in the fields of economy, telecommunications and human endeavours.” [4]

Beyond the definitions given by more serious, scientific analytic works approaching 
the problem from the side of world political and world economic processes, there has also 
evolved an often simplifying, popularizing literature of “ interdependence” . There are 
specialists who regard telecommunications and jet-powered aeroplanes as sufficient link
ing devices to have reduced our planet to a “global village” . Others assert that social and 
economic relations are soon to create a world without national boundaries. Several 
experts are of the opinion that the units surrounded by state frontiers and determining 
for centuries world political relations have lost their significance, to be gradually replaced
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by entities not bounded by territories: transnational corporations, international organiza
tions, institutions.

True, the importance of international organizations, institutions is steadily increas
ing, and transnational corporations are also playing a significant role in the world eco
nomy. But it is meaningless and impossible to place them into a nonexisting world out
side real states. These organizations are the products and instruments of states and of 
their citizens.

The well-known American specialists of the global political problems of inter
dependence, R. 0 . Keohane and I. S. Nye, give in their joint study the following defini
tion of interdependence: “ Interdependence, defined in the simplest way, means mutual 
dependence. Interdependence in world politics refers to a situation characterized by inter
actions among states or agents (of world politics —M. S.) in the different countries.” And 
they add: “we do not confine interdependence to mutual utility. Such a definition would 
presuppose that a policy concept is useful only where . . . threat by military power is rare 
and the level of conflicts is low.” [5]

The approach of the authors to the interpretation of interdependence is practically 
identical with that of Sakamoto, and, in the last analysis, they also fail to make any dis
tinction between stages and do not regard interdependence as the consequence of inten
sified world economic and international political processes, and interpret instead all effect 
mechanisms among states as interdependence.

According to most of the authors the essence of international economic inter
dependence is the fact that the economic, scientific and other processes which used to be 
decisively or significantly of a national nature have now become more international. They 
understand and accept the idea that a specific metabolism is taking place -  through vari
ous linkages — among states, a process which extends to the production and utilization of 
material goods, acts many-sidedly on economic life, politics, and exerts an especially great 
influence on the way of thinking of persons who, as decision-makers, play a role in the 
given area.

In my view interdependence — the strengthening of mutual economic dependence 
among states — could be considered as a condition, characterizing at any given stage rela
tions among certain countries. It can be considered as a process of deepening internation
alization in the world economy in a more intensive stage of relations. It evolves as a result 
of the expansion and the strengthening intensity of international economic and political 
relations and of interstate contacts between countries under certain conditions.

The stages of internationalization

From an economic (and political) point of view, internationalization may be inter
preted as a process which has various stages. The carriers, characteristics, consequences 
and institutional forms differ among states. The differences are also due to the systemic 
characteristics. From the point of view of the intensity of internationalization and of its
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effects on the national economies and institutions the following main stages can be dis
tinguished in the sphere of relations among states:

Isolated interactions
Intensive interactions
Mutual dependence/interdepen dence
Complex interdependence
Economic integration of states
Voluntary economic coalescence of states.
Like any other attempts made to distinguish stages of development in other fields, 

this division is not an unambiguously absolute one, either. The six stages listed above 
cannot be entirely separated from one another with respect to quantity and content. The 
relations between states — regarding the divergent depth and duration of the interconnec
tions with their partners — can contain all of them simultaneously. What is decisive is 
which type is the determining, the decisive one. A distinction of stages has, in my opinion, 
the primary advantage of helping to promote an understanding of the related problems 
and their possible solutions. In the following, I shall attempt, without any claim to com
pleteness, to characterize the individual stages.

Isolated interactions

Any economic relationship acts upon the participating partners. Even countries 
which, in the course of history, developed their economic relations so as to isolate their 
national economies and societies, were compelled to face the positive and negative con
sequences of external effects.

The exchange of consumer goods, primarily of industrial origin, made the popula
tion of the importing countries acquainted not only with the capabilities, experiences and 
tastes of the peoples of other countries, but also imported certain elements of their con
sumption habits and ways of life, and had a bearing on the consumption pattern of the 
importing country.*

*The structure of consumption, just because of the international division of labour, is subject 
to faster changes and necessarily to greater diversification in national economies than the structure of 
production. The demand for new goods usually appears before they are actually produced in a 
national economy. Thus demand itself is the product of economic and social development. Its change 
and development, however, is also influenced by the so-called demonstration effect, i.e. by the impact 
of the structure, or o f its change, in other countries, o f production and consumption. As regards con
sumption -  just as production - ,  there is o f course a difference between products new on a world 
scale or just within the framework of a given national economy. This disparity is especially of great 
importance from the viewpoint of comparative advantages enjoyed in the system of the international 
division of labour.

New products usually appear first in the most developed countries of the world economy. Their 
emergence need not -  and often does not — coincide with the place of the invention on the basis of 
which the production of the article began, or the new industry was born. The period between the first 
appearance of a new product and its diffusion in the other countries is the so-called imitation process 
whose length is influenced by a number o f technical, economic and cultural factors. The imitation
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The import of foreign technology, of means and techniques of production, has pro
moted, with the diffusion of the production experiences of peoples, not only knowledge, 
but has also transferred the methods of production organization together with the dif
fusion of the given production discipline, hierarchic relations and other elements from 
one country to another.

With the development of transport and telecommunications, with the movement of 
people and the flow of information accelerating and becoming cheaper, the process of 
interactions has also been intensified.

Thus “accidental” and isolated economic relations typical of the stage of “isolated 
interactions” may also give rise to certain effect mechanisms. Of all forms of international 
relations, isolated interactions are mostly or exclusively restricted to foreign trade. These 
effects (interactions) usually have no influence on institutions within the framework of 
states. An institutional regulation of foreign trade relations is not needed in cases in 
which they are of a peripheral significance for economic growth. Their regulation by gen
eral legal means is sufficient. By definition, the breaking off or restriction of isolated in
teractions does not cause any considerable problem. For instance, other trade partners 
may be found easily. Therefore, the relations have no appreciable political impact either. 
Interactions of this type are not necessarily equally intensive: they may be symmetric 
or asymmetric, positive or negative, beneficial or detrimental to the countries concerned.

“Isolated interactions” are characteristic, for example, of the not very extensive 
relations between two countries located far away from one another, with different (occa
sionally also identical) social systems.

The stage of intensive interactions

The stage of intensive interactions is based on the deepening of economic and polit
ical relations between countries. It presupposes the complexity of the forms of relations: 
foreign trade, international capital flows, developed international financial relations etc., 
which make it possible for individual countries to exploit other countries or areas inten
sively. In this phase, the relations appreciably influence the production and consumption 
structures of the partner countries. As a result, the effect of national decisions on eco-

process consists of several stages. The first stage is the appearance of the new demand in the imitating 
country. The demand, if it is to be satisfied, has to be met by imports. Independent production begins 
in the second stage. Such clearly defined dividing lines do not occur of course in a real-life situation. 
Under capitalist conditions, market anarchy and competition still further entangle and blur these lines. 
Starting production in a country often does not put an end to competitive imports, nor does it elimi
nate the competition between different products satisfying identical needs.

The mechanism of the international diffusion of the consumption of new products is multi
farious, which proves that the interrelations between production and consumption appear in the world 
economy in an-even more complex and indirect way than in the system of national economies. This 
process is typical o f all social systems, but the concrete mechanism, the methods and the direct driving 
forces of establishing and influencing relations and interconnections vary among the different social 
systems.
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nomic cooperation (e.g. protectionism) also affect the national economies of other 
countries. The positive or negative effects of these relations are rather significant, some
times very substantial, for the countries concerned.

Relations of economic dependence are established between countries, and also 
affect interstate political relations. Interactions among countries — both in a positive and 
negative sense — also appear on the political plane. (For example, the increase in arma
ments in the United States compels the Soviet Union to act similarly, or the other way 
round: the strengthening of economic relations between the two countries and an 
increase in mutual trust tend to lead to a slow-down of the arms race.)

The role of international power relations greatly increases in the development of 
interconnections, which also leaves its mark on the concrete process of internationaliza
tion.

The breaking off of relations between countries may cause, depending on their 
intensity, considerable losses and even shocks to their internal economies. Though in this 
stage the elements of mutual dependence have already taken shape between the individual 
countries, they are not strong enough to influence the issue of existence or non-existence 
of the participating countries.

The stage of intensive interactions in the system of relations between countries 
evolved especially after the emergence of imperialism, and assumed specific characteristics 
in its development. In the imperialist systems the dominant power in the system of inter
national relations has always been the state -  and a state in which the dominance of big 
corporations has become characteristic of economic life.

The subjugated people have not necessarily formed states, they have often consti
tuted loose tribal groupings. Intensive interactions have worked in an asymmetric way, 
and manifested themselves primarily through the violent power (political, military etc.) 
positions of the state. Capitalist companies, organizing production and trade on an inter
national scale, have stimulated economic growth in the areas where they had penetrated. 
But as a result of this growth, rich countries have become richer. At the same time, these 
firms have distorted the economy of the subjugated country and made them onesided and 
dependent. The colonial rule had, of course, its effect on the colonial imperialistic 
powers, too. It contributed to the accumulation of immense social wealth and made pos
sible the improvement of the living standards of several social strata, raised the cultural, 
vocational and educational levels of the population and developed science and technol
ogy. It gave an impetus to the militarization of society, to the maintenance of big armed 
forces, and transformed social and economic structures.

To clarify these problems is all the more important as the economic and political 
literature of our days often characterizes the relationship between developed and develop
ing countries as “ interdependence” and also projects it back into the past. But the rela
tions enforced by violence, political and economic dominance cannot be interpreted as 
interdependence. It was predominantly by political means that these countries were com
pelled in colonial times to become the food and raw-material suppliers of the industrial, 
mainly colonizing powers, as a result of which their economic structures were distorted
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and they became monocultural producers, one-crop exporters. This one-sided dependence 
persists in their international relations up to the present, and is retarding their economic 
development.

Interdependence and complex interdependence

We shall discuss these two stages of interdependence together as they can be sepa
rated from one another much less than the other categories, and the emerging problems 
are virtually identical. It is mainly with respect to the solutions that they deviate from 
one another, and which justifies their separation.

Interdependence, too, presupposes mutual relationships between states, with 
national boundaries and appropriate political institutions. Hence, it excludes international 
relations between the politically oppressed and the oppressors. The scope of the problems 
relating to a word-for-word interpretation of “mutual dependence” is extremely complex. 
It means, first of all, that the life, the existence of states is complexly interwoven by the 
consequences of the life, the existence of other states. As a result, their objectives (and 
those of the various social classes and groups in them) can be realized only if the impact 
of other countries is taken into account in both the political and economic fields.

In the economic sense, interdependence means that the exchange of commodities 
and services, capital and manpower flows and international financial relations influence 
not only the growth and distribution of national incomes (and through them the level and 
structure of employment) but affect the political sphere as well. The close international 
intertwining of technical and scientific development plays a decisive role in economic pro
cesses. Inter-state economic relations are based on a community of interests, at least in 
the fields of key importance, and usually develop simultaneously with the system of 
political and military alliances.

The relations between states are, as a rule, of a somewhat more stable nature. The 
interests and the resulting ties and propensities to cooperation are, of course, subject to 
alterations. But the consequences of breaking off relations between countries participat
ing in the system are substantial, and its costs are rather high.

Mutual dependence and common interests do not exclude the possibility that the 
measure and the reciprocity of dependence may greatly vary with countries and the prob
lems concerned. Since the process is going on in a real, functioning and open system, the 
interests are changing and the position of the countries may be changing, too. Inter
dependence has not excluded the emergence of conflicts as a result of these changes. 
Since the decisions of individual countries act in a definite way (rarely with the same 
intensity but generally asymmetrically) upon other countries, the development of inter
dependence implies a reduction of the autonomy of the states, a constraint on their free
dom of action. This applies to a greater extent to countries which are unable to influence 
the international sphere and just receive its effects. It applies to a lesser extent to those 
which, by virtue of their economic power, are in a position to influence international rela
tions directly. At the same time, interdependence also makes it necessary for the states
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adequately to perceive outside effects, to act upon them and to make use of, or to 
moderate, their impact. In this sense, the economic structure of states and their institu
tions have to be transformed.

Complex interdependence means, on the one hand, that the scope and significance 
of the problems requiring joint decisions have become greater. The agents of international 
economic decisions are interwoven in a steadily growing number of fields and, con
sequently, a widespread international network of common decisions is being established.

Economic and political relations may contract in this phase, too, and the system in 
which the countries cooperate may collapse for various reasons. This, however, inflicts — 
beyond the measure of mutual dependence — disproportionately heavy economic and 
political losses upon all countries involved.

It is in this phase that integration begins to take shape in certain fields. This is 
carried out, partly as a result of dismantling economic barriers, partly in the wake of eco
nomic assimilation of a wide range of activities. A growing similarity also develops in the 
structure and the level of utilization of the goods produced in certain groups of countries. 
The authority of the organizations established for the development of international 
cooperation and the solution of problems is widening and, in certain fields, the elements 
of supranationalism also appear in them.

The above characteristics of complex interdependence differ, to a certain extent, 
from those given by the already cited authors Keohane and Nye. In their study they give 
prominence in this phase to three characteristics. Firstly, the relationship between states 
is of a “multi-channel” nature comprising the informal relations within the ruling élite 
and the formal agreements on foreign policy, the intimate relationships of the non-ruling 
élite such as cooperation between the transnational corporations. In their view — also 
shared by us — these relations are important not only because they make it possible for 
the parties concerned to harmonize their interests more directly, but also because they 
play a role of transmission by making the governments more sensitive to the international 
implications of their policies. Secondly, the number of issues in inter-state relations has 
grown in such proportions that they no longer lend themselves unambiguously to a 
hierarchic order (for example, to subjecting them to the interests of the states’ inter
national security considerations). Their coordination is costly and difficult since they are 
handled by different government organs at different levels. In addition, different coali
tions are formed around certain issues. Thirdly, governments do not resort to military 
power against their partners in the case of complex interdependence or in issues in which 
it prevails. Towards other countries, however, military power may have its importance.

The authors are right with respect to the above statements, for example, in the case 
of relations within the Common Market, but are mistaken when they extend the category 
of complex interdependence and its above-mentioned characteristics — even though with 
certain reservations — to relationships between the developed capitalist and developing 
countries, and make no distinction by stages in other fields either.
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Economic integration among states

Integration — as a process — is a more advanced stage of internationalization. It pre
supposes the existence of interdependence. As regards its character, definition (and the 
interpretation and measurement of the process) it is necessary to make certain qualifica
tions. Integration can be the result of the internationalization process which may take 
place in a comprehensive way, that is, simultaneously throughout all major fields of eco
nomic activity, and also by sectors. It can emerge at a given stage, when relations are 
already intensive and multiple ones. Integration, however, may emerge as a target to pro
mote deliberately economic cooperation among states in such a way, which internation
alizes the production, consumption, infrastructure etc. of several countries within a 
given region. In both interpretations, its function is elimination of the contradiction 
between the internationalizing productive forces and the survival of national boundaries. 
The conditions and specifics of its development are determined by the socio-economic 
set-up, the level of economic development and the prevailing concrete world economic 
and international political relations.

In interpreting the economic integration of states, Western economic literature 
usually examines the removal of obstacles to different flows (commodities, capital, man
power), and usually regards it as a sufficient criterion for integration. At the same time, 
some Western authors emphasize that besides removing barriers (that is, in addition to dis
mantling some negative elements) positive factors are also needed for integration to 
evolve, e.g. the harmonization of national (state) economic policies and then the elabora
tion of a common, uniform economic policy [6].

The distinction between “market integration” and “production and development 
integration” was first introduced into economic literature by Imre Vajda. The former 
means the possibility of unhindered sales (flows on the markets of the member countries 
and the latter the raising to an international level of the planning of production in those 
branches of industry which cannot be developed to an optimum size within national 
boundaries [7]).

In Marxist economic literature, the Soviet economist, M. M. Maksimova, defines 
integration as follows: . . .  “economic integration . . .  is the objective process of deep and 
persistent relations and of the international division of labour between national eco
nomies, the process of the formation of international economic complexes within the 
framework of groups of countries belonging to the same social and economic system. The 
process is regulated consciously according to the interests of the ruling classes of the 
states.” [8].

Maksimova stresses five specific features of integration. Firstly, integration is the 
development process of deep and persistent relations among national economies on the 
basis of the growing international division of labour, which implies that lasting and close 
ties are established among individual countries or industries and companies with the 
agents making appropriate adjustment to these relations. Secondly, integration is a 
flexible and adaptable process, in which the state organs of the member countries have an
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important role to play. Thirdly, integration is predominantly of a regional nature. 
Fourthly, as a result of integration, profound structural changes take place in the eco
nomies of the member countries, and, fifthly, integration is closely associated with the 
socio-economic relations and struggles inherent in the framework of the participating 
states [9].

Integration presupposes that the states may have considerable common interests 
and, therefore, may be ready to renounce sovereignty in certain areas by internationaliz
ing their national economic policy decisions.

However, the process is contradictory: As we mentioned before, in the more devel
oped part of the world, the process of integration is the result of the internationalization 
achieved, while in the less developed regions, the objective to promote economic devel
opment in the age of internationalization in an efficient way could be the main motive 
force. On this level integration is also a potential regional pool of scarce human and 
material resources and an instrument to use the limited capacity of the regional market 
for the benefit of the producers from the region. The differences determine to a great 
extent the propensity for establishing supranational institutions and for renouncing the 
right of nation-states to decision-making. These attitudes are not identical even in the 
individual member countries of the Common Market, which is considered as the most 
advanced form of international integration in the West.

The community of interests may also develop on the basis of different, often con
flicting economic and political factors resulting from specific problems which the member 
countries try to resolve, and their position may change.

Moreover, economic development is not even, consequently the benefits are not 
constant either, and the conditions of realization are subject to alteration. Compromises 
and agreements based on them are bound to break up. If the economic and political ties 
established by the community of interests are not strong enough, and there is no con
scious and constant pressure and determination to settle the emerging problems, then the 
conflicts necessarily arising in the course of development may paralyse the integrational 
organizations and programmes, while steadily reproducing the disintegrating forces.

Economic integration may be reduced to a smaller scale. Thus, for example within 
the framework of the EEC the consequences of the development of the productive forces 
in themselves do not make it impossible as yet for individual countries to withdraw, to 
restore their national customs frontiers and other means of economic protectionism. 
Certain circumstances, for example, political disturbances, or the slow-down of economic 
development may retard the advance of the integration process from customs union to 
economic union. A similar effect may also be exerted on further integration if the devel
opment of the member countries is extremely uneven. Development may also be slowed 
down if the present-day framework were extended too much, if such countries were to 
join the Copimunity whose interests differed to a great extent from those of the other 
member countries.

The question of when, if at all, any integration group arrives at the point of no 
return, that is, at the point from which there is no way back to the earlier national
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markets, to national economic policies, cannot be answered definitely. It depends mainly 
on the effect of economic political and institutional development taking place in its 
framework, the transformation of the production and consumption patterns of the 
member countries, the merger of the big corporations, state organs etc.

Similarly, it would be too early as yet to give a definite answer to the question 
whether this organizational form can resolve the contradiction between national frame
works and the requirements of the internationalization of economic, scientific and 
technological development from the point of view of the participating countries, or will 
be wrecked on the cliffs of contradictions, even in the framework of the European Eco
nomic Community. The experiences of the EEC have proved so far that, in all proba
bility, the coalescence of national economies will be a long-lasting and painful process, in 
which not only economic but strong internal and external political forces are playing a 
determining role.

Thus we cannot speak yet of a fully integrated European Economic Community, 
and what is typical of the participating countries is rather complex interdependence. 
Integration is only a common aim yet to be attained. The other existing regional eco
nomic groups are at a lower stage of the process.

The CMEA member countries’ common objectives call for the promotion of the 
integration process. These objectives are embodied in the Comprehensive Programme and 
in the new long-term agreements, and their implementation calls for great efforts to be 
made and for a great many tasks to be solved by the participating countries.*

The integration of the developing countries also has its specific problems. The scope 
of the national economies of the developing countries is usually rather narrow. Hence, it 
is completely evident that for most developing countries regional integration is the only 
possibility for faster economic growth.

The plans and ideas of integration in the developing countries arise primarily from 
the fact that their productive forces are underdeveloped, their national markets are 
narrow both in absolute and relative terms, and they are short of capital and qualified

*“It is at the first (present) stage of integration that the creation of the primary economic and 
organizational structure o f the integrated community should begin, but at that stage there still are a 
great many tasks of a nonintegration character that the community has to solve. The second stage is 
that of “structural integration” , in which the interrelated production structure, the joint planning of 
the member countries will deepen. This stage comprises several 5-year plans and includes a realistically 
surveyable period. Its initial and final phases differ significantly. The characteristics of the initial phase 
are: (i) diffusion of international production-technical complexes; (ii) equalization of the countries’ 
technical levels; (Ш) planned cooperation at all levels of economic activity; fivj an integrated market 
on the basis o f a planned structural adjustment. In the final phase, already a uniform sectoral and terri
torial structure will evolve with a consistent internationalization of economic life. Transition to func
tional integration will begin. (This is already the task of the third, the final stage.) The final stage of 
integration belongs to the distant historical perspective. Its content can be described only approxima
tely. Its essence lies in the fact that national complexes will merge into a uniform economic whole. 
This constitutes already the completion o f integration.” (On the basis of Prof. Shiriaev’s study pre
sented to the conference of the CMEA International Institute held on March 15 -1 7 , 1977.)
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manpower. It is commonly known that the creation of the most up-to-date industries, 
especially the branches of heavy industry, is profitable only on an optimum scale. This 
would unambiguously require a number of developing countries today either to renounce 
industrial development, or to trust the use of a considerable part of their existing produc
tive capacities to unpredictable export opportunities. In addition, further problems are 
caused by the fact that the development aims of most developing countries follow the 
same direction and lead to the establishment of the same industries.

The strengthening of the integration efforts in the developing countries is also con
nected with the high costs of infrastructural investment and the favourable utilization 
possibilities of common establishments. This applies, in the first place, to railways, 
hydro-electric plants, harbours, channels, and highways.

It stands to reason that the integration of the developing countries is subject to 
several economic and political preconditions, and it is no easy task to satisfy them.

A great many problems arise from the fact that the traditional system of the capi
talist international division of labour has tied the developing countries to the developed 
metropolitan countries, and their position has not changed greatly in this respect since 
gaming independence. Though political independence has somewhat weakened the opera
tional freedom of the big international corporations in these countries, it could not offset 
the effects of the objective world economic processes.

Owing to their exclusiveness — or to their efforts to achieve it — the foreign-owned 
companies within an integrated region can gain relatively higher profits in the manufac
turing industry, due to the underdevelopment of the industrial structure, than the foreign 
corporations operating in the individual countries.

It is for this reason that the regulation, restriction, in certain cases prohibition of 
foreign capital investment have become a key issue in the integrated area.

In the integration programmes of the developing countries, harmonization of the 
development policies is much more important than the removal of the customs barriers. 
Without concerted, comprehensive planning the lifting of customs barriers and other 
restrictions on the flow of commodities may deepen the already existing inequalities, or 
may give rise to new ones between the individual regions.

Thus the vital issue in the integration of the developing countries is the coordina
tion of planning on an international level. This is because the investment policy aimed at 
establishing regional enterprises and institutions presupposes a certain redistribution of 
the available capital stock, an appropriate “channeling” of foreign capital sources, a kind 
of adequate satisfaction of consumption wants of individual countries by regionally 
manufactured products etc. The build-up of an international system coordinating invest
ment is a particularly difficult task when the national policies of the developing countries 
are different and when they are merely in the initial stage of becoming modern nation
states and their sovereignty rights are of a fresh origin.

Economic growth also reinforces the conceptual, economic and social basis of 
independent national identity.

Therefore, integration in the developing world cannot lead to spectacular and rapid 
results.
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Voluntary economic coalescence of states

A full integration of national economies on the basis of programmes drawn up in 
advance, by gradual steps and in a regularly phased coalescence of nation-states has been 
unprecedented in the 20th century. In the case of the Soviet Union, the integration of the 
Soviet republics took place within the framework and the boundaries of one single state. 
The Soviet state, too, had, and still has, to make vast efforts consciously to develop inter
nationalization and integration in both the material and the intellectual sphere of the 
nations and nationalities living in its territory. The course of development in this respect 
is not the “wiping out” , but the flourishing of nations in the economic and cultural 
sphere in such a way that the disparities between them may gradually lessen, and they 
may come closer to one another and coalesce eventually, on reaching a given stage of 
development, in a definite phase of communism. In this sense, the process of devel
opment is objective. Like all objective processes, this, too, can be hindered, but can also 
be promoted by conscious and appropriate planning and organization which takes into 
consideration correctly interpreted national interests.

Hence, it is only conditionally and in the most general terms that we can speak of 
what a fully integrated economy will be like in the framework of the Common Market or 
the CMEA. Similarly, the higher stage of internationalization, the unification of states, is 
also a problem of the distant future.

The conditions for reaching the two stages have not yet been formed in the world 
economy.

First of all, those political and social factors have to be eliminated from world 
development which lead to distrust and controversies among peoples, nations. They have 
to be replaced by such mechanism which renders the threatening, armed or economic 
oppression and cultural subjection of peoples impossible.*

The factors steadily reproducing disparities, differences of interest among nations 
— that is, the disintegrating forces — have to be removed from the system of inter
national economic relations and, instead, such forces have to be put into operation 
which are able to ensure balanced development for all nations and regions.

*These problems have gained special topicality in our age when the majority of the world’s 
countries are new states. Historical experience corroborates the fact that certain ethnic groups 
within countries, which traditionally aspire to dominance on account of their economic, linguistic, 
religious or certain physical characteristics, especially where class relations are less developed, may 
give rise to serious internal disturbances in a given period of development when a struggle is waged 
for gaining or participating in power. This is particularly the case when national minorities or other 
(tribal) minority groups in the countries concerned represent a subordinated and exploited stratum. 
Even the developed capitalist countries have been unable to put an end to the traditional hostilities 
within their boundaries between the various national minorities or ethnic groups, which not only 
vehemently resist all assimilation efforts, but also strive after reviving or inciting national con
sciousness. Even economic growth and rising living standards have not eliminated this process from 
the life of the countries concerned. (The case of the Flemish in Belgium, and the strengthening of 
Welsh and Scotch nationalism provide convincing illustrations.)
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ЭТАПЫ ИНТЕРНАЦИОНАЛИЗАЦИИ 

M. ШИМАИ

Интернационализация предоставляет одну из основных черт мирового экономического 
развития конца XX века. В условиях существования 160 государственных единиц этот исторический 
процесс протекает весьма специфично. Сохранение национальных рамок не благоприятствует 
выходу из конфликтных ситуаций, а существующие организационные условия не отвечают 
требованию глобального научно-технического и экономического развития. Автор указывает, что 
соотношение политических и экономических сил оказывает многостороннее влияние на интернацио
нализацию. Касаясь теории процесса интернационализации, автор рассматривает этапы этого 
процесса: простое взаимовлияние, интенсивное взаимовлияние, возникновение отношений взаим
ной зависимости, этап экономической интеграции и слияния государств, фаза экономической 
интеграции и слияния государств, — и характеризует особенности каждого этапа. В частности, 
особое внимание он обращает на проблематику отношений взаимной международной экономичес
кой зависимости, стоящей на первом плане в нынешний период. Автор рассматривает также 
специфические особенности экономического сотрудничества между различными группами госу
дарств в современной мировой экономике в зависимости от стадии интернационализации.
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TENDENCIES OF TRADITION AND REFORM 
IN CMEA COOPERATION

R . N Y E R S

Over its 33-year history the CMEA has become indispensable for its member 
countries. Cooperation is a positive tradition to be cherished and followed. Yet, 
even good traditions should not harden. Old methods and institutions have to be 
combined with new solutions. The main attention of this paper is devoted to the 
following major problems of CMEA cooperation: Changing objectives and methods 
of cooperation: heterogeneity of economic conditions in member countries while 
their social system remains homogeneous; different positions o f the economies of 
the Soviet Union and of the smaller member countries; world economic positions of 
member countries and of the community as a whole; present and desirable future 
role o f economic instruments in cooperation.

The CMEA has always been important for the socialist countries and is doubly 
so today. Our national economies are facing two massive complexities of problems: 
the new and severe requirements of intensive economic development and the impact 
of our changing role in world economy. In one way or another both are connected 
with the CMEA and therefore it is important to clarify what should be acknowl
edged as an achievement of cooperation to be preserved and what and how should 
be reformed for the sake of the efficiency of cooperation.

Recollecting the past quarter of a century of vigorous economic development 
it can be admitted that economic life was not free from smaller or bigger strains, 
unexpected obstacles and consequential social problems. Still, the scales swung in 
favour of the development side. Since the mid-seventies, however, we have been 
living through a time of halt and structural transformation in the non-socialist world 
economy, charts show a broken curve of the old growth trend and it cannot be 
safely predicted what they will show in the future. Now the problematic side of the 
scales has proven to be the heavier one. These problems transcend national bound
aries and even the demarcation line between the two social systems.

These days the socialist economy requires new economic tasks to be performed 
on the one hand and creates various social impacts — from the point of view of 
ingrained social reflexes — quite irritating ones — on the other hand. The situation is more 
in need of coordinated economic and political viewpoints and not only that: of 
unprejudiced economic-political analysis aimed at perceiving the new state of affairs, 
first in the dimensions of the national economy and thereafter, and with its con
sideration, in international cooperation. Communist commitment notwithstanding, it 
is possible, moreover, desirable to prepare analyses from different points of view and
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on different assumptions. A possible point of view and train of thoughts is pres
ented hereunder.

The socialist national economies associated in the CMEA form a special region, 
an international market. All the same, they are located inside the world economy as 
a whole, they are not closed but are connected with other areas of the world, exert
ing their own impacts outwards and exposed to external impacts, sometimes advan
tageous and sometimes disadvantageous ones, lately rather the latter. Even though 
more impacts are disadvantageous than desirable, the relation itself is not, disadvan
tageous impacts would be only amplified by its reduction. It needs to be stressed that 
other areas of the world economy do not merely mean a passive external environment 
for the CMEA countries where they are free to form relations and formulate methods. 
The other regions of the world economy mean much more than that. Though to dif
ferent extent, they also play an active role in the realization of some conditions of 
socialist economic development especially in the field of foreign trade and technical 
progress.

It would be absolutely incorrect to interpret the confrontation of the social 
systems as a total separation of the world economy and of the world market. 
Although the difference between the different social systems is basic and principal 
and they are confronting each other in the field of social development, yet the 
economy, ie. trade, forms and mediates a world-wide division of labour and is a 
connecting link producing a state of mutual dependence, which is a promising fact 
from the point of view of the future of mankind. For this very reason our countries 
cannot “ turn their back” on other big regions of the world economy, they could 
not do so even if they wanted to, but they can not want it either in view of their 
own interests. Furthermore: when and where the development of CMEA cooperation 
is investigated the subject must be considered to comprise the improvement and 
development of the non-socialist relations of the member countries and this latter 
one must not be regarded as an issue of secondary importance.

The CMEA has already left a 33-year history behind itself, it has become 
indispensable for the national economies concerned, and so its future is guaranteed. 
It follows that cooperation itself is a positive tradition to be cherished and carried 
on. However, as life is progressing economic needs and opportunities change and 
sooner or later it will not be enough to conform to a tradition, even if it is a good 
one, but the old methods and institutions will have to be combined with new solu
tions. Symbolically speaking, the positive tradition itself must advance on the way 
of development in order to keep its positive and useful quality. I am of the opinion 
that this general statement is valid for the socialist national economies and naturally 
also for the CMEA.

That is, beside the preservation of achievements, both the economy of real 
socialism and the socialist international economic cooperation are acutely in need of 
a critical approach on Marxist platform. We could not claim to be truly Marxist if 
we thought to be in charge of biassed or exaggerated apology from the point of
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view of the given socialist conditions, ie., if we gave up the critical attitude. We 
must simultaneously defend socialism and criticize conditions, in order to be able to 
further develop the whole society, in this case the international economic coopera
tion.

Fundamental principles of cooperation 
and characteristic features of its development

The formation and development of the CMEA system of cooperation are re
flected in three basic documents. The first one is the “CMEA Charter1’ adopted at 
its formation in 1949 and effective even now. The second one is the statement 
entitled “Fundamental principles of the socialist international division of labour” 
adopted in 1962, whereby the first one was not amended but a new priority was 
stated by its emphasis on international specialization and cooperation. The third one, 
the “Comprehensive Program for the intensification of cooperation and for the 
development of socialist economic integration” passed in 1971, again did not make 
void the first two ones but conceptually improved cooperation. Actually the Charter 
may be regarded as a document laying down the foundations of cooperation for the 
longer range, one may perhaps say for the foreseeable future, while the other two 
ones reflect the intent to contentually renew the cooperation.

Let us review in outline how the fundamental principles, main objectives and 
methods were formulated in these three successive periods to show the points of 
continuity as well as the points where the tendency of change asserts itself.

With respect to the question concerning the relations between the cooperating 
national economies and the community as a whole, the identity of basic principles is 
typical of the concept over the whole period, continuity is fully asserted. In all the 
three documents the independence of the national economies, national sovereignty 
and the principle of perfect equality are stressed, moreover, the Comprehensive 
Program is even completed with the clause of non-interference into the home 
affairs of each other. This means that the economic policy, the national economic 
plan and the method of economic control are decided for each country by its re
spective party and government, and community action serves the promotion of 
national-governmental objectives, that is, there exists no supranational level of eco
nomic policy. With respect to method the Comprehensive Program transcends the 
earlier ones when it declares the necessity o f mutual consultations on basic problems 
of economic policy. However, this method, too, is in conformity with the principles 
stated earlier. All the three documents, and especially the Comprehensive Pro
gram, emphasize the principle of interestedness in cooperation, member countries 
will participate in, or keep away from, any given cooperation activity in accordance 
with their own interests.

In the setting of economic objectives the member countries have implemented 
the changes that have become necessary in the course of development, showing 
sometimes only shifts in emphasis and sometimes the undertaking of new tasks. In
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1949, objectives were dominated by the promotion of industrialization and the 
development of international planning relations while from 1962 on industrial devel
opment from the technological and efficiency points of view became more and more 
dominating. The tendency of developing international specialization of production 
and cooperation and in this context of the elaboration of CMEA standards were also 
started in 1962. The international division of labour is based on the principle that 
the national economies have to be developed on a multisectoral basis (complexity) 
and specialization is asserted in the division of products. Then in 1971 the accom
plishment of joint CMEA planning was specified as a task of cooperation. Among 
the objectives of cooperation the trend of technological development, economic 
efficiency and specialization and cooperation in production in the industry are duly 
given growing importance but implementation is a problem from several points of 
view, its rate is very slow, the necessary set of instruments is missing.

The documents show a gradual change with respect to the role and importance 
of sectors of the national economies, they have become somewhat less industry- 
centered over time. With the passing of time agriculture has been attributed more 
and more importance in international documents indicating that in the practice of 
socialist economy this is not a very successful field in most countries. The role and 
importance of the international infrastructure has been similarly growing in CMEA 
relations, including traffic, commodity transportation, water control, communications 
and tourism. In the first document nearly nothing was contained about these latter 
fields, in the second one there was little but already something, and in the third 
one a relatively significant but still not sufficient space was devoted to them. 
Already in 1962 and especially in 1971, the development coordinated on CMEA 
level of the fuel and energetic base, material extraction, metallurgy and petro
chemistry was emphasized. These priorities were actually correct and justified, but 
their effect is weakened by the fact that too many other subjects of cooperation are 
on the interstate level in the CMEA. Therefore, on this level the tasks are fragment
ed and amidst the multitude of smaller objectives and tasks some of the really 
important ones fall victim to the proliferation of goals and tasks. This problem origi
nates to some extent from the (probably over-) sectionalized sectoral control in 
member countries, especially in the Soviet Union, ie., that nearly nothing has been 
done about forming bigger aggregates in national economies (energy, food economy 
and other vertical sectors of extraction, manufacturing and marketing) although the 
formation of such national complexes was recommended as early as in the 1962 
declaration.

The maintaining of relations with countries outside the CMEA was given con
sideration in all the three documents, to a growing extent with the passing of time, 
although only on the level of setting targets in principle, and not sufficiently in the 
institutional system, in economic methods or in actual work. In 1949, the member 
countries only expressed their readiness to develop external relations. In 1962 they 
declared to organize the socialist international division of labour in consideration of
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the world-wide division of labour with a view to consolidating the material basis of 
peaceful coexistence. This endeavour was formulated similarly in 1971, while the 
development of relations with developing countries was given stronger emphasis, and 
the idea of coordinating the external economic policies of member countries for the 
purpose of normalization of international trade and economic relations and for the 
elimination of still existing discriminations was formulated.

In the final analysis the fundamentals may be stated to show a correct con
tinuity. In practice, however, the endeavours of “opening” towards and of “barring” 
against the outside world were alternating. The characteristics of an elaborate long
term attitude cannot be detected on the level of the community either. Therefore, 
in this field it would not be sufficient to consider the preserving of the tradition to 
be our only duty.

With respect to the set of instruments of cooperation the method of planning, and 
internationally tire method of plan coordination have been cast a basic role all the time, 
both in resolutions and in practice. This is natural and correct; however, the risk of a 
narrow and biassed interpretation of plans is increasingly apparent. The concepts of plan 
and planning shown in documents have retained their traditional characteristics, namely, 
the planning of physical use values, where valuation in terms of money only serves the 
expression of different use values as aggregate value. In this interpretation and under 
these circumstances the principle of the priority of tire plan dooms the commodity and 
money relations to a passive role, eliminates its incentive role of encouraging production 
and circulation, eliciting the increasing substitution of the principle of equivalent 
exchange by quantitative quotas of “hard goods” and “soft goods” . In fact the exchange 
of equal values can be guaranteed this way too, but the drive after economic efficiency is 
throttled. The recurrent tendency of “technical outdating” in the CMEA trade turnover is 
not incidental but is an outcome of the aforesaid. It is true that flexible trade and the 
systematic development of monetary cooperation was cast a somewhat bigger role in the 
1962 statement and a much bigger one in the Comprehensive Programme and even the 
idea of direct relations between enterprises of member countries entered into the scene, 
allowing the right solution of the problem. On the other hand it is also true that no 
relationship has been established between the above and the given system and methods of 
planning and international plan coordination and, consequently, commodity and mone
tary relations live a shadow life in CMEA cooperation. The Stalinian tradition, namely, 
still persists, that in socialism products may become commodities only in a smaller field 
of economic life, and at most formally in the field of industrial production and 
investment — in the latter no market is functioning and so the plan is not expected to 
regulate the market but to directly distribute the products. But when the workings of 
commodity and monetary relations do not influence the regulation of production they 
cannot function adequately in international commodity turnover either. This statement 
summarizes the basic dilemma of the set of instruments of CMEA cooperation.

In 1971, it was a novelty of the Comprehensive Program to define two objectives to 
be accomplished parallelly: the deepening of cooperation and the development of
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economic integration. The Program did not specify integration but related the total of 
tasks to both objectives and so they can be regarded as synonymous. This obscurity 
certainly took its origin in the increasing and justified caution which can be attributed to 
the fact that the political decision had not been preceded by thorough and objective 
scientific research and discussion on the essence and method of integration. Consolidation 
of the integration of the European Economic Community undoubtedly stimulated CMEA 
cooperation, whereas some methods were impossible to adopt and with respect to other 
methods the issue whether it would be right to adopt them or not could not be 
concluded. After the Program the specific features of the development of integration may 
be defined as follows: joint planning in the field of investment, specialization and 
cooperation in some branches of industry, and in general the completion of bilateral 
relations with multilateral relations, the updating and development of monetary coope
ration, and in some fields the formation of international business organizations. The 
above represent a relatively smaller part of the cooperation outlined, the deepening of 
which was stipulated by the Program in every aspect, especially in the specialization of 
production and in the international coordination of plans.

The Comprehensive Program undoubtedly sets a proper objective and suitable 
frameworks for cooperation, while with respect to the development of integration it 
allows for different interpretations and allows the combination of different concepts of 
integration from the mosaic of various partial objectives.

Achievements and difficulties, certainties 
and the quest of new ways

Reviewing the circumstances of the formation and the whole history of the CMEA, 
two motives can be found that prompted the realization of cooperation. Chronologically, 
the first point was the maximum possible substitution of community relations for the 
world economic relations of member countries and the thus guaranteed building and 
consolidation of planned economy. (The exact meaning of “maximum possible” extent 
was left unclarified.) The second motive that came info the foreground since 1956 was to 
enrich the member countries’ economic development with such a new source as is suitable 
for considerable and bénéficient contribution to general advancement.

Since 1949 and then also after 1956, economic development relied basically on the 
utilization of national resources but, at the same time, international cooperation attained 
a supplementary role of growing importance in the increase of national income. It is 
primarily the national economic policies that play a role both in successes and encoun
tered problems while the role of the CMEA can be formulated by stating that without it 
successes would be surely smaller, but the problems that cropped up or that have existed 
till now would also exist without the CMEA. The role of the CMEA in economic 
development is absolutely positive because it has greatly reduced the economic depend
ence of member countries on the world economy, furthermore, it has created a supple
mentary resource of growth. But if the question is put whether the necessary degree of
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assistance was given by the CMEA to the development of member countries then the 
answer will not be clearly positive for each period, for with the passing of time the 
hardships of development increased in the member countries, while the additional sources 
originating from CMEA cooperation were incapable of proportionate and simultaneous 
expansion.

Taking account of the promotion of long-term development of the member coun
tries through cooperation, success can be recorded first of all in the stimulation of 
industrialization which was really fast by international measure, and as its result it 
became possible to industrialize the agriculture, to raise the standard of living and to 
greatly extend social services. Technical progress of industry is vigorous in some fields 
while it is rather slow in broad fields. With respect to agricultural development, we cannot 
claim general success, the production of grain and meat is not satisfactory in a significant 
part of the countries and it has not been encouraged sufficiently by the CMEA. Similarly, 
slow development must be recorded in the productive services and internal trade. From 
the point of view of intensive development these are becoming impeding factors, yet for 
this latter the CMEA cannot be blamed. The above raise the necessity of long-term and 
steady changes in proportions within national economies.

During the past three decades economic crises were encountered on three occasions 
in different countries of the CMEA area: in Hungary from 1953 to 1956, a particular 
“quasi-crisis” in Czechoslovakia from the mid-sixties, and in Poland in 1980-81. The 
question arises: what was the role of the CMEA in these phenomena? Without under
taking a thorough pragmatical analysis (such analysis will have to be carried out as soon as 
possible!) it may be inferred from empirical facts that CMEA cooperation did not have 
any substantial role in the development of the critical situation but it was attributable to 
the reason why it did not reach beyond the boundary of any one member country at a 
time. This is true even if the socialist economic policy is generally known to have certain 
typical shortcomings: the over-centralized control of economic life, the low degree of 
financial incentive, the inelasticity of production and product patterns, the neglect of 
market equilibrium, and non-observation of the value proportions of the world market. 
Intensive development is undoubtedly impeded by the above but they do not necessarily 
lead to a critical situation, the erratic economic political strategy decisively contributed 
to the crisis everywhere: stepped-up and too fast development, neglect of profitability, 
political neglect of the deterioration of living conditions.

Finally the communist party and government of each country is responsible for its 
own economic policy and this responsibility is not even partly transferable to the CMEA. 
On the other hand, exchanges of opinions about identical difficulties, scientific research 
in quest for solution and unbiassed discussion absolutely need to be deepened in 
international contacts. The true causes of the development of any critical situaton must 
be detected all the more as in the three above quoted cases it is not really possible to 
trace the generation of the problem back to the weakening or loosening of connections 
with the CMEA; it would be a side-track to accept such “light-weight” and unbased 
suppositions.
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In a cogitative review and analysis of the key problems of CMEA cooperation the 
main attention should be focussed, in my opinion, to the changes in objectives and 
methods of cooperation; to the homogeneity of social conditions and the heterogeneity 
of economic conditions; to the different positions of the Soviet economy and of the 
smaller economies; to the world economic position of the member countries and of the 
community as a whole; to the relationship between objectives and the deployment of 
economic instruments. The following is a brief outline of the gist of the said problems.
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Stages in the development of the objectives 
and methods of cooperation

The main objectives and methods were adjusted to the economic policy objectives 
of member countries time after time and were naturally changing in the service of those 
objectives by development stages, asserting different combinations of the always existing 
different strategic elements. One important strategic element is protection against dis
advantageous world market impacts, another one is the quantitative encouragement of 
mutual cooperation, a third one is the qualitative development of mutual relations and, 
last but not least, the fourth one is the activation of world market relations.

In an attempt to describe the development stages of the past period the following 
definition and description of stages seems to be realistic:

The first stage of development can be considered to have lasted from 1949 to 1961. 
Cooperation was then supposed to serve the fast industrialization of member countries, 
protection from disturbing world economic impacts and the quantitative encouragement 
of mutual trade dominated the tactics. During this period the internal trade between 
member countries increased from the low pre-war base(10to 18 percent per country and 
even less in the case of the Soviet Union) to 60 percent by 1960, whereas external trade 
(with other areas of the world market) decreased to 40 percent of total trade. This was 
the first and biggest market switch-over in the CMEA countries. Commodity turnover was 
powerfully encouraged by extensive quantitative shortage, the type of commodity deliv
eries was fully complementary without specialization and cooperation, and ultimately 
this did not cancel out the tendencies aimed at a certain degree of self-sufficiency in 
member countries, because the rapid expansion of mutual trade partly compensated for 
the recession in Western trade. Establishment of solid external relations for smaller 
member countries and the easing of commodity shortage in the Soviet Union can be 
pointed out as the successful main products of cooperation at that time. However, there 
also emerged an inconvenient by-effect: it happened then, along with fast quantitative 
boom, that the commodity pattern of turnover became rigid and in many a field a 
lagging-behind technological development emerged.

The period from 1962 to 1970 can be considered to be the second stage. During 
this time the economies of member states were dynamically growing and this was 
accompanied by a similarly vigorous development of mutual foreign trade. Amidst the 
high-rate economic growth the ratio of internal (mutual) trade could be maintained and
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by the end of this period its share in the total foreign trade of CMEA countries amounted 
to 60,8 percent. On the other hand the share of trade with socialist countries outside the 
CMEA drastically decreased, from 12,5 percent to 6,4 percent, and it was replaced by 
trade with developing and advanced industrial countries, increasing in total from the 
previous value of 27,5 percent to 32,8 percent. This was the second significant market 
switch-over in the economic history of member countries and it was carried out essen
tially while maintaining the balance of foreign trade. The beginnings of product speciali
zation already appeared in the practice of cooperation but remained limited. In this 
period many elements of the long-term division of labour evolved in the CMEA and the 
endeavour appeared to increasingly introduce qualitative factors into cooperation. At the 
same time it was realized that there had not developed any system and mechanism of 
transaction for lasting relations with the capitalist world market.

The third stage can be dated to the period 1971 to 1975. Robust dynamism of 
economic growth was characteristic also of these years, while in other regions of the 
world economy a critical situation evolved. In this period the third significant market 
switch-over of the national economies of CMEA countries took place and this was 
profoundly different from both the first and the second ones. The essence of the change 
can be illustrated with the following data:

Table 1
Distribution o f  the foreign trade o f  CMEA countries 

(percent)

1970 1980 Changes 
in ten years

CMEA internal turnover 60.8 56.4 -4 .4
With other socialist countries 
With advanced industrial

6.4 4.0 -2 .4

countries 23.7 30.3 + 6.6
With developing countries 9.1 9.3 +0.2

It can be seen that the former share of internal trade could no longer be maintained 
in this period.

During this period the quantitative encouragement of turnover continued in cooper
ation and, at the same time, the demand for a higher rate of technological development 
based on specialization already appeared but was not yet seriously peremptory. After 
1972 a considerable deficit in convertible currencies accumulated in the balance of trade 
of member countries which came about under the circumstances of opening towards the 
world market. What inspired this world market opening or what made it inevitable? 
Firstly, the technical imports for the major joint CMEA investment projects, secondly, 
the import requirement of CMEA specialization and technological development, thirdly, 
the voluminous and repeated agricultural import in some member countries, and finally,
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in the case of some CMEA countries, the painfully worsening terms of trade. The 
deterioration in the balance of convertible currencies was dominated by different ones of 
the above factors, varying by member countries.

— The fourth stage of development started as from 1976 and has been lasting up to 
now. In this period the general moderation of economic growth, emphasis on resolving 
problems of external equilibrium, in some countries the worsening of internal market 
equilibrium, and, as a rule and everywhere, the seeking of new resources and methods for 
the purpose of intensive economic development have been the typical traits. From among 
the strategic elements of cooperation the development of qualitative factors as well as 
protection from unfavourable world market impacts have been in the foreground. In the 
first respect coordinated technological development is manifest in a few fields and the 
range of specialization is widening, though for the time being only in the field of end 
products and not enough combined with the introduction of new technologies. The main 
instrument of protection is curbing of the import intensity of the economy and only to a 
smaller extent the enhancing of export competitivity. In the short range this protection 
may be considered successful; this statement may be supported by the preservation of the 
1975 market shares, furthermore, by the substantially decreasing deficits in the trade 
balances settled in convertible currencies. However, passive protection cannot be suf
ficient in the long run and, therefore, the nature of the future world economic strategy of 
the CMEA remains an open question.

Homogeneity of social system vs. the heterogeneity 
of economic conditions

Till 1961 the CMEA membership had comprised eight European countries and then 
it was joined by Mongolia in 1962, Cuba in 1972 and Vietnam in 1975. As in the 
meantime Albania terminated its activities in the Community, it now consists of seven 
European and three non-European member countries. Furthermore, since 1965, also 
Jugoslavia has joined the activity of some CMEA agencies and since the seventies Angola, 
Laos and Cambodia have shown interest in relations without the consideration of full 
membership in these latter cases.

The homogeneity of social foundations in member countries is manifest in the 
following:

— Domination of socialist relations of production and predominance of public 
ownership.

— Application of the method of socialist planned economy, assertion of the 
economic authority of the state, restriction of the spontaneous factors and workings of 
the market.

— Leading role of the working class implemented in practice by communist parties, 
and these parties play dominating roles in the formulation of economic policy whereby 
the ideological-political lines are uniquely concerted.
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Homogeneity of society is a cardinal factor indeed, and needs to be considered in 
any correct evaluation of CMEA cooperation. But it is not the only essential point. It is 
namely wrong to disregard the significant economic-geographical and economic differ
ences between the member countries although different analyses do neglect that quite 
often. The point has become particularly important with the joining of Mongolia, Cuba 
and Vietnam as well as with the building out of relations with other developing countries 
of socialist orientation.

The identity of and the difference between economic conditions of the member 
countries are, I suppose, manifest mainly in the following:

— Identity or at least a high degree of similarity is produced in the case of smaller 
member countries by the significant share of the Soviet Union alone in the foreign trade 
turnover of all of them, that is, the degree of orientation towards the Soviet economy is, 
although variable, yet everywhere considerable. In 1979, Soviet turnover represented 16 
percent in Romanian foreign trade, 29 percent in the case of Hungary, 34 to 36 percent 
in the turnover of Poland, Czechoslovakia and the GDR, 56 percent in that of Bulgaria, 
and 70 to 80 percent in the case of Cuba and Mongolia.

— The level of development of European member countries tends to be similar 
especially with respect to industrialization, but significant differences still exist with 
respect to technological development. Still, the greatest and decisive difference is found 
between the European region and the non-European countries with respect to economic- 
geographic position and general economic and social development levels. It is a necessary 
consequence that the two groups of countries enter the field of CMEA cooperation with 
partly different requirements and, at the same time, the practice of cooperation must be 
also substantially different.

From the economic point of view there exists a momentous difference between 
member states concerning foreign trade sensitivity. The degree of the Soviet economy’s 
sensitivity to foreign trade is high only with respect to a few products but generally it is 
low. Romania, Poland and Czechoslovakia are externally sensitive, (its extent increasing 
in this order) and finally the GDR, Bulgaria and Hungary are the most open countries 
from the point of view of foreign trade in increasing order. In the most open economy of 
Hungary the relative weight of foreign trade (compared to national income) is more than 
five times the value of the least open Soviet economy. To this must be added the specific 
position of the GDR, ie., its trade with the FRG in a special system, in the framework of 
the so-called “ intra-German trade” .

— Finally there are significant differences between the systems and methods of 
economiç control in member countries. The first form of the differences consists of the 
fact that the power of economic-commercial decision is vested in the state in countries 
with so-called directive planned economies and the enterprises are in charge of implemen
tation only (Soviet Union, Bulgaria, Czechoslovakia, the GDR and Romania), whereas in 
countries with indirect planned economy (Hungary, Yugoslavia, and maybe from 1982 on 
Poland) state organizations exercise general control while in concrete matters enterprises 
are authorized to decide in most cases. The second form of difference is in the
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relationship between domestic prices and foreign trade prices: in Hungary and Yugoslavia 
(and probably in future Poland) the two price spheres are linked normatively by exchange 
rates and thereby domestic producers are interested in export and import prices and in 
the profitability of foreign trade in general while such link and interest do not function in 
the other member countries. The third form of difference is of the sort that each country 
has another kind of price formation* financial and budgetary systems, degree of enterprise 
economic accounting (Khozraschet), and self-financing, and different principles are asserted 
in the organizational set-up of enterprises and the state economic control.

Part of the said differences exist by necessity while others may be eliminated step 
by step. However, they did not develop incidentally or owing to subjective reasons but 
are in connection with the actual interests of any given member country. Consequently, 
the coordination of economic policies is possible in CMEA cooperation only gradually 
and up to a certain limit while it will be realistic in the future, too, to build cooperation 
on the acknowledgement of the multitude of interests and conditions.

Cooperation between the Soviet economy 
and smaller national economies

The equal rights of member states is an emphasized and important principle of 
cooperation and its enforcing is a primary requirement in bilateral and in multilateral 
cooperation alike. This is expressed by the Principles of 1962 as follows: “Nobody in the 
socialist camp has or may have any special rights or prerogatives” . Rights are thus equal at 
the conference table and in decision making, in trade turnover and legal relations, also 
when the interests of national economies meet and also when differences must be reduced 
to a common platform.

But is the equality of rights sufficiently descriptive of the real nature of relations 
between the vast Soviet economy and the smaller national economies? It certainly is not, 
because it is short of being an indicator of interdependence or of the advantages gained 
from cooperation and of the economic interests that keep the community together. Let 
us therefore review the latter.

In the literature one finds the figurative description of the CMEA as a special 
“radial integration” , with the Soviet economy in its centre and around it the smaller 
economies belonging to its sphere of gravitation. This comparison shows very suggestively 
the position and enormous attraction of the Soviet economy but it might breed false 
ideas because it could be understood that smaller national economies play a sort of a 
“satellite” role in an exclusive community although this latter is not true because, on 
basis of their conditions, the smaller countries are also connected to one another and each 
of them have considerable world economic connections as well. The special situation of 
the Soviet economy and its strong bearing upon the whole of cooperation is nevertheless 
undoubtedly true.
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What is the origin of the special role of the Soviet economy in cooperation? In East 
and West alike, this economic role is often deduced from the political weight and 
influence of the Soviet Union but those who hold this opinion do not interpret the 
correlation between economic and political factors correctly. In fact, the special role 
originates from the great dimensions and steady growth of the Soviet economy and its 
attractivity towards the smaller socialist countries. This attraction derives from the 
following: 1. Big volumes of many sorts of commodities can be exported to the enormous 
Soviet market where demand is strong. 2. the surrounding smaller countries can import a 
broad variety from Soviet production which is characteristically universal. 3. The Soviet 
economy has enormous material producing sectors and a limited manufacturing industry; 
therefore it offers the opportunity of mutually advantageous exchange of materials for 
finished products. 4. The technological development of the Soviet manufacturing in
dustry is ranging in a rather broad scale, offering smaller countries the opportunity to 
import advanced technology in some fields and to export competitively to the Soviet 
market in other fields. Owing to the aforesaid the weight of relations developed with the 
Soviet Union since the late fifties has been great in smaller CMEA countries not because 
of any monetary factors, nor simply because of political adjustment, but because of a 
long-term economic rationality.

Each national economy managed to deepen relations with the Soviet economy also 
on the basis of the principle of bilaterally balanced trade; in this respect the lack of 
multilaterality is not so palpable as in the relations between the smaller countries. Since 
the Soviet economy is typically import oriented, it applies to the outside world mainly 
for import, and this is the attractive force of its foreign trade, this is the basis of the 
development of relations with the other CMEA countries too, and it seems that the 
reproduction of relations will be possible in the long run also mostly on such basis.

It is a point how far is interdependence mutual? When a country is compared to a 
country and a national economy to a national economy it will be evident that depend
ence on relations is not of the same degree in the bilateral cooperation of the Soviet 
Union and smaller countries but there are differences in the order of magnitude.

The difference in dependence is made even greater because the national economic 
importance of foreign trade is bigger in all of the smaller member countries than in the 
Soviet Union. The smaller economies have only a narrower choice because they can 
hardly substitute other markets for the Soviet market, whereas the Soviet Union is in a 
position to substitute the import and export markets in a broader range.

But when the CMEA is considered from the point of view of the manysidedness of 
relations it is found that the Soviet Union is no less dependent on CMEA relations, for in 
1979 the total share of the smaller European countries in total Soviet foreign trade 
amounted to 44,1 percent. It is clear from the above what an important role is played by 
the Soviet economy in this region of Europe, that it is the main force of CMEA 
cooperation also in the economic sense. Without it no rational system of economic 
relations in East-Central Europe could be imagined.
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Table 2
Bilateral foreign trade o f  smaller member countries with 

the Soviet Union in 1979 (percent)

Bulgaria Cuba Czechoslovakia GDR

Soviet share in the foreign trade 
of the small со un try 55.6 68.8 35.7 36.1

Small country’s share in Soviet 
foreign trade 8.2 5.3 8.3 10.2

Hungary Mongolia Poland Romania

Soviet share in the foreign trade 
of the small country 28.9 83.7 33.3 15.7

Small country’s share in Soviet
foreign trade 6.5 1.0 95 2.8

However, over and above the aforesaid there exist also other spheres of intra-CMEA 
relations. By proportion the relations between the European smaller member countries 
are the most significant, the relations of the Soviet Union with non-European member 
countries are also significant, while cooperation between these latter ones and the smaller 
European member countries is small.

In 1979 the different subregions of the CMEA had the following shares in the 
foreign trade of the smaller European member countries:

Their turnover with the Soviet Union 33.2 percent
Their turnover with each other 23.7 percent
Their turnover with non-European member countries 1.0 percent

Owing to the economic-geographical conditions of the Soviet Union, Soviet foreign 
trade is more concerned with non-European member countries (Cuba, Mongolia, 
Vietnam) and therefore their combined share in Soviet turnover is 7.7 percent.

It follows from the situation reviewed above that the smaller European member 
countries have to develop their CMEA relations parallelly in two main fields: each of 
them with the Soviet Union on the one hand, and each of them with one another on the 
other hand. The two spheres are not interchangeable nor should they be developed at 
each other’s expense because thereby the strength and efficiency of CMEA cooperation 
would be reduced. The case is really of two systems of relations that need to be expanded 
parallelly.
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Real or shadow function of economic instruments

Although stipulated by the Comprehensive Program, in reality the economic 
instruments, namely, the price incentive, the monetary system, the credit mechanism, the 
export stimulating and pattern orienting role of the market or, in the broadest term, 
financial incentives in cooperation, could not be operated with the desirable degree of 
effectiveness. Bilateral plan coordination in physical terms and trade quotas have re
mained the dominating method. The economic instruments exist but formally and not in 
their real function and therefore live, unfortunately, a shadow life.

Economic instruments are suitable for serving the central plan targets in a regulated 
market when their workings are not crossed and hampered by the physically specified 
enterprise plan, central distribution or financial barriers. The set of instruments of CMEA 
cooperation certainly cannot be considered a law unto itself but it is in close correlation 
with the national economic mechanisms. The most important relationship is the follow
ing: economic instruments will become a really live factor of positive impact in interna
tional cooperation to the extent at which they are allowed to be applied in economic 
control in the national economies of member countries.

The broad use of economic instruments has become necessary in the European 
member countries already for two reasons: in the interest of intensive development and 
attaining a higher degree of efficiency, as well as in the interest of a more purposeful 
development of the international division of labour. The reasons are pretty good ones for 
substantially reforming the national economic mechanisms and, due to the aforesaid, for 
the renewal of CMEA cooperation, and the main method towards this end can be in the 
coming years the activation of the set of economic instruments.

In practice the following problems of mechanism are faced: — Domestic market 
price and value conditions are in basic disagreement with external (international) market 
price and value conditions. These two ones need to be in agreement for the stimulation of 
the actual economic agents (manufacturers-users-consumers) towards international cooper
ation so that this should not be a concern of governments alone.

For the multilaterality of relations one of its prime means, an active and effective 
monetary system, is missing. The role of national currencies is usually passive, their ex
change rates are in most cases unrealistic, internal markets are not linked with the CMEA 
international market — the Hungarian Forint is the only one advancing towards becoming 
a money functioning in the commercial sphere. Today the transferable Rouble cannot 
discharge but very limited functions.

— Overcentralization of rights of decision in the state administrative organizations. 
In countries with directive systems of economic control (Soviet Union, GDR, Czecho
slovakia, Romania and Bulgaria) enterprises do not have the right of decision on issues of 
production and trade; their role is simple implementation. This circumstance is an ex
tremely powerful brake on cooperation because only prominent issues (numerically a 
smaller part of cooperation) can be tackled on state level.
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— Low flexibility of foreign trade in the system of physically specified bilateral 
quotas. Neithet the so-called value quota nor trade without quota are really acknow
ledged.

If we keep to the tradition in the CMEA then we may take a number of minor 
measures leaving the substance itself untouched and will be still having a system of 
economic instruments with a shadow life. If we do not want to carry on this way we have 
to reform, accepting the difficulties this involves.

The future, near and distant

The chances for promotion o f  cooperation

There is no doubt that the previous vigour of cooperation abated in the 1970s and 
has remained dissatisfactory till now. When the causes are sought they can be found first 
of all in the multiplication of national growth problems, and in the inadequacy of 
adjustment to the new situation in the world economy (and in this context in the CMEA 
region). Furthermore, it is another important additional reason that the traditional 
CMEA methodology could not renew itself during this period but tried to follow bygone 
times. It failed to make difficulties smaller, moreover, it transmitted the world economic 
impacts more intensely than it should have in the field of cooperation aimed at raw 
material supply.

Finding the really new and good opportunities requires the sorting out of those 
which are either not new or are new but not expedient.

— Experience has shown that in the given construction the CMEA “long-term target 
programmes” do not provide any new or really progressive solution since they are 
economically unfounded.

— The “plan for united multilateral integration measures” actually appears in the 
national economic plans as a foreign body and, as a matter of fact, it plays a limiting and 
not an inspiring role in cooperation.

— The international economic organizations live “quasi-lives” and are unable of 
pursuing any rational economic activity because the required set of economic instruments 
is missing.

— The special-construction deals transacted in terms of convertible currency are 
useful and adequate provided that they do not diminish the “clearing turnover” but are 
the source of additional cooperation. However, experience has shown it to be a practical 
risk that supplier parties rechannel the hardest commodities from the clearing sphere to 
the convertible sphere, ie., cooperation is only rearranged and not expanded.

Let us now try to review the chances which are really given for the promotion of 
cooperation.

Stopping the decline o f  integration in the field o f  energy and raw materials. It is a 
paradoxical state of affairs in the CMEA that when the world market prices taken for
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basis were depressed, supply and turnover were growing, but since they have been 
excessively high (owing to monopoly position) offer has been decreasing. And considering 
that the exchange of “raw material for finished product” between the Soviet Union 
and the smaller countries is a basic economic-geographical fact in this area, its further 
decline would not be a natural but an unnatural process and without it the CMEA 
cooperation could only be realized on a lower level than at present. Most certainly, this 
can be the “hard nucleus” of cooperation in the Soviet-centered sphere of the CMEA. 
Lately the “tendency of disintegration” has manifested itself in this very field and thus 
this is where cooperation has to be rechannelled to its original direction.

2. Boosting the mutual trade in manufactured industrial products. This is an 
important opportunity both in the relation of “Soviet economy vs. smaller country” and 
in that of “smaller economy vs. smaller ecomony” . In this respect a new situation has 
been brought about by the slowdown of the dynamism of investment in member 
countries as well as by the growing demand for a balanced consumer market. The first 
one reduces demand for investment goods while the latter one puts a brake on the supply 
of consumer goods. The ways of solution are the following: to increase the share of 
products which are competitive with Western imports, with respect to price and technical 
parameters, terms of delivery and parts supply. It is a basic precondition that the markets 
of CMEA countries be more widely open to each other’s goods, that market orientation 
be strongly increased in production and that rigid foreign trading methods be gradually 
replaced by more flexible ones.

3. More intensive exploitation o f  world economic relations (with advanced in
dustrial and developing countries) in the interest o f dynamizing the CMEA cooperation 
and raising its technological standards. With the present 43-percent share in the “ex
ternal” foreign trade of the Community, world market relations have obviously become a 
primary factor and an indispensable source of development. Passive acceptance is not 
sufficient; an active strategy has to be devised for the development of relations both on 
the level of the Community and its member countries. There ought to be a strong interest 
in the inflow of the most advanced technical knowledge and technology through the 
importing countries into the whole CMEA. At present every member country is dis
interested in investment into imports from the convertible currency area for the sake of 
developing exports to the rouble area, because convertible currency is a more limited and 
harder factor than the transferable rouble. Should we fail to lessen and eventually 
eliminate this counterinterest, the world market would have a limited role in our 
countries.

This task has to be resolved in two phases, firstly, through adapting the imports of 
techniques and technology settled in convertible currencies with a higher degree of 
efficiency, and, secondly, by rendering the inflow of this impact into CMEA cooperation 
faster and more free.

4. Deepening and further development o f  international specialization and coopera
tion. This target is a generally acknowledged one and is given due importance in the 
documents of cooperation. However, in reality it is translated into practice often formally
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and below the mark. In this context three remarks have to be made. Firstly, that in the 
current practice of specialization the division of labour shows development mainly in the 
deliveries to the Soviet market, and the development even of this process is unsatisfactory 
because of the limited use of economic instruments. Secondly, that real parallel lines of 
production exist in the manufacturing industries of smaller member countries; specializa
tion among these countries (with respect to deliveries to the Soviet, the domestic and 
the Western markets) is especially underdeveloped and the same is true with respect to 
cooperation in production. Thirdly, that today the development of cooperation in 
production is strongly retarded by the rigid separation of Western from socialist coopera
tion and thus the socialist cooperation is deprived of an important economic and 
technical advantage. The combination of advantageous Western cooperation with social
ist-based cooperation is restricted by economic circumstances and by the mechanism, and 
so is the extension of Western and socialist-based cooperation to other interested CMEA 
countries. At any rate it is a fact that production specialization and cooperation is a big 
chance which is not utilized sufficiently and which can actually not be utilized well in the 
current traditional way, its success depends on the renewal of the entire cooperation.

5. The full-scale implementation o f  the Comprehensive Program would imply a 
new and excellent opportunity in the furthering o f  cooperation, as against the “lopsided” 
development carried out so far, only resorting to the traditional means of cooperation 
suitable for physical planning, and making no provision for the activation and develop
ment of the system of economic instruments on the level of the Community. We have to 
face the interrelation that the methods of price, money, credit and flexible trade can only 
be used on Community level when and insofar as these are adopted in the national 
economies. Since the deepening of the Community’s economic relations is of primary 
importance and since observing the Principles this cannot be achieved but through the 
full-scale implementation of the Comprehensive Program which in turn requires a wide 
application of economic instruments, this perception will have to react upon the develop
ment of national economic mechanisms. If the member countries will be willing to 
substantially develop the commodity (market) and monetary relations through integrat
ing central planning with the market mechanism, then they can “kill two birds with one 
stone” : they can strongly and simultaneously further the deepening of the socialist interna
tional division of labour. The above is not an alternative for but a means towards better 
planning and plan conformity, towards raising them to a higher level. That is, the 
Comprehensive Program need not be innovated but practice absolutely needs to be 
thoroughly innovated.

The long-term directions of cooperation

We must not think that by the real and successful implementation of the Com
prehensive Program the cooperation of the remote future will be already created and 
will only need improvement from the practical point of view. All the more as originally 
the makers of and signatories to the Program also believed to foresee the course of
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development for a span of about two decades. Today the duration of cooperation on the 
track of the Comprehensive Program may be estimated at perhaps another two decades 
but the question already looms what will be and could be the distant future like?

But can we hope to predict the future and just now, in the whirl of economic 
changes and political uncertainties? When the question is asked this way a negative 
answer sounds to be unfortunately more realistic than a positive one. Also we would be 
chasing utopistic daydreams if we wanted to outline in our minds the ideal state of affairs 
as it ought to be. The question can only be asked by a politician in the same way as by a 
modern futurologist: what are the chances of the future economy and for community 
cooperation? In answering this question we have very little safe ground to build on — 
there are rather alternative chances. With such an approach we must always, even now, 
have some idea in our mind about the future.

In an attempt to find the key to future socialist economic cooperation, the system 
of principles of cooperation can be assumed to be determined, or at least strongly 
influenced, by the following main factors (not considering now political conditions in the 
strict sense):

— The contracting or expanding tendency of cooperation between the capitalist and 
socialist parts of world economy as well as the developing countries, or, in simpler terms, 
among the “three worlds” .

— Size of the area of socialist economic and social structures in the world
— Extent of integration of the European Economic Community and its nature after 

it has fully matured;
— Dominant economic policies and economic mechanisms in the national eco

nomies implementing intensive development.
It must be assumed — being the only optimistic version among the alternatives -  

that economic cooperation among the “ three worlds” will expand at a rate proportional 
to or faster than the rate of economic growth. This assumption is all the more palpable as 
it is dictated by economic reason and by the interests of all the three worlds.

The most open issue is the future extension of socialist economic and social 
structures in different areas of the world. At any rate, it will be correct to predict 
economic cooperation on basis of the assumption that the socialist world will consist of 
the present-day socialist countries and of developing countries now showing socialist 
orientation.

As to the future situation of the West European integration, there are two probable 
versions. In the first case the EEC will remain a market community with enhanced 
coordination of economic policies, while in the second version’s case a closely concerted 
united economic policy would be attained with a common currency and with a multitude 
of common institutions. The first version can be considered to be the more natural, but 
the second one is not improbable either if it is pressed out of political considerations. 
Even if the second case would come true the CMEA cannot abandon the principle of na
tional economic independence but would be inevitably forced to develop a robust system 
of defensive instruments for the socialist community.
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The socialist economic policy and the economic mechanism of the intensive stage 
will have to profoundly differ from the presently prevailing model. By necessity the 
accent will be on the so-called qualitative factors such as production efficiency, flexible 
adjustment of production to market demand, equilibrium of the investment and con
sumer markets, and international competitivity of technological development and produc
tion. It is sure that it will be necessary to  substantially change the economic mechanism 
in the European socialist countries and it is equally sure that they will have to solve that 
tardily, under tougher economic circumstances and, therefore, the impacts of restrictive 
social factors will also be felt. Two versions appear to be probable:

— Enterprise independence will considerably increase but remain limited, shortage 
symptoms will decrease in means of production and consumer goods but will persist in 
certain fields; the importance of economic instruments will strongly increase in economic 
control but the central control of enterprises will remain to be moderately directive. 
Productive enterprises will become increasingly interested in international cooperation, 
yet this will manifest itself mainly as an exceptional interest of the export sector. With 
this kind of economic policy the country pursuing it will be interested in a more intensive 
international division of labour than at present but still in one which is only moderately 
intensive.

-  Enterprises will be granted full-scope independence and along with it the market 
and the whole of the economic environment will be more effectively controlled by 
economic administration for the sake of enhanced national economic efficiency. Directive 
instruction of enterprises will as a rule cease, prices will be adjusted to value relations, 
foreign trade prices will strongly influence the domestic prices and shortages in the 
domestic market will practically come to an end, the distribution of goods will be carried 
out with commercial methods. This will be accompanied by the development of a sellers’ 
market in consumer goods. The country pursuing this kind of economic policy will 
become increasingly interested in and capable of developing its international economic 
cooperation.

The future may be regarded to be open from the point of view whether most 
countries will prefer the first or the second version to base their economic policies on. 
However, it may also be imagined that the member countries will be strongly divided in 
this respect. The first version is more likely to come true especially in the situation of the 
Soviet economy which is indeed a special one and which shows the biggest number of 
specific features among all. Concerning smaller countries with higher foreign trade 
intensities it is more reasonable to anticipate the second version.

The future of the CMEA Community is alternative from the point of view whether 
cooperation will be covering different areas of the world or whether there will emerge 
separate regional blocs of cooperation. In the case of the first version, too, it is expectable 
that subregions maintaining special relations of cooperation will develop by necessity in the 
European, Asian and perhaps African areas between nearby countries on similar level of 
development. In the second case smaller regional communities will maintain relations of
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the mutual assistance type also between each other, furthermore, they will be linked by 
close cooperation with the Soviet economy.

Similarly two alternatives may be forecast for the mode and form of cooperation 
between the CMEA’s European countries for the future.

In the first version the entire European region would form a single united market 
which would appear as a free trade zone towards the outside world while inside the 
Community the free flow of commodities and workforce would be realized, further 
companies in international ownership (pooled joint property on corporate or cooperative 
basis) would be functioning unbound by country borders. National economic indepen
dence and national planning would be maintained also in this case but the directive nature 
would cease and domestic production would be supported against the competition of 
other socialist enterprises only in special cases.

In the second version a “double bond” of cooperation would evolve. Firstly, each 
smaller member country would remain to be closely linked with the Soviet Union, 
developing cooperation on the basis of the traditional bilateral relations. Secondly, in this 
case the common market mentioned in the first version would be created by the smaller 
countries so as to form a free trade zone with the Soviet Union. The smaller countries 
would make their currencies convertible also in their internal turnover, they would 
strongly specialize in production and facilitate the association of enterprises as well as the 
functioning of joint enterprises.

The alternatives of the future need not be and cannot be chosen today. They need 
to be thought over to serve as a special compass in the development of present and 
coming cooperation.

ТРАДИЦИИ И ТЕНДЕНЦИЯ К ОБНОВЛЕНИЮ В СОТРУДНИЧЕСТВЕ
В РАМКАХ СЭВ

Р. НЬЕРШ

Статья анализирует принципиальные основы экономического сотрудничества социалистичес
ких стран и характерные черты его более чем тридцатилетие! о развития. Оцениваются мотивы 
осуществления сотрудничества, его роль в экономическом развитии стран-членов, а затем 
рассматриваются и критически анализируются ключевые вопросы сотрудничества в рамках СЭВ: 
изменение целей и методов сотрудничества, однородност ь общественных отношений и разнород
ность экономических условий, различие в положении экономики СССР и малых стран СЭВ, 
мировохозяйственная позиция стран-членов и содружества в целом, взаимосвязи целей и приме
нения экономических рычагов.

В заключение в статье излагаются возможные альтернативы обновления сотрудничества и 
будущего развития.
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ADJUSTMENT TO THE WORLD ECONOMY 
IN EASTERN EUROPE*

Realistic approach from East, South and West, global understanding of the significance 
of structural transformations of the world economy with special regard to the process of 
international relocation of industrial activities and patient, staunch work in economic policy
making (primarily resisting protectionist pressures) would make it possible that a New Inter
national Economic Order be transformed from the realm of wishes to everyday economic 
reality. Due observance of the interests of each country-group is the way to support the 
efficient industrialization of developing countries and the formation of a steady, long-term 
East-South division of labour. This would by no means equal to substitution of East-West 
relations for East-South, or South-West relations for South-East ones. These often pronounced 
ideas of the 1950’s and 1960’s are bound to failure the same way in the 1980’s as they have 
been aborted at the time of their conception.

Rate of growth, economic reform and adjustment 
to the world economy

The limited scope of this paper does not permit an in depth analysis of the prob
lems of the oil price hike and other factors of extraordinary significance, that have 
changed the type of growth as well as the prospects for development in the world eco
nomy, which have had a shocking effect on East European countries and have radically 
transformed their prospects for economic development, too [1], [2]. I would also leave 
aside regional aspects of the adjustment process, which are considered to be endo
genous factors if looked at from a global point of view, but a determining external factor 
of the unified world economy, looking from the small East European countries’ point of 
view, as this analysis was done in a recent publication of the author [3]. Also purpose
fully omitted are countries like the USSR,** Albania and Yugoslavia, where the political 
context and the economic setup (size in the Soviet, self-management in the Yugoslav 
case) would require a separate examination before any kind of meaningful conclusions 
could be drawn. So the term “Eastern Europe” (abbreviated henceforth as EE) is 
meant to convey those countries of what historically had been Central and South- 
Eastern Europe, which are members of the CMEA and the Warsaw Treaty, and their 
small or medium size, the relative incongruence between their domestic resource 
(input)-base with output structure, the same type of political system, development stra-

*An earlier, shorter version of this paper was published in Italian. The author is indebted to 
the Editor o f Politica Internazionale (Rome) for permission to the publication of the thoroughly 
revised English language version o f the study.

**The Soviet economy is treated here only as the determinant external factor for the small 
EE states, or in some cases, for purposes o f illustration. For an analysis of the growing and irrever
sible interrelationships o f the Soviet economy with the world economy see [4], Chapter XV and [5]. 
See also [6].
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tégy, the principle as well as the institutions of socialist planning make it sensible to 
treat them as a group. In view of the above similarities in the actual course of devel
opments in the last decade there were bound to be some easily discernible analogies 
in the choices and the paths of adjustment and development.

Table 1
Trends in the rates o f  growth o f  national income (net material product) 

in East Europe (percent per annum, average)

Country 1966-70 1971-75
1976 -80 1981-85

plan actual plan

Bulgaria 8.7 7.9 7.7 6.1 4.6-5 .4
Czechoslovakia 6.9 5.6 4.9 3.7 2.7-3 .0
GDR 5.2 5.4 5.0 4.1 5.1-5 .4
Hungary 6.8 6.3 5 .4-5 .7 3.2 2.7-3 .2
Poland 6.0 9.7 -J Ö 1 1.6 *
Romania 7.7 11.3 11.0 7.2 7.1

USSR 7.6 5.7 4.7 4.3 3.4-3 .7

Source: National press of individual countries on plans and their fulfilment.
* According to  an information given by M. Wozniak, then Secretary of PUWP for 

Economic Affairs till the end of August, 1981 the Central Committee “was in no 
position to establish exact figures for the 1982-85 period” . (See [7]). According to  
Premier Jaruzelskis July 1981 speech in the Parliament the level of output o f 1978 
(i.e. the highest pre-crisis level) will not be met until 1986. See [8]. At the end of 
1981 the Polish national income was by 19 percent lower than in 1978 and in 1982 a 
further drop of 8 percent was registered. According to Zycie Gospodarcze 1983,
No. 8 , national income produced in 1982 was 26 percent less than in 1978, whereas 
national income consumed dropped by 22 percent during the same period.

Three phenomena deserve special attention. The first is the general tendency 
towards a decrease in growth rates. This preceded world economic changes in the case 
of some countries — except for Romania, the GDR and Poland, but importantly — 
including the USSR. The second is the significant discrepancies in planned and 
achieved results in 1976-80. The third is that the decrease in growth rates seems to be 
accepted as inevitable for 1981—85 by the usually optimistic central planners (with the 
exception of the GDR* but importantly the USSR inclusive). These developments are 
of great theoretical and practical importance.

The traditional approach of Marxist political economy of socialism has con
sidered the maintenance and even acceleration of rapid growth of national income as

* Analysis o f the growth-accelerating plans of the GDR would require a separate detailed 
analysis, in view of the several misunderstandings widely spread in economic literature in this respect. 
See in [9]. In fact, 1982 actual was + 3 percent, 1983 planned is 4.2 percent which indicates some -  
realistic -  slowdown in view of balance o f payments deficits in 1981-1985 in the GDR too.
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the attribute of the socialist mode of production and it has become conventional to 
use comparative national income growth statistics as a proof of the higher quality of 
the socialist system [10]. This conviction was maintained by part of the literature even 
in the early eighties, [11] although it had been correctly proved as early as in 1966, 
that in the impressive growth rates, achieved by the socialist community in the period 
of 1950’s and 60’s several specific factors played a role. Besides the undeniable mobi
lizing effects of the victorious new system, the socialist ideology, the introduction of 
the system of macroeconomic planning -  which made possible to increase the histori
cally low level of accumulation [12] to unprecedented levels, fulfilling by this a histori
cal mission, mobilizing existing enormous sources of extensive growth (such as agrar
ian over-employment, female labour, certain kind of raw materials, chronic white and 
blue-collar workers’ unemployment) — a major share was to be attributed to the 
possibilities inherent in a low starting level, furthermore to the so-called reconstruction 
period, which is longer than the mere achievement of the prewar production levels, 
however, is a one time factor. [13] Others had pointed to the exhaustion of the impor
tant factor of intra-CMEA technology-transfer (mainly from Czechoslovakia, GDR and 
the USSR to other CMEA states and also to China until 1961-62) as well as to the 
need for changing the system of directive, centralized economic management, which — 
as it could be mathematically demonstrated -  itself had become a growth constraining 
factor for the more developed EE economies by the mid-sixties [14]. So a decrease of 
the growth rate should have been no surprise, indeed. Nevertheless, as it is easy to spot 
from Tables 1 and 2, the above conclusion was not too quick in penetrating the public 
opinion of planning offices. In fact, it was not until the radical price changes took 
place within CMEA in 1975 that policymakers began to pay attention to those anal
yses, which stressed that in the changed conditions, the parallelly developed material 
intensive East-European economic structures could not be maintained unchanged.

Table 2
Trends in the rates o f  growth o f  industrial gross output in Eastern Europe 

(percent per annum, average)

Country 1971-75
1976- 80 1981-85

planplan actual

Bulgaria 9.1 9.2 6.2 5 .4-6 .2
Czechoslovakia 6.7 5.9 4.8 3 .4-3 .7
GDR 6.5 6.0 5.1 5 .1-5 .4
Hungary 6.4 S.9-6.2 3.4 3.5-4.1
Poland 10.4 0° k) 1 00 4.4 *
Romania 12.9 11.5 9.5 7.6

USSR 7.4 6.3 4.5 4.7-5 .1

Source: as Table 1.
*1981 annual plan: +0.5, actual: -1 2 .6  percent; 1982 actual: -6  percent (compared to 1980: 

-2 2  percent) according to  Zycie Gospodarcze 1983. No 8.
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Structural oversupply of manufactured goods of medium quality as well as rising prices 
for and decreasing quantitites of intra-regional raw material and fuel supplies called for 
changes in structural policy as well as changes in the economic mechanism, plus an 
adjustment of the dynamics of growth to the new conditions [15].

The apparent unwillingness to accept declining growth rates — which also shows 
an almost complete disregard for the impact of developments of 1973—1974 in five- 
year plans, completed in 1976 — had to do with several factors. One is the undeniable 
impact of the above mentioned approach of political economy, which had some ideo
logical impact on decision-makers. The second is a historical aspect, i.e. a typical 
approach for formerly backward countries, the popularity of the idea of catching up 
and a relative distress of equilibrium considerations. This factor was of special signifi
cance in some cases: in the GDR the obviously very strong element of competition 
with the other German state, in Romania and Bulgaria with the popular acceptance of 
highly ambitious development programs.* In Poland the instability of the Gierek 
leadership made it imperative for decision-makers to prove their legitimacy for the 
population both by (over)generous wage-increases as well as by the politically attractive 
idea of creating a new Poland within one decade. (The latter was a popularized form 
of the politically attractive, mobilizing concept of modernizing industrial fixed assets, 
of accelerating the growth of NMP on the base of western credits to such an extent, 
that it resulted in the doubling of national income within a decade.) These strategies — 
as well as the more moderate, but still ambitious dynamics-targets of Czechoslovakia — 
have grown into an alternative to the thoroughgoing reform of the economic mecha
nism, which after August 1968 ceased to be a main path of economic development in 
EE. Finally it cannot be left out of sight that right until 1978 in all of these states 
there was an almost complete denial or at least a serious underestimation of the scope 
as well as the size of the impacts of world economic changes on the socialist countries. 
There was a widespread belief in official circles that inflationary pressures can be effec
tively countered by budgetary means and that the unfavourable effects of changes in 
relative prices — affecting mostly the input side of these countries — as well as decreas
ing absorbing capacities of Western markets can be overcompensated by dynamizing 
intra-CMEA cooperation. Although some economists [16], [17] did show the difficulties 
in achieving such a dynamism within the given institutional framework, and others 
drew attention to the fact that — especially in case of deteriorating terms of trade — 
the widespread use of budgetary means is unable to compensate for losses, occurring at 
the level of the national economy, whilst it distorts the internal financial system, as it 
decreases the need for adjustment measures at firm-level, furthermore such a practice

*The aim of catching up is -  among others — also legitimized within CMEA by the common 
principle of helping to  equalize existing differences of economic development-levels, which was 
incorporated as an integral part into the Comprehensive Programme, adopted in 1971. This led 
some authors to discuss the above requirement as an economic law, which is obviously a confusion 
of notions, since law means a process automatically following from definite assumptions under 
given conditions, through an appropriate and definite mechanism of functioning.
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also destroys the transparency of the system for planners in the meantime [18], [19]. 
Still others pointed to the inevitability of restrictive measures and a switch over to 
export orientation [20]. However, these messages seem to have been taken into account 
to some extent only at the drawing up of 1981—85 plans.* Here planned industrial 
output growth rates mostly lag behind those of 1976-80 (sometimes of the actually 
achieved level of 1976-80, which seem to show a greater sense of reality).

The “insistence” of planners on dynamic (“ rush” rather than “harmonic”) plan 
targets in the 70’s had a systemic element, too. Namely the three decades of actually 
existing socialism witnessed -  as a rule — dynamic growth. Targets of distribution of 
the national income -  which is more or less a result of a form of bargaining process 
anyway** -  are set assuming a steady increase in the distributable income. A restrictive 
period brings about inevitable tensions, as it is becoming necessary to cut budgets or 
allocations of the competing economic units, and also to turn down socially and 
politically accepted (planned or projected) development aims, which intensifies the 
lobbying of those interested etc. A restrictive course is inevitably an unpopular one 
also under socialism, since it can not even partially be implemented without hurting 
particular interest-groups. So, historical, ideological considerations, foreign economic 
miscalculations and also systemic (sociological) factors had a part in the relatively 
undisturbed continuation of the growth orientation in Eastern Europe between 
1973-78.

It also deserves attention, that the first oil price rise hit EE states probably at 
the worst possible time from the point of view of their development objectives. Each 
of these countries went on an ambitious (compared to other five-year plan periods) 
programme of increasing living standards. The GDR was in the middle of a programme 
of increasing and modernizing “basic industrial structures” such as brown coal mining, 
metallurgy and petrochemical industry. Czechoslovakia embarked upon an ambitious 
programme for the development of heavy machine building branches, the production 
of nuclear technology and -equipment and also of petrochemistry. In Romania it was 
by about 1974 when the “political” line — advocating the adoption of strained plan 
targets in order to accelerate the catching up process — finally prevailed over the “eco
nomic” line — arguing for more balanced plans, a greater stress on incentives, agricul
ture, infrastructure and personal consumption — advocated by former Premier I. G. 
Maurer and former head of the Planning Commission Air. M. Berghianu [24]).*** In 
Bulgaria plan targets reflect the stress on the continuity of traditionally high-reaching

*The priorities followed in the neglect o f the above timely warnings were later qualified by 
the Hungarian Premier as “an abuse of the possibilities inherent in central planning” . See [21 ].

**This hardly needs any long explanation, if  -  as in the majority o f socialist countries -  the 
existence of partial (group as well as institutional and individual) interests under socialism is 
accepted. On this base it is legitimate to question the existence of an a priori national economic or 
social interest ôptimum, in view o f the individual and institutional interests o f the optimizing subjects 
and institutions. See [22] and [23].

***They were relieved from their duties in 1974 and 1972, respectively.
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growth ambitions, whereas in Hungary 1974 was the final year of virtual abandonment 
at the level of day-to-day decision-making (though importantly, not at the level of 
general political line) of the approach of the New Economic Mechanism. The new 
“ corrective phase” was characterized by a purposeful acceleration of economic growth 
(in connection with preparation for the Xlth Party Congress of the HSWP), continua
tion and even further launching of new, inward-looking, but still very import- and 
energy-intensive development programmes, such as for petrochemicals, for ferrous metal
lurgy as well as for the expansion of large-scale state-owned animal husbandry (first of all 
cattle rearing) in the form of a central programmes. In the then prevailing atmosphere, 
completely unfounded political optimism overran cautiously optimistic planners, who 
were suggesting 4 percent increase in national income and about 4 .5 -5  percent increase 
in industrial output. Looking back, even these calculations would have proven to be over- 
optimistic, although the second oil price hike obviously could not be reckoned on.

A similar situation could be traced in Poland, where the December 1976 Session 
o f PUWP declared the “new economic manoeuvre” . This meant a decrease in plan tar
gets, but -  with extremely optimistic assumptions concerning foreign trade flows, 
investments and growth — this concept did not realize the severity of underlying 
strains. Adequate corrective measures continued to lack in spite of the quickly deterio
rating situation of the economy, which was already then clear, — a finding supported 
by several contemporary Polish and foreign analyses [25], [26], [27], [28]. Back in 
1973—75 the original “economic manoeuvre” , launched in 1971 went on uninterrupted, 
even at an accelerated pace. The “manoeuvre” envisaged originally a 42 percent increase 
in investments over 1966-70, but instead “achieved” 90 percent, envisaged a 39 per
cent increase in real personal incomes and allowed in fact 69 percent, neglecting agri
culture and the consumer industries in the meantime, so it even more distorted the 
proportions of an originally imbalanced plan.* The Polish leadership might have also 
been mislead by the marked improvement in terms of trade, which only reflected the 
material intensity (i.e. relative backwardness) of Polish export structure, and was by 
itself a critique of the international competitiveness of the modernized industrial basis, 
and also of the efficiency of the reform-substituting “rush growth” concept itself.

The role of the policy of import substitution

But why did professional planners believe those evidently incompetent and naive 
views, which imagined the epochal transformation of the world economy to be “an 
internal affair o f capitalism” i.e. something which — as it were — “has no impact on

»This was related to the concept o f the so-called “open plan” , forming an integral part o f the 
strategy of accelerated growth [29] and [30]. According to this management practice, the centre 
did not even resist the plethora of new development endeavours, supported by various regional, 
sectoral and large enterprise interest groups, but rather approved them. However, the drive to invest 
and to dynamize the economy at any cost, regardless o f external eonomic constraints caused 
serious imbalances not only in the field of investments, but led to a situation characterized by 
competent Polish analysts already in autumn of 1980 as follows: “Planned economy exists only in its 
institutions, while the economy itself develops at random.” [31 [
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us” ? One major factor has inevitably played a part, and this was the inward-looking 
nature of socialist industrialization. Import-substitution has traditionally deep roots in 
Eastern Europe. It’s not only that Soviet industrialization went along these lines but 
even in the interwar period in Central and South-East Europe all industrialization 
patterns invariably were based on import-substituting concepts. This had a foundation 
in the so-called economic nationalism, which meant that the successor-states to the 
Austro-Hungarian Monarchy — in the name of self-reliance, in a political climate of 
general and mutual animosity, -  did what was in their power to dismantle the inte
grated large economic entities of the former empire. Despite of skyrocketing costs, 
each state embarked on creating all of her “own” branches of industrial activities in 
order to free herself from the “undesirable” consequences of “dependence” on the 
neighbouring state(s) [32]. Though this way of development contributed to the severity 
of the Great Depression, in the 1930’s and during the war the situation has not 
changed rather it has intensified.* Considering the fact that after World War II with 
the emergence of Cold War and the Western embargo policy, after all the concept of 
radial type of integration in the form of CMEA [33], [34] was realized, parallelism of 
industrial structures inevitably reemerged during the 1950’s and 1960’s, i.e. in two 
separate tides of socialist industrialization. Or, it can be put the opposite way: given 
the type of inward-looking socialist industrialization, the bilateral barter character of 
CMEA and the directively planned internal system of economic management of individ
ual socialist countries were inevitably given [35]. Therefore there was no coincidence 
that during the elaboration of the Comprehensive Programme in 1968-71, proposals 
for a gradual and mutual opening of markets of EE countries were put forward. And 
though the Programme itself did not explicitly exclude such a possibility, the lack of 
success in the monetarization of CMEA integration in the 1970’s was mainly put down 
to the continuation of mutual protectionism [36], [37], exerted in the interest of large, 
incompetitive economic units.

The distinguishing feature of the strategy of import-substituting industrialization 
in Eastern Europe was its two-tier character, preserved during three decades, i.e. 
national and regional endeavours to reduce imports developed in a parallel and inter
connected way. (This also implies the interrelationship to be expounded later, that if 
and when — as in the 1960’s and also in the early 1970’s — a development was 
launched in the small EE countries with an eye on external markets, then these foreign 
markets were automatically understood as CMEA-markets: they were driving at ceasing 
or at least decreasing dependence of other CMEA partners on Western imports, which 
were qualified as undesirable.)

*True, the period between 1929 and 1944 was that o f disintegration in the entire world 
economy, also characterized by the collapse o f the gold standard and the coming to the fore of an 
international commercial system based on bilateral interstate clearing agreements (frequently leading 
to barter trade) as well as by the concomitant narrowing of the international division of labour.
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At the same time the interdependence among the exports of East-European 
countries to their two main markets largely increased during the 1970s. This has 
become most obvious through the rapidly increasing dollar contents of exports to the 
rouble area. The rouble contents of exports to the dollar area also increased, though 
only to a much lesser extent.* The high dollar contents of CMEA joint investment pro
jects and several other factors justify that we speak about an exaggerated foreign eco
nomic openness** only as a whole, when jointly examining participation in the capital
ist and the socialist division of labour, respectively. As a matter of fact, also internal 
CMEA turnover might increase only if there were more products in Eastern Europe that 
are competitive also on the world market and vice-versa, the export capacity to 
Western markets would also improve if imports of hard goods within the CMEA could 
be increased.

The inword-looking character of the 1970s, i.e. of the third wave of EE indus
trialization can be illustrated by data in Tables 3 and 4.

Table 3
Share o f  exports in the industrial output o f  EE countries 

(percent)

Country
In total industry In engineering

1970 1978 1970 1978

Bulgaria 16 24 32 43
Czechoslovakia 14 20 34 45
GDR 12 17 21 32
Hungary 17 31 29 49
Poland 9 14 21 26
Romania 13 11 11 14

Source: See [4] p. 253.

From Table 3  it is obvious that the share of foreign trade — and it can be added: 
especially of trade with the West and South*** — are of relatively small significance to 
the internal industrial life of EE countries compared to their size. Especially this is the 
case in Romania, the GDR, Czechoslovakia, and -  probably surprisingly — in Poland, a 
country which has put the use of Western technology into the axis of her moderniza
tion strategy in the seventies. The above conclusion is even more evident if-drawing on

»Calculations concerning the exact magnitudes o f these increases were available only for 
Hungary (based on the data of the Ministry o f Foreign Trade).

**The topic whether the Hungarian and CMEA community’s economy is extremely open was a 
subject of a discussion in 1980-81, involving a large number of contributors on the pages of the 
Hungarian foreign economic monthly “Külgazdaság”.

***The latter statement does not follow from the figures o f Table 3, bu t ample statistical 
evidence supporting it is found in (2] and [38].
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the above source [39] — per capita export data are compared: in the CMEA average 
(thus including the USSR) was 223 rouble, of which Bulgaria: 580, Hungary: 679, 
GDR: 590, Poland: 287, Romania: 253(1), Soviet Union: 137 and Czechoslovakia 526 
Rbl, while EEC average was 1214, USA: 447 and Japan: 581 Rbl. These figures clearly 
indicate that per capita turnover of small EE countries equals — characteristically — 
with large countries of the West, i.e. significantly lagging behind characteristic data of 
countries of comparable size and level of development.

If the dynamics of foreign trade in the period of détente is compared to the 
whole period of socialist industrialization, one may get an interesting picture.

Table 4
Dynamics o f  foreign trade turnover in East European countries 
(1950=100; absolute data in million roubles /growth in percent)

1950 1970 1975 1978 1978/50 1978/70

CMEA 7402 55 355 126 166 175 148 2366 316
Bulgaria 225 3452 7521 10 347 4599 300
Czechoslovakia 1276 6739 12 171 16 473 1291 244
GDR 788 8479 15 930 20 745 2633 245
Hungary 580 4303 8645 16 151 2785 375
Poland 1172 6440 17 057 21 515 1836 334
Romania 410 3428 7960 11 519 2810 336

USSR 2925 22 079 50 704 70 224 2401 318

Source: as Table 3, p. 239.
Table 5

Quotient o f  the increase o f  per capita foreign trade, 
national income and industrial production

Increase of foreign trade 
tumo ver/in ere ase 

of industrial production

Increase of foreign trade 
tumover/increase 

o f national income

1960 1977 1960 1977

Bulgaria 230 265 290 280
Czechoslovakia 210 200 215 200
Poland 115 130 130 130
Hungary 210 335 260 445
GDR 210 225 205 220
Romania 130 110 190 120

Source: cf. Table 3, p. 238.

These data hardly need much comment. Table 4 shows some typical features of 
the individual countries’ involvement in the international division of labour, with special 
attention to the 1970’s. First, the autarkic tendencies of the Czechoslovak economy
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are striking in the whole period and especially in the years of détente given the 
country’s traditionally high level of economic development, poor resource endowment 
and small size, which — as Czechoslovak economists point to it — is in contradiction 
with existing autarkic tendencies. The size of the country in most cases makes it 
impossible to utilize economies of scale, and the too wide range of goods produced 
lead to inefficiency in individual fields, in addition to the neglect of the advantages 
from international specialization according to comparative advantages [40], [41]. The 
second striking example is the other most developed and small socialist economy, that 
of the GDR. Though in this case the general dynamics of external commerce does not 
fall behind the CMEA average (determined by the single largest member state, the 
USSR) it is still remarkable that it is just in that period, when the statehood of the 
GDR has already been recognized by more than 120 nations of the globe, should the 
inward looking tendency intensify, and foreign trade turnover should reach the smallest 
dynamics in the whole European CMEA. It is no less interesting that the country 
experiencing the most foreign trade oriented growth in the whole socialist industrializa
tion period, Bulgaria, had a below average growth in the seventies, so her relative open- 
nes by CMEA standards decreased in the period of intensified East-West contacts 
(Table 5). Poland is another unusually developing economy. Contrary to widespread 
beliefs, based on the present level of indebtedness in comparative terms the Polish 
foreign economic opening can be considered by no means extravagant, as its size in 
1970-78 was not much above the average* (i.e. that of the USSR). On the other 
hand, country-size, natural endowment, technological or international considerations 
taken together would hardly provide us with a sufficient explanation of the fact that 
in the whole period of socialist industrialization why has Poland remained the most 
closed economy (apart from the CSSR), with the growth of foreign trade lagging 
behind in the longer run even that of such a huge country as the Soviet Union. 
What is even more striking (Table 5) is that, in spite of the now often denounced 
explicit deliberations of the Gierek leadership, the relative openness o f  the Polish 
industry has not increased. According to authentic Polish economists this only reflects 
the continuation of the inward-looking development strategy of the 1950’s and 60’s. 
The investment expansion, which has become a substitute for economic reform meant, 
that though the volume of investments in 1971—75 grew at an annual rate of 20 per
cent, compared to 8 percent per annum in 1966-70, the volume of exports in con
stant prices grew only from 9.6 percent per annum in 1966—70 to an annual 10.7 per
cent in 1971—75 and 6 percent/year in 1976—79, i.e. most of the new investments did 
not serve a future export expansion, while the directive economic mechanism function
ing fundamentally unaltered, did not create either a pressure for or the interest in 
increasing exports. Meanwhile the overheated domestic market was ready to absorb 
everything [42].

*From 1979 on the volume o f imports has been decreasing, and in 1981 the volume of both 
Polish exports and imports decreased. This trend continued also in 1982.
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Romania’s absolute trade figures show international trade involvement of CMEA 
average intensity, still, it deserves attention that the relative opennes of the Romanian 
industry decreased reflecting the renaissance of the policy of self reliance from the early 
1970’s. Hungary’s increased participation in the international division of labour is only 
partly due to a more open approach to questions of international cooperation, in part 
it reflects those import- and energy-intensive priorities of economic development 
policy, which continued to expand those branches, where a high share of imported raw 
materials, intermediaries and technologies are needed but Hungarian value added is 
comparatively small (such as petrochemistry, central reconstruction programme for the 
steel and textile industries and the already mentioned central programme for large-scale 
cattle rearing). These priorities and also the maintenance of dynamic growth rates in 
face of the depressed world economic climate as well as the line of continued import 
substitution — contributed decisively to the emergence of a structural balance of pay
ments difficulty, which had rightly to become the centerpiece of economic policy 
priorities since December, 1978.*

Agriculture and the world market

The development of agriculture is summarized in Table 6. Two features deserve 
special attention: one is the long term tendency towards decreasing growth rates, trace
able at first sight in this field, too, the other is the large annual fluctuation of output. 
This can only partly be put down to weather factors as the sensitivity of gross agricul
tural output to climatic conditions is also one of the qualitative indicators of the level 
of development in the agrarian sector.

Table 6
Growth rates o f  gross agricultural output in East Europe 

(annual average, in percent)

Country 1971-75 1976-80
Of which

1976 1977 1978 1979 1980

Bulgaria 3.0 0.9 4.1 -4 .6 4.3 6.0 -4 .8
Czechoslovakia 2.7 1.7 -2 .4 7.9 1.5 -3 .9 6.0
GDR 2.9 1.0 -5 .8 7.2 1.4 2.5 0.2
Hungary 4.7 2.3 -2 .7 10.3 2.0 - 1.1 3.4
Poland 3.5 -1 .4 - 1.1 1.4 4.1 -1 .5 -9 .6
Romania 6.5 3.4 17.3 -1 .3 2.4 5.0 -5 .0

USSR 0.6 1.2 6.5 4.0 2.7 -3 .8 -3 .0

Source: as in Table 1.

*It was then when the Central Committee of the HSWP decided to abandon the original 
concept of the over-ambitious 5th five-year plan and redefined economic policy priorities so, that 
national income and industrial output growth targets be subordinated to the aim of restoring the 
equilibrium of the balance of payments and maintaining the international liquidity o f the country.
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Probably one of the most characteristic features of the period under examination 
was the increasing dependence of the group on extra-regional sources. It primarily has 
to do with massive grain and fodder imports of the two largest CMEA countries, 
Poland and the USSR (as well as of Czechoslovakia and of the GDR) from Western 
countries. The size as well as the stabilization of massive Soviet grain imports are of 
extreme importance, and are also a distinguishing feature of the development of the 
1970’s, as compared to earlier periods. In the 1950’s and 60’s for instance occasional 
shortfalls in agricultural production could be covered by imports from the USSR, i.e. 
from within the CMEA, since the Soviet Union was usually* self-sufficient in grain. It 
has to be noted, that — in connection with an increase in relative prices for agricultural 
produce, self-sufficiency aims were formulated in such traditional net importer EE 
countries as the GDR and Czechoslovakia for the 1976—80 as well as for the 1981—85 
periods. But it also had to be born in mind that in the above mentioned countries, as 
well as in such usually net agrar-exporter countries as Hungary, Bulgaria and Romania, 
the growth of agriculture presupposes massive imports of animal fodder, fertilizers, in 
some cases also of technology and breeding stock from Western suppliers. This “de
pendence” is by no means a shortcoming, since the import of the above items con
tributes to the maintenance of living-standards as well as to the formation of a basic 
item of export funds, realized for convertible currencies (the GDR and Czechoslovakia 
being no exception). The state of “dependence” in this field only strengthens a 
requirement, derived from a number of other interrelationships, namely the need for 
the EE countries to enhance rather than decrease their participation in the global divi
sion of labour also from the export side, i.e. the need to strengthen the export orienta
tion of their economies.

The energy sector and the world economy

The need to intensify the export capacities of EE states is also underlined by 
changes taking place in the energy sector. Though CMEA as a whole has always been a 
net energy exporter, as the community includes one of the world’s largest petroleum, 
natural gas, coal and electric energy producer, the USSR, still small countries of EE are 
by no means self-reliant, as they have not ever been during the period of socialist 
industrialization either. Socialist industrialization in EE relied on the relative abun
dance of Soviet raw material and fuel supplies; the processing and manufacturing 
branches of EE states were established on the use of Soviet raw materials, which were 
to be paid for by finished products, developed in many cases according to the needs of 
the CMEA partners, first of all the Soviet Union. Already in the 1970’s Soviet raw 
material supplies were growing at a decreasing rate, and from 1981 on there is even a

*Although in some cases substantial imports were needed, the most prominent case being the 
year 1963. It also has to be added that the volume of agrarian imports of this period is not comparable 
in size to that o f the 1970’s. (EE used to  be a traditionally agrarian area).
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decrease in the absolute volume of Soviet oil supplies accompanied by stagnating 
volume of deliveries of other fuels and raw materials. The scope of the present paper 
does not allow us to prove the objective nature of this process [43], [44], [45], but it 
is a matter of fact that this factor had a major part in the decrease in planned growth 
rates for 1981—85, as well as this explains to a large extent the modest 1978—80 
actuals. From the adjustment point of view two factors are of major significance.

First, the first oil price hike induced the adoption of a new pricing practice in 
CMEA in February, 1975, resulting in an annual increase of relative raw material and 
fuel prices. The characteristic answer for this by the small EE countries was increasing 
reliance on ineffective, but still “secure” domestic (and so “plannable”) energy re
sources, first of all the mining of poor quality brown coal and lignite. The extension of 
coal-mining caused considerable damages to the environment in several EE states, 
whereas power-stations built on lignite and brown coal lead to a steady increase in air 
pollution. Besides these consequences, this defensive “answer” to the challange of 
changes in relative prices clearly has had a negative impact on the growth potential of 
such countries as Hungary, Czechoslovakia and the GDR. In these countries about 1/3 
of all industrial investments have been allocated to primary energy-producing indus
tries, where macroeconomic efficiency is well below the national average. However, not 
even these exceptional efforts were making it possible to secure the amounts of energy, 
needed to avoid such anomalies as regular blockouts or as catastrophic an energy- 
situation — both in industry and in communal use -  as the ones occurred in the GDR 
and Czechoslovakia in 1978/79 as well as in Poland in 1979/80 and 1980/81.

The second major factor affecting EE adjustment was the continued high share 
of energy- and material-intensive branches in the total industrial output of all of these 
states. The third is the continued widespread use of gross output or realized output 
type of success indicators in the incentive system of most of EE states all over the 
period under discussion. As a result of the above three factors, the energy needs of the 
EE socialist countries well exceed those of West-European states. The energy intensity 
of 1 percent growth of GNP was 2 -3  times higher in East Europe. In 1978 for 
instance this ratio was 1.6 in Bulgaria and Czechoslovakia, 1.5 in Poland and USSR, 1.0 
in Hungary, 2.3 in Romania, 0.9 in Yugoslavia, whereas 1.0 in Britain, 0.5 in Japan, 
0.6 in the Netherlands, Austria, Sweden and in the FRG, 0.5 in France and 0.3 in 
Switzerland [46] — the latter — being the most relevant base for comparison for her 
small size and dependence on imported energy.

Consequently there are two options for small EE states: one is to decrease dras
tically the energy intensity of their economy by closing down inefficient plants, in
creasing prices for fuels and raw materials to world market levels, follow a structural 
policy of divesting formerly prestigious branches built at high costs and carry on a 
wholesale technological modernization. Using the terminology of Czechoslovak eco
nomists this would equal to giving up the traditional one-sided supply-oriented ap
proach in favour of a line concentrating on final national economic efficiency. This 
would include curbing energy demand, but only as a part of a general drive at effici-
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ency and international competitiveness, through economic (rather than the current 
administrative) means, in the framework of overall national economic policy rather 
than as a separate energy-policy [47], [48]. The other option is the one advocated by 
Soviet [49], [50] and Polish [51] economists,i.e. an increased reliance on energy imports 
from developing countries.
Let us consider the second alternative first.

Alternatives for East—South division of labour

It is no secret that in the course of the seventies the share of EE countries was declin
ing both in the total imports and the total exports of developing countries, and also the 
share of developing countries was decreasing in the total imports and exports of EE 
states. East-South trade -  including the USSR -  represented about 1.1 percent of 
world trade in 1978. The structure of East—South trade is illustrated by Table 7.

Table 7
Commodity composition o f  South-East trade by main groups 

(including the USSR, in percent)

Export
(of dev. count)

Import
(of dev. count)

1955 1970 1977 1950 1970 1977

Food 41.7 48.4 52.5 5.0 9.2 7.9
Agricult, raw material 51.1 24.9 11.4 7.3 2.7 3.2
Metals, minerals 2.7 10.7 6.4 6.7 7.1 4.7
Primary energy 0.5 1.6 20.5 10.0 4.6 9.2
Manufacturing 3.6 14.5 10.0 46.0 51.6 41.9

of which chemicals 1.7 1.5 1.2 3.5 4.0 4.6
machines - 0.2 0.3 19.4 37.2 28.2
other ind. g. 1.9 12.8 8.5 23.1 10.4 9.1

Other 0.4 9.9 9.1 25.0 24.8 33.1

Source: [52], p. 54. No public statistics were available in late 1981 for developments of 
the 1977—81 period.

The most striking changes in trade flows were a very substantial increase in the 
share of primary energy and food in the export of developing countries, followed by a 
decrease in the share of industrial goods. Manufactured products have always had a 
lion’s share in EE exports, and in view of the fact that the large “Other” group not 
detailed in UN statistics is also made up mainly of manufactured products (such as 
armaments etc) the traditionalist pattern of East-South division of labour seems to be 
self-evident. Also important are those changes which are not reflected in the trade 
structure, the most important of which is the industrialization of developing countries,
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which is reflected in the changes of the general trade pattern of the group. According 
to the statistics, published by the OECD, in total “Southern” exports the share of 
food decreased to less than half (from 36.7 percent in 1955 to 16.7 percent in 1977), 
the share of agricultural products diminished to a quarter (from 20.5 percent to 4.4 
percent in 1955—77) whereas increased the share of industrial products (from 7.6 to 
16.7 percent) and that of energy resources (from 24.9 percent to 57 percent). But if 
we abstract from the obviously distorting effects of the oil price hikes and take only 
non oil-exporting developing countries into consideration, the trend is even more 
pronounced: from 1970 to 1977 the share of industrial goods rose from 24.0 to 33.5 
percent of which machines from 3.7 to 8.6, “other” industrial goods — mainly 
industrial consumer goods — from 18.1 percent to 22 percent [52]. It was all the more 
important in view of the fact that the exports of developing countries to developed 
western (OECD) states — especially after 1973 — outpaced that of CMEA states. While 
industrial exports of developing countries from 1965 to 1977 increased 13.7 times, 
CMEA industrial exports including the USSR increased only 8 times, of which machine 
exports (SITC-7) by 38 percent per annum in developing and 22 percent pro year in 
CMEA states; in the period of 1975—77 CMEA machine-exports grew only at 13 per
cent per annum to the OECD area, whereas that of developing countries more than 2.5 
times as fast, by 30 percent per annum; so while the value of machine exports of develop
ing states in 1970 was somewhat behing that of CMEA countries, by 1977 it exceeded it 
by no less than fourfold [53]. So itis  evident, that it is industrial division of labour where 
East-South relations are lagging behind the general trends in world economy.

Apart from the existence of a possibility of the East-South division of labour there 
is also a necessity of it. Necessity is here understood in a double meaning. On the one 
hand, on the main extraregional markets for EE countries, i.e. in Western Europe in the 
last 7—8 years there has been a growing competition in products of material-, energy-, un- 
and semi-skilled labour intensive industries in view of the structural oversupply, which is a 
result of a parallel “maturing” of the industrialization processes in the two country- 
groups.* It means from the market side that there is a growing pressure on EE from a 
group, which — in most cases** — has comparative advantages combined with a preferen
tial treatment in commercial policy over the EE states. On the other hand in the given sys
tem of economic management of the socialist countries there is a shortage in labour,***

*To my knowledge B. Kádár was the first in the EE economic literature to  draw attention to 
practical consequences of the above developments for the economic policy of EE socialist states (54).

**It is an interesting phenomenon that the most successful exporters o f finished products of 
the second part of the 1970s, the ASEAN-со un tries, not included in the Lomé agreement, had the same 
commercial'policy disadvantages as the East-European countries, still they had incomparably better 
export results. This indicates that in the development of international competitiveness discriminatory 
commercial policy factors were o f minor rather than determinant significance [55], [56].

***It is discussed among EE economists whether this shortage is of objective nature, or in case 
of switching over from a “soft budget constrained” economic system to a “hard budget constrained” ,
i.e. a really marketized one (as described in detail in [57] would lead to some open unemployment).
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especially of the unskilled and semiskilled trades. Consequently this shortage could be 
alleviated by “exporting it” in form of macroeconomic despecialization, i.e. by switching 
over to continuous import from the developing countries. This would require the 
divestment of lagging behind industries, i.e. a conscious decision to bare its social costs in 
terms of closing down plants and retraining employees. It should be kept in mind that 
such a structural policy would unambiguously contribute to enhancing macroeconomic 
efficiency in individual EE countries by allowing them to specialize in such activities 
where they have comparative advantage over other states, while better satisfying con
sumer and producer demand for products of the divested branches at lower costs. The 
latter also improves export-competitiveness of producers from the cost side and increases 
consumption.

The above decision is in my view the cornerstone o f  all East-South dialogue i f  that 
is to bring about meaningful results in real economic terms. This would also allow EE 
countries to switch from the defensive to  offensive in international debates concerning the 
New International Economic Order. This is the way they could practically contribute to 
the industrialization of the Third World over and beyond the long existing support of 
principle. However, the above outlined approach has definite advantages over the by 
definition abortive traditional approach (which considered this field to be primarily as a 
matter of aid): it envisages increasing interdependence, based on the sound mutual 
economic self-interest of both groups of countries.

As far as the earlier discussed approach is concerned, which centers on questions of 
energy-supply for EE, it follows from the above said that a continuation of the still too 
much traditionalist East-South division of labour pattern (or even strengthening this 
character, as the energy-import approach would imply) would contradict to general 
trends of structural transformation of the world economy, as well as to the manifestedly 
successful aspirations of developing nations. It is not only that advocation of such type of 
division of labour would hardly be lucrative to would-be partners in the Third World. 
What is more, in my view, it is not even possible to enforce. It has been correctly 
established in Hungarian specialized literature that nowadays the conclusion of long-term 
agreements mean practically no bigger safety from the importer’s point of view than 
obtaining energy resources from developing countries under usual conditions [58]. As far 
as choice of partners are concerned, from a pragmatic point of view, for EE developing 
countries can be classified in three categories.

1. Solvent countries

a) OPEC and similar fuel exporting countries* Their markets under present con
ditions are no more easy to conquer — especially with mediocre products — than the

*In spite o f the present -  and probably lasting -  oil glut, these countries will continue to be 
much more solvent than the Third World average. Geographical considerations also make several Arab 
countries an attractive partner for EE in the long run.
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markets of Western Europe, buyers can choose from the global offer. Of course, it is an 
important limiting factor of commercial competitiveness that East-European countries 
often can not grant the internationally accustomed, occasionally long-term credits for the 
deliveries of machines, big equipments or infrastructural projects.*

b) The so-called newly industrializing countries (NIC). Here the competition 
raised by developed Western countries is as strong as with the former group on the one 
hand, while first of all not fuels or raw materials may be purchased from here, since these 
countries mostly have to import these commodities even themselves.

2. LDC- s

Here I see very Umited possibility for manoeuvre. EE countries could increase 
their industrial exports — and in some cases also agricultural exports to LDC-s, but 
not without overstraining their already very strained balance of payments in convertible 
currencies. EE countries are in a decade of cutting investments, stagnating — even 
decreasing — living standards, and have to take the pains of structural readjustment. 
Consequently they are in no position of forwarding those large sums of capital and 
technology that would be needed for utilizing nearly unexplored natural resources. On 
the contrary, owing to several factors analyzed elsewhere, for utilizing the richness of 
CMEA integration in raw materials and fuels, (which increasingly equals to Siberian 
development projects) these states themselves are in need of imports of most advanced 
Western technology [62], [63J. This is shown among others in the “deal of the century” , 
the USSR—FRG gas deal (originally envisaged for 1974), just as in joint CMEA invest
ments — among them the Orenburg gas pipeline jointly built by CMEA-countries, where 
both technology and pipes of adequate diameter had to be bought from West. It follows 
from the above said that for EE countries both for obtaining as well as economizing 
energy, Western technology-transfer-and consequently increasing exports to the West-is 
simply indispensable. For EE it is hardly concievable that the New International Eco
nomic Order could be established without taking East-West relations into consideration, 
or with the aim of substituting East-West for East-South relations.

For the “offensive” solution outlined earlier it seems necessary that EE countries 
give up their longstanding tradition of import substitution. Internal factors of develop
ment make it necessary anyway to switch over to the export-oriented growth model, 
meaning that all other factors of economic policy (such as income distribution, educa
tion, employment policy) are to be subordinated to that task [64]. Still, it has to be born

*This limiting factor would be eliminated if  following China, Romania, Laos, Yugoslavia, 
Cambodia, Poland, Viet-Nam and Hungary also other socialist countries joined the IMF and the World 
Bank. Partly this motivated the above socialist countries to join these institutions. Soviet economists 
already drew attention to the rationality of such a step years ago [59]. In Poland the view is that this 
step was taken too late for them [601, [61].
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in mind that the practical implementation of such a concept is a formidable task. In view 
of the strong vested interests (group and institutional) in maintaining the structures 
formed under decades of import substitution, this is no easy way.

An export-oriented, offensive development strategy also implies a thoroughgoing 
reform of the traditional directive system of planning, as — I have tried to prove 
elsewhere [65] — it is not possible to be integrated into the world economy with an 
economic system, which was devised to and applied for implementing an inward-looking 
strategy in a huge country with vast extensive reserves. Fundamental changes have taken 
place both in the internal and the external real economic situation of EE countries as well 
as in national economic pohcy priorities since the introduction of the system of 
mandatory planning in EE in the late 1940’s. Economic and also foreign policy priorities 
have changed: seclusion from the rest of the world is not an aim any more. The 
recentralization process of the 1970’s have not proved to be a convincing and viable 
alternative for the 1980’s.

These days there is an important difference in EE from the reform-wave of the 
sixties and from the implementation of growth dynamizing strategies of the early 
seventies: namely in all EE states the interdependence o f  foreign economic and systemic 
factors are clearly realized by economic policy making. First steps in order to cease the 
hermetic isolation of internal and external markets are taken in all EE. This is the most 
obvious in case of Poland and Hungary, where — respectively — the reforming and further 
reforming of the whole system of management has a direct link with the foreign 
economic difficulties of these states.*

Other East-European countries also introduce remarkable measures, though within 
the framework of the system based on directive planning. Thus, for example, in Romania

*In Poland currently one may speak mostly about reform projects, since the “small reform” 
introduced in 1981 practically did not exceed such traditional measures -  already planned also by the 
Babiuch government — as reduction of the number of compulsory plan indicators and the increase of 
the role of financial indicators to some extent [66]. In the course of 1981 the ever sharpening shortage 
situation forced several such measures (e.g. the forming of an economic “ super government” in the 
form of the anti-crisis emergency staff, making a series o f operative decisions, rationing, material 
allocation and strict central distribution of imports) which worked towards the preservation of 
directive elements and of the hierarchical management structure. Therefore the summarizing statement 
o f Professor Bobrowski, chairman of the Government experts’ commission may hardly be disputed, 
according to which in 1981 the directive planning system practically no longer existed in Poland, while 
it has not been replaced by any other viable system [67]. In 1982, when the reform was introduced 
under martial law, this could obviously be done only in a contradictory and insufficient way, as 
reflected in the course of debate on the Sept. 23, 1982 session of the Committee on Economic 
Reform [68 J. The 1982 actual steps went much further than the Babiuch proposals as e.g. in a number 
of branches associations were formally dissolved. Nevertheless practical contradictions of the logic of 
the shortage economy run by soldiers to that of the regulated market could mostly be resolved at the 
expense of the latter, while the originally introduced regulations also included a number o f inconsis
tencies in this direction. See in detail in [69] and [70].
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— just as in Hungary, in October, 1981 — a uniform rate of exchange of the lei was 
introduced in the framework of the officially declared aim of achieving convertibility of 
the national currency. In the GDR an organic relationship has been established from the 
institutional side between production and foreign trade by having attached foreign trade 
enterprises to industrial combines (in various organizational forms). In Czechoslovakia 
relative fuel and raw material prices are gradually approximated to world market ones -  
primarily through adjusting to price changes within the CMEA. As a first step in this 
process the modification of producer prices for raw materials and fuel in 1979 and 
1981, respectively, (their raising by about 50 percent each time) may be considered, 
which were also felt in further phases with the adjustment of manufacturing and 
agricultural prices, enacted in January 1982. The “retention quotas” in which successful 
exporters may dispose of a part of convertible currency they earn will be applied again, 
and debates are going on whether the basis of fixed producer prices should completely 
or partly be effective import prices instead of domestic prime costs. In Bulgaria a definite 
and central element of management measures introduced in 1979 — called there “new 
economic mechanism” — was the direct linking of domestic prices to those on foreign 
markets (first of all CMEA prices). This element seems to have been weakened from 
Jan. 1982, but the two conceptual elements of Bulgarian NEM, i.e. an attempt to 
marketize the economy and increasing the country’s participation in the global division 
of labour has been restated with increased vigour by the Bulgarian leaders. A common 
feature o f  the management measures in all East-European countries is that nowhere 
are these measures considered as final word -  with regard to the requirement o f  adjust
ment to the challenge of new developments in the world economy. The view is generally 
shared that the economic mechanism of all East-European countries should be further 
modified so that the individual national economies become more responsive to changes 
of the world economy and may more flexibly adjust to them.
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ПРИСПОСОБЛЕНИЕ К МИРОХОЗЯЙСТВЕННЫМ УСЛОВИЯМ 
И ЭКОНОМИЧЕСКОЕ РАЗВИТИЕ В ВОСТОЧНОЙ ЕВРОПЕ

Л. ЧАБА

В первой части статьи автор рассматривает в историческом аспекте тот вопрос, почему малые 
страны-члены СЭВ не замедлили (до второго взрыва цены на нефть) темпы своего экономического 
роста в связи с изменениями, происходящими в мировой экономике и почему наступило 
вынужденно замедление экономического развития к началу 80-ых годов. Запоздалое приспосо
бление объясняется как стремлением к преодолению исторически сложившегося отставания, 
подходом к вопросу о темпах развития с идеологических позиций и системными факторами, так 
и ошибками во внешнеэкономической политике и прежде всего — недооценкой крупных изменений, 
происходящих в мировой экономике и внутри СЭВ.

Говоря об экономической стратегии замещения импорта автор указывает на то, что традиции 
такой практики в Восточной Европе уходят к 20-ым годам нынешнего столетия. Общий характер 
экономического роста, обращенной «во-внутрь», сравнительно слабая роль международного 
разделения труда не изменились даже в период подъема экономических связей между Востоком и
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Западом. Как раз наоборот, сохранение стремления к замещению импорта является непосредствен
ной причиной недостаточности экспортных товарных фондов, требуемых для балансирования все 
растущего объема импорта. В 70-ых годах структурная зависимость от мировой экономики в двух 
таких областях, в которых восточно-европейский регион раньше мог полагаться на СЭВ — в 
энергетике и сельском хозяйстве. Это выдвигает необходимость экспортной ориентации и 
разделения труда не только между Востоком и Западом, но также и между Востоком и Югом.

Останавливаясь на альтернативах отношений между Востоком и Югом, автор указывает на 
то, что восточно-европейским странам не следует смотреть на развивающиеся страны как прежде 
всего на источник своего снабжения сырьем, потому что такая традиционная модель сотрудничест
ва не только не привлекательна, но и не осуществима. Путь будущего может быть только 
расширение (точнее создание) разделения труда в области промышленности между Востоком и 
Югом. Для этого от восточноевропейских стран требуется — далеко не легкий — отказ от 
протекционизма, а также и изменения в хозяйственном механизме.
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HUNGARY’S ADJUSTMENT TO THE NEW 
WORLD MARKET RELATIONS

В. CSIKÓS-NAGY

Due to the deterioration of the terms of trade Hungary had to export by twenty 
per cent more at the end of the seventies for financing the same import compared to the 
situation a decade before. Second oil price explosion (1979-1980) will gradually effect 
the Hungarian economy in the period 1980-1984 as CMEA foreign trade prices follow 
world market prices with a delay.

With an economic policy implemented in 1979, Hungary has succeeded to adjust 
itself to the new relative world market prices but an equilibrium could be achieved only 
with economic stagnation. The investigations for a new path of economic growth have not 
been clarified yet.

Changes in price relations and their impact 
on the Hungarian economy

In the 1970s radical changes took place in conditions of the international division 
of labour which have unfavourably affected the Hungarian national economy since 1974. 
All this may be illustrated as follows:

Table 1
Price changes between 1970 and 1980

Denomination 1970 1974 1979 1980

Value of US $
On the basis of world market price level 1.00 0.50 0.38 0.28
On the basis o f currency basket1 1.00 0.85 0.70 0.77

Price o f gold — 1 oz. in dollars 35 200 200 700
Price of oil — 1 barrel2 in dollars 3 12 16 30

Change in world market price level3 100 199 259 353
Without oil 100 185 237 260
Terms of trade4 100 190 157 208

Notes
1 Devaluation of US dollar as compared to the 20 most important commercial cur

rencies (on the basis of data in publications of the Financial Statistics International).
2 Saudi-Arabian oil; price FOB Persian (Arabian) Gulf.
3 UN statistics.
“Increase o f relative prices o f natural resources on the world market.
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In 1970 the price of gold (1 ounce = 35 dollars) was maintained by the promise of 
the US Government to exchange US dollar assets into gold for alien subjects under the 
Foreign Exchanges Act. Resulting from several factors, first of all from financial burdens 
of the Viet-Nam war, US dollar assets of alien subjects under the Foreign Exchanges Act 
accumulated to an extent never experienced before, and that undermined confidence in 
US dollar as reserve currency. In this situation the US Government saw no other 
possibility for saving its gold reserves than to abolish the obligation of conversion.

Thus, the development of prices was characterized by two major factors in the 
1970s. One was the separation of gold price from currency values and the other that of 
oil prices from product prices. All this manifested itself in a way that while the overall 
world market price level increased to three and a half-fold, the rise of oil price was 
tenfold and that o f gold price twentyfold. These market price relations largely impaired 
conditions of the international division of labour for the Hungarian national economy. 
This is understandable if we take into consideration that Hungary belongs to countries 
relatively poor in natural resources and the relative prices of these increased (compared to 
semi-finished and finished products) to twofold on the world market. For commodity 
pattern and sales policy reasons the Hungarian export price level did not increase as much 
as it would have been possible. After all, by the end of the decade a unit of import could 
only be compensated by an amount of goods by 20 percent more in terms of working 
time input. This involved losing 10 percent of the Hungarian national income.

But the unfavourable process has not yet come to an end with this. The second oil 
price explosion of 1979—1980 on the world market will fully make feel its effects on the 
Hungarian economy impairing thus the terms of trade and decreasing the national income 
in the period of the 6th Five-Year Plan (1981 — 1985) in conformity with the principle of 
sliding price basis applied in the CMEA.

Deterioration in the terms of foreign trade — with living standards taken as given — 
reduces net accumulation, while changes in relative prices cause structural problems. 
Structural problems seemed to be sharp so much the more, since investment projects 
completed or in process in the course of implementing the energy policy concept adopted 
as early as in 1964 increased the energy intensity of the Hungarian national economy and 
within this specific oil consumption. The energy policy concept adopted in 1964 set the 
following aims:

— to transform the energy structure; to increase the role of hydrocarbons in the 
supply with energy; to close down coal mines working uneconomically, furthermore

— to carry on with selective industrial development; to give up, if possible, the 
further development of energy-intensive industries and rely first of all on cooperation 
within the CMEA.

This concept was based in both respects on the Hungarian—Soviet cooperation. 
Most important elements of this were the building of oil pipelines, creation of a uniform 
network of electric transmission lines and the comprehensive cooperation programme on 
bauxite-alumina-aluminium. Transformation of the energy structure in the direction of 
hydrocarbons started already in the 1960s and the specific energy demand of economic
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growth changed favourably and accelerated following the 1964 decision on energy policy, 
so that it could not be slowed down even by the oil price explosion in 1973.

For a better understanding it should be known that following the economic reform 
of 1968 economic growth accelerated in Hungary just as the process of modernization of 
the economy. This postulated from the very beginning that the use of hydrocarbons

Table 2
Development and structure o f  energy supply in Hungary

Denomination 1970 1975 1980

Energy consumption (1012 kcal) 202 245 300

Energy structure
(percentual distribution) 
various kinds o f coal 48 36 28
hydrocarbon 45 57 63
other 7 7 9

Altogether 100 100 100

would increase to an extent exceeding the rate of economic growth, resulting first of all 
from the following factors:

— In the production of electric energy there was a change-over from coal to oil and 
natural gas.

-  Realization of a large-scale programme of olefine production.
-  Introduction of chemicals in agriculture.
-  In transport the implementation of a railway Diesel-programme, simultaneously 

giving preference to road transport as against railways.
— Mechanization of households and change-over from coal heating to oil and gas 

heating in households.
— General motorizaton.
These trends also had a part in the upsetting of equilibrium following the 1973 oil 

price explosion. Therefore, a revision of the 1964 energy policy became necessary and a 
new concept adjusted to changed world economic conditions had to be developed. Stress 
was more and more laid upon specific energy savings. Individual elements of this concept 
were developed between 1974 and 1978, but became a uniform, comprehensive new con
cept only by 1979. According to the new decision on energy policy made in 1979 the 
yearly average growth rate of energy consumption should not exceed 2—3 percent as 
against 5 percent in the 1970s. At the same time the share of hydrocarbons should dimin
ish in the energy structure. The planned transformation of the energy structure may be 
presented as follows:
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Table 3
Medium-term development o f  the energy 

structure in Hungary (percentage)

1980 1985

Various kinds of coal 28 25
Hydrocarbons 63 59
Nuclear energy - 7
Others 9 9

Altogether 100 100

Necessity of slowing down growth

Hungarian economic policy had a period of parturition in the years 1974—1978. 
Principles and methods of adjustment to the new situation have developed in debates 
going on for many years. Debates were going on also concerning possible variants of a 
radical solution of the problem and a postponement of problem solution.

There was a view according to which the upset equilibrium had to be rapidly 
reestablished by a radical, one-step measure, by a 10 percent reduction of living 
standards and investment. This proposal was unacceptable, not only for political reasons, 
but also for economic considerations. Namely, the assumption was unrealistic that 
“products and services” released in this way could be sold on the world market without 
difficulty.

After that debates were going on whether the international balance of the economy 
might be reestablished by an acceleration or precisely by a slowing down o f  growth. The 
related uncertainties of state planning are well reflected by the chart included in a 
publication of the Central Statistical Office entitled “Living standards 1960—1980” , 
presenting the development of national income and its utilization.

It is well indicated in the chart that while the material consumption of the 
population was practically adjusted to the development of national income, net accumu
lation has shown cyclical fluctuations. It would lead us too far if reasons for this were 
analyzed in detail. Nevertheless, the striking rise of the years 1976—1978 reflects the 
concept of the Fifth Five-Year Plan, covering the period between 1976 and 1980, 
according to which it is possible and expedient to overcome the deficit in the balance of 
payments by accelerated growth. According to this concept the additional export re
quired for the reestablishment of international equilibrium may be relatively rapidly 
created by an acceleration of growth, in a way that the rate of increase of the living 
standards should be reduced only to a small extent. This concept proved to be unrealistic. 
For keeping the balance of payments in equilibrium foreign credits had to be raised to a 
greater extent than planned.
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Development o f  national income and its 
utilization (1960-1980)

Already in 1978 an analysis was made to clarify relationships between economic 
growth and the increase of im port. According to this a 1 percent increase of the national 
income entailed a 1.3 percent increase in imports from the non-rouble areas. But this 
latter was more than 2 percent when the annual growth rate of the economy exceeded 
3—4 percent. That is, acceleration of economic growth had an accelerating effect on 
imports from the non-rouble areas and export could not keep abreast of it. The problem 
we were faced with here did not result from the fact that the Hungarian economy had no 
export potential, but from specific requirements connected with additional material and 
energy imports.

In the expenditure on natural resources those particularities are reflected in case of 
the Hungarian economy that characterize economic cooperation within the CMEA. 
Hungary covers 20 percent of her oil needs from domestic production, while 80 percent 
is imported from the USSR. From the world market only occasional, small purchases are 
made. However, trade in raw materials and fuel within the CMEA should be divided into 
two parts. One -  namely, the larger — part is realized in the usual clearing trade based on 
inter-state trade agreements and regulated by the system of quotas. The other part is 
regulated by special agreements.

In the usual clearing trade price formation is determined by the system of CMEA 
contractual prices and settlement is made in transferable rouble. Contractual foreign trade 
prices of the CMEA are based on world market prices. In the course of the formation of 
foreign trade prices within the CMEA world market prices were taken into consideration 
through price revisions made every five years between 1958 and 1975. Following the 
world market oil price explosion in 1973 the Executive Committee of the CMEA made a 
decision that a more elastic price mechanism should be applied. According to this, from
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1975 on contractual prices of the CMEA have been changed yearly, taking average world 
market prices of the previous 5 years into consideration and also the possibility of chang
ing prices may be yearly raised by contracting parties in bilateral relations.

In case of oil deliveries based on special agreements the prevailing world market 
prices have to be paid in convertible currency. In special agreements the stipulation of 
payments in convertible currency is sometimes symbolic, namely, when CMEA-countries 
mutually deliver products that might otherwise be obtained on the world market only for 
convertible currency. On such occasions convertible products are the subjects of exchange 
on both sides and prevailing world market prices control an equivalent exchange. In such 
an exchange those products are qualified convertible in which Hungary is traditionally 
trading on the world market.

Purchase of oil in the CMEA clearing trade means temporary preference for 
Hungary as compared with world market oil prices. That was especially important in the 
years following the first explosion of oil prices in 1973, but also in years after the second 
oil price explosion of 1979-1980. Differentiation of prices may be presented as follows:

Table 4
Crude oil prices 

($/barrel)

Year
Cost price 

(Hungarian 
production)

CMEA import 
price* *

Basis
(Saudi-Arabian 

oil price)

Average world 
market price

1976 3.62 7.25 11.6 12.5
1977 3.67 9.15 12.5 13.4
1978 3.98 11.9 12.9 13.8
1979 4.24 14.2 17.4 19.6
1980 5.15 15.2 28.2 30.4
1981* 5.18 18.1 32.0 33.0

* March 15,1981
**According to the official rate of exchange of the transferable rouble.

Following rises in world market oil prices with a delay can, of course, not be 
interpreted as a one-sided advantage granted to the Hungarian national economy. Accord
ing to the CMEA principle of price formation the Hungarian national economy delivers, 
for example, agricultural and food industry products at relatively low prices, too. Their 
prices fixed in transferable rouble are based on such world market prices that are 
considerably lower than those applied in the foreign trade of West-European countries 
among each other. Nor can it be neglected that in Hungarian exports, too, the share of 
products of the character of raw materials is relatively high (more than 20 percent) and 
rises in world market prices are enforced here with the same delay.
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Apart from this, almost each element of delivery terms (scheduling, quality, in case 
of capital goods servicing, supply with spare parts, etc.) is so much different on the two 
markets that an unambiguous conclusion may hardly be drawn merely from price 
differences, especially if in important raw materials and most advanced technology 
imports from the world market are largely needed, while Hungarian production structure 
is adjusted first of all to demands of the socialist market.

Nevertheless, it may be stated rather unambiguously that one transferable rouble 
may be obtained relatively more cheaply than one US dollar because the commodity 
pattern of export to the CMEA is better adjusted to Hungary’s production structure; 
there are no duties to be paid, the geographical potentialities are better and for other 
reasons. However, this difference may be exploited only to a limited extent considering 
the aspect of economic development, since imports required for the boosting of exports 
to CMEA-countries may be ensured from these same markets only with growing difficul
ties in the commodity pattern necessary for Hungary.

In CMEA clearing trade the quota for oil import has not increased for some time. 
As a consequence, additional oil import should be settled at prevailing world market 
prices even within the CMEA. This means that when demand of the national economy 
exceeds the quantitative threshold ensured by domestic production and by the import 
quota prices by barrel are increasing by leaps and this affects the terms of trade and 
increases international indebtedness, since the financing of import runs against the 
quantitative limits of possible exports.

Thus we have come to the conclusion in Hungary that in the medium run the rate 
of economic growth should be restricted, at least until a new growth path is found where 
a balanced development may be ensured. This concept was accepted in 1979 and the 
positive effect of restricted growth could almost immediately be felt through the 
improvement of the balance of foreign trade. Deficits in the balance of trade with the 
non-rouble area were less in 1979 than planned, while in 1980, under the effect of some 
other favourable factors, the balance of payments showed a surplus — for the first time 
since 1973. With the aim of braking growth the 6th Five-Year Plan covering the period of 
1981 — 1985 was developed and approved.

In the 6th Five-Year Plan two thirds of the increment of the national income are 
envisaged for additional exports and for the development of the national economy on the 
basis of a consolidated balance of international payments, with a relatively low rate of 
growth. In the domestic use of the national income the maintaining of living standards 
already attained is a fundamental goal. The volume of benefits above wages is automa
tically increasing year by year. State burdens caused by pensions are always greater, not 
only because with a longer life expectancy the number of pensioners increases but also 
because the proportion between the old low pensions and the high new ones yearly 
changes in ’favour of the latter. For such and other reasons, with living standards 
unchanged, the structure of wages and incomes other than wages has to change in favour 
of the latter. In other words, unchanged living standards may be maintained in the 
medium run only with decreasing real wages. Figures of Table 5 do not indicate this,
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because they refer to averages of five years. The unchanged level of real wages in the 
period of 1981—1985 means in reality its diminishing as against the wage level already 
attained in the first part of 1979. Real wages were decreased by round 4 percent as a 
result of the consumer price increases of July 23, 1979.

Table 5
Some major indicators o f  economic development 

(at comparative prices, yearly average growth rate in percentage)

1965-1970 1971-1975 1975-1980 1981-1985
(plan)

National income 6.8 6.2 3.5 2.8
Domestic use o f the national 

income o f which: 6.7 5.6 1.9 0.9
consumption 3.6 4.7 3.0 1.7
accumulation 12.2 8.1 - 1.6 -2 .3

Real income 6.4 4.6 1.7 1.3
Real wages 3.4 3.3 0.5 0.0
Export surplus 3.7 3.6 3.0

Maintaining the living standards will be possible even under such circumstances only 
by reducing the level of accumulation against 1980. Thus, the share of accumulation in 
the domestic use of the national income will diminish from 20 percent in 1980 to 17 per
cent by 1985.

When elaborating the 6th Five-Year Plan the main attention was paid to issues of 
the expected development of world market prices and of the energy saving programme.

According to forecasts inflation will continue on the world market, but its rate will 
presumably be slower in the first part of the 1980s than it was in the second part of the 
1970s. In our view the level of export prices may be raised by round 6 percent on a 
yearly average, resulting from inflationary price trends in the non-rouble markets -  with 
other conditions unchanged. A presumable moderation of world market inflation will 
take place only if

— restrictive economic policy will continue in industrialized countries, furthermore,
— no third price explosion will be caused by OPEC.
These two hypotheses organically determine each other.
In harmony with forecasts of European institutes for market and business research 

we expect that the relative price of oil will continue to increase on the world market. As 
against the 35 percent increase of Hungarian export prices estimated for five years a 
70 percent oil price increase may be expected. Despite this only a 4 percent deteriora
tion in the terms of foreign trade has been planned, and we reckon with a stabilization of 
hydrocarbon demands at the 1980 level with the successful realization of the energy 
saving programme: the about 10 percent additional energy demand may be met mostly
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by electric energy; therefore, oil import from the world market for domestic use will be 
needed only to a minimum extent. If this really happens, then, with the improvement o f  
structure and a good marketing policy, the terms o f  trade could even be improved.

There is a basically different situation as regards relations within the CMEA, where 
contractual prices follow world market ones in the average of five years. In Iiungaro— 
Soviet trade a deterioration of terms of trade exceeding 10 percent should be reck
oned with.

Problems of the new growth path

Responsible leaders o f Hungarian economic policy are concerned mainly with two 
questions at the beginning of the 1980s. One is slowing down the growth rate and the 
other the creation of the new growth path. For the time being the inner harmony of a 
more moderate rate, and later the material conditions of upswing have to be ensured.

Oil is one of the several hundred natural resources, but as regards its importance it 
is number one among all of them. According to an old computation made for 1962 
energy sources amounted to round two thirds of the value of mineral resources exploited 
all over the world; oil alone amounted to more than 40 percent of the total value of the 
world’s mining output. If the value of mining is examined with the changed equivalents 
following the 1973 explosion of oil prices, then the share of energy sources in the output 
of mining represents 78 percent, while oil 60 percent according to approximate compu
tations.

This image may make it clear that the process of adjustment to changing relative 
prices is basically different in case of energy than in that of any other mineral. Should 
any substitution be the task to be solved, then how can this material, amounting to 
60 percent of the total value, be replaced by others? Since oil is the basic material of 
several products, how could it be replaced by any other material when precisely oil 
processing had made the development of new industries possible? From all this follows 
that when oil has to be saved because of limited supply then it is very likely that the rate 
of economic growth will also slow down. If the usual yearly average growth rate 
amounted to 5—6 percent previously, then this may be around 3 percent in the new 
situation. As a matter of fact, fast economic growth was rendered possible precisely by 
relatively cheap oil and the powerful increase of demand for it.

However, even the problems of a production structure ensuring a more moderate 
growth rate have not yet been cleared. In the given production structure there are 
obviously progressive sectors, efficient enterprises and it is not intended to restrict their 
development. On the contrary: what is really important here is the transformation of 
the production structure. Both research and development activity and investment policy 
should be put at the service of this goal.

As far as energy consumption is concerned development policy is based unambi
guously on the general rule that it is cheaper to save a unit of energy than to produce it. 
Thus, Hungarian development policy pays great attention to the following issues:
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— Energy saving technologies. In this regard it is enough just to refer to changes 
occurred in the production technology of Hungarian alumina and aluminium production.

— Energy saving product constructions. Here the change-over from electronic tubes 
to semi-conductors in the construction of TV-sets may be mentioned.

— Improving the efficiency of energy conservation. One of the major fields for this 
is the insulation o f buildings and the manufacturing of draughtless doors and windows.

— Harmonization of production organization with the requirements of the electric
energy system. Some good results could be observed in certain branches of large-scale 
industry in the field of the minimization of peak consumption of energy. i

In the 6th Five-Year Plan-period the main task is not a quantitative increase of the 
industrial production in general, but a gradual shift towards an efficient structure and the 
utilization of the “breathing space” created by the restriction of growth for raising the 
standard of production. All this should be strengthened connected with a better market
ing policy; the international competitiveness of the industry should be improved and the 
share of products saleable on all markets increased.

However, the question has come to the fore and become the centre of scientific 
investigations in Hungary already in the late 1970s what requirements should be fulfilled 
as regards production structure in order to be able to hold on in international competi
tion even under increasingly difficult conditions. Following long debates a resolution was 
adopted in 1977 on the guidelines of long-term foreign economic policy and of the 
development of the production structure. This resolution is an important document. The 
industrial strategy of the 1980s was worked out in consideration of these guidelines. The 
resolution gives priority to the manufacturing industry as against the extractive sector 
despite the fact that Hungary has to import a major part of natural resources needed. 
There was a view that in an opposite case too great a part of available capital would have 
to be spent on increasing the exploitation of natural resources, while, in consequence, the 
share of production in meeting national economic demands would hardly increase. 
Development — according to this view — should increase first of all the export potential 
and reduce the specific material and energy consumption of the national economy.

According to the resolution the qualification of the production structure and the 
elaboration of a development concept should rely on methods combining technical and 
economic aspects. Main goals of the development of the production structure should be 
identified in such a way that proportions of industrial branches be regulated by interna
tional competitiveness. At the same time the resolution starts from the statement that in 
the evaluation of long-term development objectives technological criteria have, a primary 
part. Special importance is attributed to four criteria by the resolution, namely to;

— production volume and series,
— a scientific and technological background,
— an up-to-date sales policy, and to
— infrastructure.
It seems, however, that the 1977 resolution was made with a view to the concept of 

economic growth planned from the production (supply) side. As against this, the new
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growth path shows possibilities rather in the concept of an economy governed by 
demand. Therefore, it is now examined what the new elements are by which the 
resolution should be completed. Even independently of this, the determination of the 
role of price caused the greatest problem as regards the development and realization of 
industrial strategy. This is a specific problem of socialist economy since in the system of 
planned economy, with the state ownership of the means of production it depends on 
government decisions whether the market mechanism may function and how. The 
relevant resolutions determine how plan and market should be synthesized, i.e. whether 
price may have a control function in the industrial strategy. In the former case price is 
stmcture-orienting, while in the latter only structure-serving.

Hungarian economic policy followed the latter way until 1968 and changed over to 
the former one after that. But, in connection with the activation of the price function in 
debates on the economic mechanism in Hungary distinction has always been made 
between the control of the macro- and micro-structure. There was a prevailing view that 
while an enterprise could organize material purchases, production programming and sales 
with large-scale independence, a more efficient central control was needed in develop
ment policy. This is achieved partly by the budgetary subvention of investment and 
budgetary contributions to the projects, and partly in such a way that in national 
economic plans guidelines are determined by the Government for the National Bank of 
Hungary to be enforced in the investment credit policy of the latter.

Under more difficult conditions ’ economic growth and requirements of elastic 
adjustment to changed conditions of the international division of labour the problem of 
the orienting role of price has been raised more explicitly than previously also in the 
development of macro-structure. It was mainly on this account that economic regulators 
were modified in 1980, first of all the system of competitive prices was introduced. This 
initiated a new course in development policy that is not welcome by everyone in 
Hungary.

Competitive prices deviate from cost prices as regards the regulation of profits and 
losses. With the former international competitiveness, while with the latter the existing 
production structure are determinant. But, when we changed over from the latter to the 
former in 1980 — because of the deterioration in the terms of trade — the average rate of 
profits to be realized in producer prices had to be reduced. Those who object to this say 
that interest in investment has been diminished by this and the process of structural 
transformation has been thus endangered.

In reality a new grov/th path cannot be achieved simply by pushing a button, by 
pumping more profit into prices and thus creating financial cover for investments. The 
essence of the problem lies in the change-over from a growth path governed by produc
tion to another one controlled by demand. A new course of growth unavoidably brings 
about also problems. We are in a stage of looking for new ways and much depends 
precisely on the best possible enforcement of efficiency by the preservation of the 
normative character of economic regulators.

Routine thinking attached to “easy” money-making “attacks” in different ways the
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system of competitive prices as a disciplinary force imposed on the economy. Thus the 
question was raised that not the export, but the import price be the regulator of the price 
level. However, this would mean reverting to the system of cost prices, as a matter of fact, 
together with all its irrational features, since import prices contain also customs duties 
which differentiate in order to protect the production structure we are just about to 
change. On the one hand, adjustment to import prices would further raise the level of 
producer prices and, on the other hand, it would change structure-orienting prices into 
structure-following ones. Therefore, we cannot follow import prices in principle, but may 
make occasionally concessions in the interest of financial support of import-substituting 
credit constructions.

АДАПТАЦИЯ К НОВЫМ УСЛОВИЯМ МИРОВОГО РЫНКА 

Б. ЧИКОШ-НАДЬ

В 70-х годах произошли коренные изменения в условиях международного разделения труда, 
которые, начиная с 1974 г., весьма неблагоприятно затрагивают венгерское народное хозяйство. В 
конце рассматриваемого десятилетия с точки зрения единицу импорта можно было сбалансировать 
лишь экспортом, на 20 процентов большим по объему трудовых затрат. Это означает потерю 10 
процентов национального дохода страны. Этот неблагоприятный процесс еще не закончился. Второй 
взрыв цен на нефть на мировом рынке, состоявшийся в 1979— 1980 гг., в соответствии с применяемой 
в рамках СЭВ скользящей базой ценообразования будет далее ухудшать пропорции внешнеторгово
го обмена Венгрии и, таким образом, уменьшать национальный доход в период 1980—1984 гг.

Ухудшение пропорций внешнеторгового обмена — если считать жизненный уровень 
неизменным — приводит к сокращению чистого накопления, а изменение относительных цен 
приводит к структурным проблемам. Проблема производственной структуры обострилась уже и 
потому, что в результате осуществления правительственной концепции энергетической политики, 
сложившейся еще до взрыва цен на нефть, осваивались капитальные вложения, которые увязывали 
модернизацию экономики именно с увеличением потребности в энергии, с ростом удельного 
потребления нефти.

1974— 1978 гг. являлись периодом исканий венгерской экономической политики. Принципы и 
методы приспособления к новой ситуации сложились в ходе многолетних дискуссий. Дискуссии 
велись о возможных вариантах как радикального решения проблемы, так и ее откладывания на более 
поздние времена. Потом шла дискуссия о путях восстановления нарушенного равновесия 
народного хозяйства: следует ли ускорять темпы роста или, 'наоборот, снижать их. В ходе пятого 
пятилетнего плана, охватывающего период 1976— 1980 гг. решение пытались найти посредством 
быстрого наращивания мощностей, расширяющих экспортный потенциал, то есть форсированием 
экономического роста, однако из-за чрезмерно возросшей вследствие этого международной 
задолженности страны этот процесс пришлось притормозить. План на шестую пятилетку, 
охватывающую период 1981—1985 гг., был разработан и принят уже под знаком ограничения роста. 
Но концепция сдерживания роста фактически действует в венгерском народном хозяйстве уже с 1979 г. 
Благодаря ей в 1979— 1981 гг. были достигнуты значительные успехи в сокращении международного 
дебаланса.

Венгерская экономика проявляет большую готовность к адаптации изменяющихся условий 
лрового рынка. Однако до настоящего времени восстановление равновесия было возможно лишь 

посредством экономической стагнации. Еще разыскиваются пути к новой траектории экономическо
го роста. В завершающей части статьи рассматриваются некоторые, связанные с этим вопросы.
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A. KÖVES—G. OBLATH

HUNGARIAN FOREIGN TRADE IN THE 1970’S

By the end o f the 1970’s growing indebtedness towards the West had become the basic 
problem of the Hungarian economy. Thus, any analysis o f the foreign trade of the decade must 
try to answer the principal question why, under what circumstances, and how this disequilib
rium had come about and accumulated. It is understandable that research into the nature of 
external economic problems has become the focus o f the Hungarian economic literature and 
economic thought. This writing is also concerned with such questions, it is aimed at contribut
ing to  the knowledge o f the reasons and circumstances and at presenting certain, so far undefined 
interrelations.

External disequilibrium, as the term is used in economic literature and official 
documents, has emerged and accumulated in Hungary in the trade with Western coun
tries: in the past decade, especially between 1973 and 1978, the export to these countries 
could not catch up with the increase of imports from them. The discrepancy of growth in 
exports and imports may have, in principle, many reasons, and if we point out one of 
them (or attribute different weights to different causes) this involves serious conse
quences for economic policy. The advisable cure is completely different if the main prob
lem is found in the ‘excessive’ growth of imports (either because of mistakes in economic 
policy or ‘coincidences’ or by the sheer rapidity of the increase in prices of imported 
goods), than if we regard the insufficient export performance as the responsible factor for 
the lack of external economic equilibrium. In the latter case the consequence will be 
different, again, if we derive the troubles from the weakness of the export potential or 
from adverse (or deteriorating) external conditions. It is not incidental that these 
questions are in the focus of the Hungarian debates concerning external economic 
problems*

Disequilibrium and deterioration in the terms of trade

In the pursuit of causes let us depart from the well-known fact that during the 
1970s, parallel with the emergence of the disequilibrium, the terms of Hungarian foreign 
trade significantly deteriorated. A widespread view, voiced especially often earlier in 
economic literature supposed an unambiguous causal relationship between the deteriora
tion in the terms of trade and the growth of debts on the basis of temporal coincidence.

*See e.g. the discussions on economic openness published by “ Külgazdaság” in 1980-81. [7), [8], 
[131,[161,|17],(18].
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Although such a relationship is well conceivable, the study of the indicators showing the 
changes in the terms of trade warns us to refrain from jumping to hasty conclusions.

For, while indebtedness grew mostly toward the Western countries, the deteriora
tion in the terms of trade was not in the least restricted to the trade accounted in dollars 
or to that with non-socialist countries.* On the contrary, the overall 20 percent 
deterioration in the terms of all Hungarian trade between 1970—1980 was a result of the 
fact that import prices in the trade with non-socialist countries grew by 14.5 percent 
more than export prices, while this figure was nearly 20 per cent in the trade with 
socialist countries. Although Hungarian trade suffered a more significant deterioration in 
its terms towards the socialist countries, the lion’s share of the foreign trade deficit 
accumulated in the trade with non-socialist countries. These figures in themselves warn 
that an explanation of foreign trade deficit toward Western countries directly and 
unambiguously with the deterioration in the terms of trade with them only is a one-sided 
and simplifying approach.

Table 1 represents the changes in the terms of trade of the 1970s according to 
groups of countries as well as groups of currencies. As it is apparent, the difference 
between the terms of trade with socialist countries and trade settled in roubles is 
relatively little, while that between the terms of trade with non-socialist countries and the 
trade settled in currencies other than roubles is large. The more adverse figures for the 
trade settled in currencies other than roubles results from the changes in the prices of 
goods traded between Hungary and CMEA countries, but settled in convertible curren
cies. In this class of trade, always transacted at current world market prices, Hungarian 
imports consist mainly of oil and other fuels and raw materials. This explains why the 
deterioration in the terms of trade was especially significant in this field.

In general: the changes in the terms of Hungarian foreign trade obviously differ 
according to the groups of countries because of the different pattern of trade with (first 
of all, of imports from) these countries. The terms of trade deteriorated to a large extent 
(in case of trade with developing and socialist countries, and, within this latter group, 
with the Soviet Union) where imports are characterized by an overwhelming, or at least, 
significant proportion of commodities the prices of which showed a markedly rapid

I
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*In analyzing the development of foreign trade Hungarian economic literature uses the division 
according to  groups of countries (socialist-non-socialist) and that according to groups of currencies 
(rouble-non-rouble) as well. Both criteria have their justification: the division according to groups of 
currencies rather reflects direct balance of trade aspects, while the division according to  groups of 
countries emphasizes the economic political problems that bear on the reasons of the development of 
the trade balance in the final analysis. The difference between the divisions according to groups of 
countries and of currencies, deriving mainly, but not exclusively from the trade settled in dollars 
between CMEA countries, is itself a fact calling for an economic-political explanation. Thus, an 
analysis of the whole of Hungarian foreign trade is only possible by using both divisions and, thus, the 
reader is going to meet both with the distinction between trade with socialist and non-socialist 
countries, and with that between trade settled in roubles or dollars. The greater incidence of the first 
criterion reflects the basically economic political orientation of this paper.
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Table 1
Changes in the terms o f  Hungarian trade in the 1970s

Trade with Trade settled in

socialist non- developed 
socialist industrial

develop
ing roubles

currencies 
other than

Total

countries roubles

1980 terms of trade 
in percentage of 
those in 1970 

Change in 1970
80.1

-19 .9
85.5 94.1 

-14.5 -5 .9
49.8

-5 0 .2
79.8

-20.2
80.7

-19 .3
80.4

-19 .6

Source: Calculations based upon data in: Külkereskedelmi Statisztikai Évkönyv (Yearbook of 
Foreign Trade Statistics) 1979 and 1980. In Hungáriám.

increase in the 1970s. In contrast with this, the relatively slight deterioration in the terms 
of trade with developed Western countries is explained by the fact that the global 
commodity structure of Hungarian imports and exports did not justify a significant 
adverse shift in price relations.

To put it otherwise, with the given composition of commodities traded, and under 
a CMEA price-setting system more rapidly following world market prices than before 
1975, it was a natural and unavoidable process that the terms of Hungarian trade with the 
socialist countries underwent a significant deterioration. In contrast with the deteriora
tion in the terms of trade with Western countries, where the process was concentrated on 
the two years following the first oil price explosion, and which, since then, has already 
been followed by a slight improvement, the process of deterioration in the terms of trade 
with socialist countries started somewhat later and has become more or less continuous.

Volume changes in Hungarian foreign trade

The effects of the deterioration in the terms of trade may be very different 
according to the volume changes concurrent with price changes. At first sight it 
may seem rather advantageous that Hungary managed to increase the volume of exports 
to socialist countries so that its total value over the decade reached the order of 
magnitude of imports in spite of the deteriorating terms of trade. As a matter of fact, the 
compensation for losses from price changes caused by the worse terms of trade through 
export surplus became one of the central economic policy targets in each country 
affected by the oil price explosion. However, in our case this meant that the efforts made 
at compensating for the losses incurred by the harder terms were concentrated in the in
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crease of exports to socialist countries, while during the same period the volume of Hun
garian imports from these countries grew insufficiently.

During the whole of the past decade the volume of imports from socialist countries 
by Hungary increased at an annual average rate of 5.5 percent, while that of exports to 
these countries increased at 8.5 percent, or more than 50 percent faster. However, the 
growth of neither the exports nor the imports was even: in the second half of the decade 
the growth of exports as well as of imports significantly slowed down as against the 
preceding years, so that there was a shift in proportions in favour of exports against 
imports: while between 1971—1975 the annual average growth of imports was 8.4 per
cent and that of exports 11.6 percent, the former only increased by 2.7 percent annually 
between 1976—80, the growth of exports being 5.4 percent p.a. during the same period. 
Thus, the proportions between the increase of exports and imports shifted from the
1.38 characteristic of the first half of the decade to 2.0 in the second half.

Table 2
Average annual growth rate o f  (he volume o f  Hungarian foreign trade between 1961 -8 0 , percent

Year

Imports from Exports to

socialist non-socialist 

countries

Total
socialist non-socialist 

countries

Total

1961-65 8.3 13.4 9.5 11.0 12.2 11.3
1966-70 10.9 13.1 11.6 8.7 10.9 9.3
1971-75 8.4 4.9 7.3 11.6 3.9 6.6
1976-80 2.7 5.5 3.9 5.4 9.0 7.0

Source: Külkereskedelmi Statisztikai Évkönyv (Yearbook of Foreign Trade Statistics) 1971,1980.

The problems become clearer if we put the figures of the 1970s into the perspective 
of a longer period, as we did in Table 2. As it can be seen from the table, during the 
1960s Hungarian imports from the socialist countries grew very dynamically: between 
1961-1965 by an annual 8.3 percent, then between 1966-1970 they reached the peak 
of the last 20 years with an annual average growth of 10.9 percent. During the first half 
of the 1960s, and later at the beginning of the 1970s, the volume of exports grew faster 
than that of imports (by 32 percent). However, the period between 1966—70 was 
uniquely advantageous: during this period the Hungarian imports from socialist countries 
increased significantly faster than exports, at a rate more than 20 percent higher than 
export growth.

An analysis of the five-year plan periods of Hungarian imports from socialist 
countries during the past two decades points out a striking correlation between the
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increase of import volumes and the development of the Soviet economy. For, in the near 
past, the period between 1966-1970 was also the most successful one in the Soviet 
economy, when the growth of national income accelerated in comparison with the earlier 
plan period, and economic growth became more harmonious (the agriculture and the 
consumer goods producing sector of industry made a significant progress, and, as a result, 
living standards greatly improved). The decade of the 1970s, especially its second half, 
was, in turn, characterized by a gradually slowing growth, coupled with a cumulation of 
economic tensions [9]. This correlation is not surprising as imports from the Soviet Union 
play a determining role in Hungarian imports from socialist countries. In addition, the 
development of the other CMEA countries was also similar to that of their most 
important partner in many respects, especially from the mid-1970s on. So it may be 
stated that the slowing down of imports from the socialist countries coincided with the 
emergence of balance problems in the Hungarian trade with Western countries and this 
took place independently from, and even contrary to, Hungarian economic policy 
endeavours. The reasons lie in the objective factors of economic development in the 
CMEA countries: in the general slowing down of their economic growth, in their 
increasing internal and external difficulties. Among others, the mere emergence of 
tensions seriously affected the branches and sectors the products of which are heavily 
represented in shipments to Hungary. For this reason, the imports from socialist countries 
not only failed to help ease the balance of trade problems in relation to Western countries 
but, directly or indirectly, also induced additional demand for imports from the West.

We must emphasize this interrelation all the more as one feature of the Hungarian 
economic policy endeavours aimed at the improvement of the balance was the very 
control of the growth of imports from the West judged as excessive, though, in a 
‘historical’ perspective, i.e. in comparison with the growth rates of the 1960s (of Table 2) 
the increase of the volume of imports by Hungary from the West slowed down to a great 
extent already in the first as well as the second half of the 1970s. As the “ turning point” 
in the import growth took place in 1972-73, it cannot be regarded as an adjustment to 
later world economic changes, the less so, as in the very year of 1974, bringing about the 
most serious deterioration in the terms of trade, the growth of the volume of imports 
from the West showed the highest rate in the 1970s. The restriction of imports in 
1972—73 was a usual concomitant of the downturn of the investment cycle, it was thus 
natural that the later processes also followed the normal pattern: periods of acceleration 
and deceleration followed upon one another, less as a function of world economic trends 
than of the domestic economic, especially accumulation (investment) activities, develop
ing more or less independently from the above mentioned world economic events.

Amidst the extreme fluctuations, however, under the pressure of balance-of-pay- 
ments problems, the average annual increase of imports from the West slowed down to 
less than two fifths of the rate of the preceding ten years. This reduction of growth could 
well have been even more significant had the possibilities of increasing the volume of 
imports from socialist countries not decreased from the middle of the decade on. As they 
significantly did, against the intentions of Hungary as pointed out above, it became clear
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that even a domestic economic growth more modest than in previous years could only be 
sustained if imports from the West were allowed to continue to increase, if only at a 
reduced rate.

This situation greatly contributed to the fact that by the second half'of the decade 
the relative growth rates of the volume of imports from the West and the socialist 
countries greatly changed. While in the first half of the decade the annual growth of 
imports from the West was 4.9 percent, i.e. slightly more than half of the growth rate of 
the imports from socialist countries, by 1976-80 the growth rate of Western imports 
overtook that of socialist imports. This period saw an increase of the former at an annual 
rate of 5.5 percent, or more than twice the growth rate of imports from socialist 
countries. The analysis of the years 1976—78, excluding the effect of the economic 
policy measures taken in 1979—80, even shows that the volume of imports from the West 
grew many times faster than imports from socialist countries, at an annual average rate of 
12.2 percent.

This extremely high growth rate was undoubtedly in close relationship with an 
economic policy which rightly earned the criticism of Hungarian economic literature and 
economic political judgement for its delaying the adjustment to world economic changes 
and, in correlation with this, for having failed in regaining control over investment, and, 
in general, accumulation processes. We shall later deal with the questions of economic 
policy adjustment. Let us only indicate as much here, that the boosting effect on Western 
imports of this misconceived policy was inseparable from the fact that the growth of 
imports from socialist countries was not only inelastic in face of the changes of domestic 
economy, but its rate even significantly decreased in the second half of the 1970s. 
Consequently, the mistakes of domestic economic policy also manifested themselves in 
the changes of the demand for imports from the West.

Still, it has to be emphasized that, although the extremely fast growth of imports in 
certain years is inseparable from the buoyancy of growth and accumulation activities, 
from economic political mistakes and errors, the data fo the second half of the 1970s, 
including the severe restriction of Western imports in the last two years, show that in case 
there are difficulties in importing from elsewhere, not only a fast, but any development 
involves significant and growing demand for imports from the West.

Such import demand increases for two reasons. On the one hand, certain commodi
ties which had been traditionally imported mainly from the socialist countries can no 
longer be imported from them in sufficient quantities and the difference must be 
purchased from outside the CMEA countries. This is the closest and most obvious 
relationship between imports from the two groups of countries, and it is also the most 
often mentioned one. This relationship affects mainly, but not exclusively, the Hungarian 
imports of raw and basic materials. The slowing rate of raw material import shipments 
from socialist countries, and in case of several materials, a zero growth of imports exerts 
an increasing pressure on the growth of imports from the West even when the decelerating 
growth of the economy, rationalization in the use of raw materials and energy, the forced 
(and not always economic) development of the domestic production of raw materials, or
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the gradual restructuring of production and consumption all may contribute to the 
mitigation of the demand of the economy for raw material and energy imports.

On the other hand, the growing limits to the imports from CMEA countries are not 
restricted to these traditional, key commodities: they are characteristic of imports from 
them in general. The demand of domestic production and consumption for various 
imported goods of varying modernity and complexity that naturally and necessarily 
emerges to an increasing extent can be less and less satisfied by imports from socialist 
countries because of the slowing down of the growth of these countries and the increasing 
economic tensions. For this reason, these demands have to be met to a growing extent by 
imports from outside CMEA countries.

At times of fast economic growth, with other factors unchanged, such demands are 
greater than under the circumstances of limited growth or stagnation. Apart from the case 
of the freezing or decline of the economy that would extremely exacerbate domestic and 
external economic tensions, however, the slowing down of growth, the brake on domestic 
consumer and investment demands can but curb demand but cannot render the above 
correlation invalid. Whatever the rate of growth of the economy, the continuous eco
nomic process, the solution of economic problems necessitates continual changes in the 
structure of production (exports), enhancement of modernity and efficiency, rapid 
growth of exports, and all this is inconceivable without a continual restructuring of 
imports, without the emergence of renewed demands for imports, and without their 
satisfaction.*

This problem, of course, is as little new as are the limits to raw material imports 
from CMEA countries; in case of the latter the second half of the 70’s was a period of 
exacerbation of older problems. For, it is a long standing practice that Hungary buys not 
only modern machinery and equipment from the West but a large part of intermediary 
products as well, i.e. materials to be processed, parts, semi-finished products. The reason 
for this, besides the known difficulties in the cooperation among domestic enterprises and 
the ensuing end-product orientation of development programs,** is that specialization in 
intermediary products has always been the weakest point in cooperation among CMEA 
countries and the trade in manufactured products is traditionally characterized by mutual

*Another aspect of the additional demand for imports from the West and their wide scale, not 
restricted to raw materials is that the increase in volume terms during the 1970s came exclusively from 
the increase o f imports from the developed West while Hungarian import from the developing 
countries was not significantly greater at the end of the decade than in 1970. Without going into an 
analysis o f the special questions of trade with the developing countries, we must remark that in the 
light of the actually witnessed trade processes the wishes (explained in detail elsewhere [10] according 
to which the commodities unavailable in sufficient quantities from CMEA countries should be 
imported from the developing countries in the first place turn out to  be especially unrealistic. As 
against such views, reality shows that the above analyzed effects o f the slowing down of imports from 
socialist countries involve precisely imports from the developed industrial countries.

**A detailed analysis o f the problem can be found in the article o f M. Laki [14] and the book 
of k .ln z e lt  [6].
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shipments of finished products [2, 5]. The slowing down of imports from CMEA coun
tries, together with an unchanged system of cooperation, only excerbated this old 
problem by the end of the past decade, in spite of efforts made at the improvement of 
cooperation and specialization. The combination of these two features, the limits to such 
imports from the CMEA countries, the clumsiness of purchases and the irregularity of 
shipments, the often insufficient quality and choice of products on the one hand, and the 
dominance of end products in exports to them on the other, involves the large-scale 
conversion of imports from the West into exports to the socialist countries, the processing 
o f valuable Western raw materials, parts, etc. into finished products to be exported.*

Only by taking into account all these processes can we fully appreciate the fact that 
in the second half o f the decade the growth rate of exports to socialist countries exceeded 
much more that of imports from them in comparison with earlier periods. This shift in 
proportions in the trade with socialist countries resulting in a slower growth of imports 
became, through inducing additional demand for imports from the West, another factor 
in the growing indebtedness toward Western countries, for, not only the additional 
imports put a pressure on the balance of trade with Western countries, but such an effect 
was produced by the relatively fast increase of the exports to socialist countries. The 
Western import content of such exports was high already at the beginning of the 1970s 
and also showed an increasing tendency [1], and this tendency continued through the 
second half of the decade. This process was amplified by the shipment of heavily 
Western-import-intensive capital goods, increasingly imported for investment purposes 
after 1974.

Finally, the picture of the import volume processes of the 1970s is not much 
modified by an analysis of data based on currency groups, instead of the hitherto applied 
classification according to groups of countries.

A comparison of Tables 2 and 3 bears out that, compared with the data of the first 
half of the decade, deceleration of growth of Hungarian imports settled in roubles is even 
more accentuated than that of imports from socialist countries. This is understandable, as 
the limits to the increase of imports from socialist countries mean, first of all, the limits 
to the growth of imports settled in roubles and the trade settled in dollars within the 
CMEA aims at relaxing these very limits, at mitigating the slowing down of growth. The 
scope of such relaxation is, however, itself limited, as it is shown by the fact that there is 
no significant difference between the increase of volumes of trade with socialist countries 
vs. trade settled in roubles. The reason is that the scarcity of goods -  the main obstacle to
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♦Among engineering products, for instance, the value of subassemblies bought from Western 
countries amounts to more than half o f the price of compact washing machines, semi-conductors, 
certain television sets. (This proportion is about 40 -50  percent in the case o f steam turbines, NC 
grinders and the bus IKARUS 212. The proportion is about 20 -3 0  percent in the cases of, e.g. NC 
milling and drilling machines, transformers, cash registers or tape recorders.) More than 25 percent o f 
the value of computers, refrigerators, pressure controllers is constituted by imports from the dollar 
area, while traditional grinders, certain lifting and transporting equipment or boilers contain only 
5 -1 0  percent o f Western imports [12].
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Table 3
Development o f  Hungarian foreign trade settled in roubles 

and in non-rouble currencies (average annual growth in percent)
•

Imports Exports

Years
settled in settled in

roubles non-rouble
currencies roubles non-rouble

currencies

1971-75 9.5 4.4 10.8 9.4
1976-80 3.1 4.7 5.4 -  8.4

Source: Külkereskedelmi Statisztikai Évkönyv (Yearbook of Foreign 
Trade Statistics) 1979, 1980.

the development of trade among socialist countries — affects the commodities saleable 
against convertible currencies as well, and the channelling toward socialist countries of 
the goods produced for exports to the West is only possible to a limited extent for 
political and trade policy reasons.

The most marked difference between the data of the two tables is that the rate of 
increase of Hungarian exports settled in currencies other than the rouble was considerably 
higher between 1971—75 than that of the increase of exports to non-socialist countries. 
The well-known reason for this is that the loss of Hungarian exports to the West, incurred 
by the import ban on cattle by the Common Market could be partly compensated for by 
exports to CMEA countries settled in dollars. Between 1976—80, however, the exports 
settled in currencies other than roubles grew at a rate somewhat lower than the exports 
to non-socialist countries, although the exports to socialist countries settled in dollars 
played a considerable role in the improvement of the balance during these years.

Imports and economic growth

In order to better demonstrate the economic consequences of the foreign trade 
tendencies pointed out above, we have to deal also with the interrelations between the 
growth of the Hungarian economy and the increase of imports, having reached different 
rates in the two different groups of countries.

Although in the average of the 1970s one per cent growth of the national income 
required a smaller growth of imports from the West than during the previous decade, yet, 
as against the first half of the decade, when a growth of 0.79 percent of imports from 
non-socialist countries was sufficient for a one per cent growth of the national income, 
between 1976—80 the indicator doubled to 1.72, in spite of the 9 percent drop in 
Western imports in 1979 and their very moderate growth in 1980 on the previous year.
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Table 4
Interrelations between the increase in 

imports and economic growth in the Hungarian 
economy

(Increase in the volume of imports per one 
percent growth of national income)

Years
Trade with

socialist
countries

non-socialist
countries

1961-65 1.63 2.63
1966-70 1.60 1.92
1971-75 1.35 0.79
1976-80 0.84 1.72

Source: Computations based on : Statisztikai 
Évkönyv (Statistical Yearbook) 1980 and Kül
kereskedelmi Statisztikai Évkönyv (Yearbook 
of Foreign Trade Statistics), 1971, 1979, 1980.

The interpretation of these trends is, however, only possible if we also analyze the 
correlation between imports from socialist countries and the growth of the national 
income during the same period. We will find that, regarding five-year periods, a one per 
cent growth of national income involved gradually smaller growth rates of imports from 
socialist countries. This indicator diminished from 1.6 in the 1960s to 1.35 by the first 
half of the 1970s, and then, in the period 1976-1980 it fell to less than one, i.e., to 0.84.

The “income elasticity” o f the growth of imports as regards socialist countries 
reflects, however, completely different relations from those in connection with Western 
countries.* While the latter expresses the import demand raised by economic growth, the 
former reflects another factor: i.e. what amount of import growth was realized relative to 
the growth of national income. However, it provides no information about the amount 
of growth in imports from socialist countries that the growth of a given structure and 
efficiency made, or would have made, necessary.

In fact, there is a double relationship between the growth of imports from socialist 
countries and that of the national income. On the one hand, in the course of planning, 
the possibility of increasing imports from the socialist countries acts as an ex ante limit to 
growth: in formulating the economic growth targets the possible increase of such imports 
(and, of course, their structure) is one of the most important basic parameters. In this 
sense, we have here a reversed income elasticity: what rate of growth is made possible by 
the limited possibility of increasing imports from socialist countries. On the other hand, 
the growth rates of the national income and of the imports from socialist countries may, 
and often do, differ from the planned ones. This may happen because assumptions about

♦This was pointed out to us by K. Lányi
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efficiency or the external economic environment later prove to have been too optimistic, 
and thus the import intensity of growth exceeds the planned figure, or, as the central 
economic management fails to sufficiently control economic (especially accumulation) 
processes, growth itself exceeds the planned target; finally, the actual import volume may 
be different from the amount taken into consideration in the planning process for 
external reasons.

In all three cases, however, there is a possibility to make up for the insufficient 
import from socialist countries through import from Western countries. This is possible 
because, as against imports from socialist countries, those from the West are not restricted 
in physical terms and, however serious the economic (balance of payments) constraints of 
their increase may be, they still lend themselves to more flexible handling.

The above analysis of the relationship between imports and economic growth 
throws light on the mutual interrelation of the processes affecting the two main groups of 
foreign trade orientation and, thus, also on the nature of economic policy problems that 
the Hungarian economy faced during the second half of the 1970s, the essence of which 
was that the Hungarian economy should have adapted simultaneously to the fundamental 
changes in the world market and the intra-CMEA trade conditions. The changes, as we have 
seen, were partly similar in the two segments in that they both brought about disadvan
tageous changes in price relations. Intra-CMEA trade, however, had another specific 
limitation: the dwindling room for the increase of purchases.*

As we have seen, the deterioration in the terms of trade did not cause a significant 
negative balance in relations with the socialist countries: the volume of Hungarian exports 
could be increased relatively rapidly. Behind this was, on the one hand, the limited credit 
facilities within the CMEA: the Soviet Union, in the trade with which the most significant 
deterioration in the terms of trade occurred, urged a rapid increase of its imports from 
Hungary. On the other hand, following from the structure it developed in the last 
twenty-five years (adjusted to CMEA needs) the Hungarian economy was capable of 
satisfying the demand emerging in this way.

This type of ‘adjustment’ is itself questionable in the light of the above interrela
tions between the two main groups of the Hungarian foreign trade markets. This becomes 
particularly apparent if we take into account the limits to purchases. The root of the 
problem is, in fact, deeper than the easily grasped relationship that in case the trade in 
one market does not provide the possibility of increasing imports, then the import-inten
sity of the economy increases in another group of markets. The CMEA market is not 
simply one of the market groups of Hungarian external economy, but it is that one of the 
two main groups that has traditionally played a fundamental role in the formulation of 
growth targets, economic structure and control mechanism. The whole development of

*This problem has been exacerbated by cancellations and delays of shipments (as against inter
state and civil law contracts) growing more frequent at the end of the decade. The reasons, o f course, 
do not lie in the lack o f contractual discipline in this case, either; they originated in the same economic 
tensions which, in general, led to the slowing down of the growth of imports.
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the economy was based on the CMEA cooperation providing protection against the 
lability of trade relations with outside countries, against the politically and cyclically 
motivated uncertainty (both as regards the selling possibilities of Hungarian export goods 
and the procurement of goods to be imported at advantageous and long previously known 
terms), thus creating a stable, secure basis for long-term growth. The fact that the limits 
to development in this region proved to be harder than previously assumed, would have 
made economic policy changes, adjustment at least as necessary as the changed price and 
demand-supply conditions on the world market in a wider sense. The conception of the 
economic development still asserted in the second half of the decade (at least up to the 
end of 1978) could not contribute, primarily for having failed to adjust to the changes in 
CMEA conditions, to the mitigation of external economic tensions and not only led to the 
exacerbation of balance problems in the trade with the West, but also failed to create the 
conditions under which a long-term solution could be formulated.

Some problems of foreign trade with Western countries

Thus, the accumulation of debts to Western countries, cannot be explained merely 
by reasons to be found in Hungary’s trade with them. By this we do not imply that this 
latter market was free from serious problems that, in themselves, extensively contributed 
to the external economic tensions.

However, from what has been said so far, the reader will find it natural that, in spite 
of the mistakes made, zigzag measures taken, the inconsistencies shown by the Hungarian 
economic policy between 1973—78, the ‘too fast’ increase of imports from the West as an 
independent cause of the indebtedness is a hollow conception. The total increase of 
imports from the West during the whole decade cannot even be regarded as excessive, as it 
hardly exceeds that of the national income.

The growth ofiiftports (in volume terms) was, however, strikingly uneven. There was 
but one year between 1971—80 when its rate was between 0 and 10 percent. We have had 
five years when it exceeded 10 percent, and four years when it stagnated or decreased by 
2 —9 percent. The huge fluctuations resulting from the inconsistent policy would have 
raised the burden of the on the whole modest increase of imports even if the greatest in
crease of the import volume had not coincided with the fastest (35 percent) increase of 
import prices in 1974. The growth of imports from the West in the second half of the de
cade is inseparable from the changed conditions of the Hungarian trade with the CMEA 
countries, and from the domestic economic policy that remained unchanged even under 
the changed conditions. From this it follows that failure to approach the problem from 
this side and trying to curb, instead, the increase of imports or actually reduce them 
through stopping the ‘unnecessary’ or ‘superfluous’ imports may provide only a sympto
matic treatment at best; through of course, administrative interference with the economy.

The question of ‘unnecessary’ or ‘superfluous’ imports emerges presently not 
usually in connection with machinery, consumer goods or foods but in respect of the
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already mentioned intermediate products which represent the lion’s share — about two 
thirds — of Hungarian imports from the West. Such a structure of imports cannot be 
qualified in itself, if we disregard the fact that in the huge total volume of imports there 
are, of course, always products of which it can be pointed out — separately — that they 
could have been efficiently produced domestically (while new domestic demand is 
continuously emerging for products that cannot be produced economically by domestic 
manufacturers). A qualification is impossible not only because this import fulfils the task 
of bridging the gaps within domestic and intra-CMEA cooperation (as has been mentioned 
above), but for other reasons as well: in general, the development of the economy, or, 
specifically, improvement of the export potential to Western countries depends not only 

.on  investment, and on machinery imports for development purposes, ensuring the 
technological up-to-dateness of investment. The role of such machinery imports is 
important notwithstanding; in our view, it is a serious deficiency, to be corrected even in 
the present balance of payments situation, that the proportion of machinery in Hungarian 
imports from the West, already modest by international standards, has even declined 
because of the restrictive policy at the end of the past decade. However, other factors 
may play an important role in the enhancement of the export potential as well, such are, 
among others, intermediary products. Parallel with machinery and equipment imports of 
adequate volume and structure they might become the medium of a more intensive 
integration into the international division of labour.

International division of labour in manufacturing thus involves an extremely 
dynamic growth of trade especially in intermediate products. It is a widespread form of 
cooperation among enterprises of different countries that an increasing number of 
manufacturers take part in the production of a very complex final product through 
shipments of parts, modules etc. According to this tendency, international specialization, 
involving not only the developed industrial countries but an increasing number of 
industrializing medium-developed and developing countries, is no more finished-product- 
oriented, rather it is a specialization in intermediate products.

Specialization in intermediate products may well be an important path of the 
development of the division of labour in industrial production, yet, from this it does not 
necessarily follow that the large volume of imports of intermediate products, i.e. the 
present Hungarian imports of raw materials, parts and semi-finished products always 
serve a closer and advantageous integration into the international division of labour. 
(N. b. this is not always true of machinery imports from the West, either.) We have 
already mentioned the reasons for this in economic policy and the economic mechanism. 
The essence is that the really serious burdens of the intermediate product imports cannot 
be eased through some kind of general or selective restriction of imports, but through the 
elimination o f  the causes, and only through it; only in this way can it be achieved that the 
import serves, directly or indirectly, increasingly the boosting of export potential to 
the West.

This is urgently needed, even though Table 2 shows a surprisingly favourable 
picture of the growth of Hungarian export to non-socialist countries after 1976. There are
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many reasons calling for caution in evaluating the 9 percent yearly growth of the volume 
of exports. This rate is partly due to a low base in 1975 (after 1973, exports to the West 
dropped for two years), partly to the fact that in 1979 the volume of exported goods 
increased by 17 percent (partly as a result of measures restricting domestic consumption) 
while the volume of imports from non-socialist countries fell by more than 9 percent. 
This, however, proved to be a one-time, unrepeatable act, followed in 1980 by the lowest 
growth rate of exports in the last five years, at the time of a decrease in domestic 
production and a recession in the West. On the other hand, until 1978 the past decade 
was characterized by a faster increase of imports from the West than that of exports to it, 
from which follows, in combination with the changes in prices, the deficit of the trade. 
Thus, the data of the trade with the West in the past five years do not prove beyond 
argument that the Hungarian economy managed to increase its export potential signifi
cantly, i.e. the ability to  increase economic exports in the long run.

Even with so serious reservations we have to note that a one-sided negative 
judgement of the development of Hungarian exports to the West would be unfounded. 
The increase of its sheer volume itself reflects respectable efforts, either in comparison 
with the decelerating development of other sectors of foreign trade in general, or, more 
concretely, in the light of the burden of the national economy placed by the growing 
surplus of exports to socialist countries — in volume terms — as against the imports from 
them. The same results follow from the fact that, in contrast with the 1960s [20], neither 
through the exports of food nor through the conversion of rouble imports through minor 
processing into exports to the West could a rapid increase of volume be achieved. 
Meanwhile, in the trade with Western countries the price index of exports has been higher 
since 1976 than that of imports. In international comparison: not only that the volume 
of exports to the West could cope in growth with the import demand of the (developed 
and developing) world during the period following the first oil price explosion, but even 
surpassed it. As has been pointed out by I. Lakos [15], the country has kept its market 
share in the trade with non-socialist countries even in the long run. For instance, the share 
o f Hungarian exports in the total imports of OECD countries was 0.22 percent in 1965 
and its proportion remained the same in 1979. Had the live cattle exports not suffered a 
grave blow causing their dwindling from the mid-seventies on, the market positions of 
Hungary would have even improved to some extent during this period.

The reader, aware of the facts and consequences of the foreign trade balance 
deficit, surely need not be reminded that these positive evaluations do not want to imply 
that there is no basic and serious problem with Hungary’s exports to be West, and they 
intend even less to imply that improvement of the export potential is not the most 
important national economic concern. On the contrary, the fact that the deficit of the 
trade balance has accumulated while, and in spite of the fact that, the development of 
exports to the West was, in itself rather positive according to certain indicators, proves 
that the improvement of the export potential toward Western countries is such a basic 
task, involving the whole of the economic policy and mechanism, that can be fulfilled
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only through creating the necessary conditions for continuous adjustment to the changes 
of outside factors. It cannot be solved by forcing exports nor by other measures restricted 
to the sphere of exports to the West, just as the problems caused by import-intensity 
cannot be solved by methods and measures that fail to reach beyond the direct control of 
imports from the West.

The external conditions of Hungary’s foreign trade

Before expressing our views on the principal questions of the often mentioned 
adjustment, we cannot omit a short characterization of the external conditions of 
Hungarian trade with Western countries during the last decade. For, the judgement of the 
tendencies of imports from, and exports to, the West must also take into consideration 
that outside factors mainly had a negative impact on the development of Hungarian trade 
through most of the period analyzed. Deterioration of the international political situation 
did not begin in December, 1979 as it is often thought but already shortly after the 
Soviet—American summit meetings in 1972 and 1973. Let us remember: the Trade Act 
containing discriminating amendments against the Soviet Union was passed by the U. S. 
Congress at the end of 1974, simultaneously with the severe restrictions of Eximbank 
credits to the Soviet Union. In 1975 the Conference on Security and Cooperation in 
Europe met far from the peak, rather in the declining period of détente.

The world economy was marked by the shock of the oil price explosion from the 
middle of the decade on. Although the serious recession of 1974—75 was followed by 
consolidation and a boom in the West and the impetus lasted until 1979, still balance of 
payments problems, the relatively slow growth, internal tensions (emergence of inflation 
combined with unemployment) and the economic political uncertainty caused the import 
demand of the developed industrial countries to grow more slowly than in previous 
periods even at times of prosperity. Competition on the world market was made tougher 
by the aggressive entry of new exporters beside traditional ones: South-European, 
Far-Eastern and other developing countries. The sharpened competition had an especially 
serious impact on exporters like Hungary, whose supply was not characterized by an 
overwhelming proportion of most up-to-date and most sought-after goods. Prices of the 
export products of such countries were also adversely affected, not only in comparison 
with oil and other raw materials but also in relation to other high quality and high 
standard products.

Such a development of the international environment has put a hard limit to the 
efforts at boosting Hungarian exports. This hardness, however, is of a different nature 
than that of the limit to the increase of imports from socialist countries. The latter means 
that in the bilateral relations with CMEA countries, organized in physical terms, the 
increase o f Hungarian imports meets with constraints that cannot be eliminated by 
Hungarian economic policy, or, at least, their “ softening” is only possible to a very
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limited extent.* The international environment, in turn, is global and puts a limit to the 
whole of exporting countries (or to certain groups), and it is a question of relative 
position and competitiveness how this globally hard limit affects individual export
ers [10]. It is beyond doubt that under the generally disadvantageous international 
political and economic conditions the exporters may run, in certain areas, not only 
against this global limit but against paralysation of exports (or their increase). They may 
find themselves in situations where they cannot circumvent import bans or restrictive 
measures and if such areas are critical in their exports, as e.g. the Hungarian exports of 
live cattle, the restrictive measures may themselves be the most important causes of 
export concerns [21]. In general, however, the measures taken for the protection of 
markets of specific products and industries mushrooming after 1973 in international 
trade have the same significance for exporters as the difficulties in selling arising 
independently from protectionistic measures. They indicate that they have to modify the 
geographical and commodity structure of their exports, they have to change the choice, 
quality, degree of processing, sales channels of their goods or face an inevitable deteriora
tion of their global market position. In this sense, however serious and hard to eliminate 
they may be, the consequences of protectionism are far from being fatal: for instance 
Far-Eastern countries, some of which were most severly affected by import restrictions were 
the ones most successfully improving their market positions in the member countries of 
the European Community [22].

Improvement, or even the maintaining of world market positions may be more or 
less difficult a task for various countries because of their different economic or political 
conditions and it may require the solution of specific problems in certain cases. Still, 
there are alternative courses of action available to them for influencing and modifying 
their export positions within the global limitations and, thus, they have a chance to adjust 
to the changes in the world successfully.**

Economic policy and adjustment

Success or failure is always related to the perception of the situation, and to the 
elaboration and implementation of an economic policy adequate to the specific situation 
of individual countries. However, the experience of the 1970s has shown that the 
judgement of the nature and “durability” of changes in external economic conditions is

*Such a softening could be realized, on the one hand, by a restructuring in favour of Hungary 
of the entire commodity fund available in CMEA countries which is an unrealistic idea and, on the 
other, by contrib uting to  the increase o f the global commodity fund (e .g. thorugh shipments for specific 
purposes), but this is limited by the very high costs as compared to the extra shipments that could be 
realized.

**This statem ent holds for the developed countries with diversified export structures of 
manufactured goods as well as for the medium-developed and ‘newly industrializing’ countries. In the 
case of the poorest countries with a monocultural structure of exports this statement is rendered 
irrelevant by the internal socio-economic limitations.
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not an easy business and policy makers in the East as well as in the West have often 
been caught making wrong decisions based on the misjudgement of the situation. The 
Hungarian economic policy was not alone in failing to assess correctly the effects of the 
price explosion and the shifts in relative prices right at the beginning: several Western 
governments also took questionable or later disproven decisions in their economic policy 
affecting the trade cycle, on the basis of similar mistakes. For this reason, it is not 
necessarily true that the generally more successful adaption to the changes in the world 
economy of Western countries in comparison with socialist ones was due to more 
successful government economic policies. It may be ventured that the successes of 
adjustment in the first years after the oil price explosion have been achieved in spite o f  
the economic policy applied. Thus, although the lag of Hungarian economic policy in 
reacting to foreign trade hardships may have been the source of significant losses, and the 
amount of the deficit in the balance of trade was greatly increased by this lag, we still do 
not regard it critical. It was more significant that in Hungary, as against Western 
countries, the fact whether the agents of the economy realize that they ought to adjust to 
something critically depends on the reaction of the economic policy.

Consequently, the reasons of external economic problems, and, in general, of the 
difficulties in adjustment must be sought deeper than in concrete economic policy steps 
(or their omission). It is, namely, conspicuous that the consequences of judgements and 
reactions of economic politicians are much more serious in Hungary than in an atmos
phere where the evolution of micro-economic adjustment processes is an elementary 
condition of the survival of enterprises, irrespective of the opinion about certain external 
economic developments of economic policy-makers and of how they react to them.

The peculiarity of the economic environment, or we may say, of the economic 
mechanism in a wider sense, is well illustrated by two characteristic examples. While in 
Hungary there was for years a heated debate whether the price explosion on the world 
market and its consequences affect this country and if so, should they affect the 
enterprises as well, the changes in relative prices were a dire reality for capitalist 
enterprises. Large users of the more expensive materials suffered great losses, but being 
pressed to compensate for their losses, they tried to pass on the rises in basic materials 
(also in their export prices) and endeavoured to transform the structure of their inputs 
and output.

The second example is related to the volume of investment and, in close correlation 
with that, to economic growth. The first reaction of capitalist countries to the world 
economic shocks was caution in investment decisions. Thus, on the macro-economic level 
investment declined, while modernization (rationalization), energy saving investment 
came to the fore as against extension of capacities [11]. Economic growth slowed down 
and, in certain countries, even a negative growth was witnessed. This had a general brak
ing effect on the increase of import volumes which, in turn, mitigated price losses in spite of 
the deteriorating terms of trade. Hungary saw an investment peak at the same time (the 
effect of which on the volume of imports and on the balance of trade has been analyzed 
above) and the idea that acceleration of growth may help in counterbalancing the losses
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incurred through the deteriorating terms of trade was still widely accepted (see [4] on 
this subject).

By this somewhat lengthy presentation of examples we hope to make clear that to 
achieve adjustment to external economic processes, there must be an internal economic 
environment and mechanism that checks and, if necessary, corrects central decisions. 
This is possible if adjustment to external economic processes becomes a natural part of 
domestic economic processes, not waiting for individual central decisions. In other 
words: the long-term improvement of the ability to adjust calls for, in the first place, a 
gradual elimination of the artificial insulation of internal from external (Western) mar
kets, for a realization of actual openness of the Hungarian economy. This would mean, of 
course, that the fiction, according to which the ‘center’ can judge which imports are 
‘necessary’ or ‘superfluous’ and which branches, enterprises, groups of products or even 
products are suited for export expansion, should be given up.

This reasoning on the adjustment to external economic changes must be com
plemented by another one, fundamental in the line of thoughts in this paper: the Hun
garian economy must adjust to the changes of not only the wider world economy, in first 
place, it must adjust to the changes in the conditions of intra-CMEA cooperation. This 
is really an uphill work, as the simultaneous adjustment sets tasks that are very difficult 
to solve [3, 20, 21]. Approximation of the external and internal markets, of the external 
and internal economic environment, eliminating the artificial walls between them raises 
the dilemma that the two kinds of external environments are of very different nature and 
it is impossible to improve the economic mechanism so that it should realize approxima
tion to two, diametrically opposed environments. In the light of the experience of the 
CMEA countries during the last decade it is clear that a restoration of the directive 
planning system would not only fail to help adjustment to the world economy but it 
would also be harmful for the development of intra-CMEA relations. This realization 
must be decisive for the further improvement of the economic mechanism, the system of 
institutions, and, in general of the socio-political system of conditions of economic 
development, not losing sight of the complication that the trade with CMEA countries 
continues to need special rules.

At any rate, economic policy can only master the present serious problems of 
economic development if it adopts a realistic approach to external limitations and 
opportunities, including to changes in intra-CMEA cooperation in all fields from the 
determination of the direction, character and speed of development to the decisions 
concerning the system of economic control and the conditions of enterprise management. It 
must be realized, on the one hand, that, as has been demonstrated, the limitations to the 
increase of imports from CMEA countries became increasingly clear during the 1970s. By 
the end of the decade it became unambiguous that in many fields a further increase was 
not possible and in certain goods even the so far achieved level of annual shipments could 
not be maintained. On the other hand, parallel with the first problem, the terms of 
imports became significantly harder partly because of the rapid spread of the practice of
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shipments for concrete purposes and investment credits, partly because import prices 
more rapidly adjusted to the rocketing world market prices.

It must be taken into account, of course, that the present terms of shipments of 
raw materials and energy settled in roubles are still more advantageous than those on the 
world market. Besides, following from the product pattern of the Hungarian economy 
developed during the last 30 years and from the orientation of developments toward the 
CMEA market, and in consequence of the economic mechanism devised according to the 
aspects of regional import substitution, compensation for the price increases of raw 
materials purchased for roubles is much easier through the increase of export volume than 
to increase exports settled in dollars.

However, the present analysis of foreign trade processes also bears out that the 
‘easier’ exportation to CMEA countries has its ever higher price: the increase of such 
export demands the increase of imports from the West as do, on the other hand, the 
limits to the volume that can be imported from the socialist countries. These imports 
from the West, inevitably increasing in proportion and volume, can only be compensated 
for by an adequate reorientation of investment resources, by making enterprises inter
ested in exports to the world market as well as by a higher export potential, and this is 
the more difficult to attain the higher volumes must be exported to socialist countries 
(in the trade settled in roubles).

In addition, we have to stress that the present price advantages of CMEA imports 
cannot be regarded as something that will stay permanently with us. The present huge 
difference between the intra-CMEA and the world market prices of primary energy is a 
product of two oil price explosions: following from the principle of the price-setting 
mechanism within the CMEA the relative advantages of imports from CMEA countries are 
the greater the faster the world market prices increased during the preceding years, and, 
conversely, they are the less conspiciuous the slower world market prices increased. In 
case the relative price rises in comparison with other goods stop, which is neither sure, 
nor impossible in view of the oil glut in 1981—82 and the debated position of the 
OPEC, then the CMEA prices still rising according to the price changes of the previous 
years on the world market may approach the world market prices.

Even without regard to the future development of world market prices, the present 
short-term relative advantages of raw material and energy imports from the socialist 
countries can only be evaluated in the light of the long-term consequences. From the 
perspective of long-term processes, the foreign trade volume and price processes analysed 
in this paper lead us to the conclusion that one of the most serious dilemmas of the 
development of Hungarian economy is whether, in case these processes continue, the 
vicious circle in which the choices of economic policy become ever fewer and the 
structural changes meet with a growing number of obstacles can be avoided; and if it can, 
how. The circumstance, namely, that a stagnating volume of products, representing a 
foreseeably diminishing proportion in domestic consumption must be compensated by a 
growing volume of products of obsolate structure calling for modification, renders the 
•practical realization of a structural change increasingly difficult. It restricts, namely, the
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possibility for the regrouping of resources to increase efficient exports settled in curren
cies other than the rouble, as an increasing proportion of resources — and of all resources, 
one of the scarcest, convertible exchange — would be tied up in compensating for exports 
settled in roubles. Under such circumstances not only the options of the structural 
changes in the real economy would be diminished, but the economic policy would be 
increasingly cornered, too, and could do little more than assert short-term advantages. It 
is for this reason that we regard the formulation of a long-term economic policy 
conception a high priority task which would, on the one hand, make possible to avoid the 
coming true of the above described dangers objectively inherent in the presently acting 
processes, and would provide a framework for making short-term decisions on the other.
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ВЕНГЕРСКАЯ ВНЕШНЯЯ ТОРГОВЛЯ 
В СЕМИДЕСЯТЫХ ГОДАХ

А. КЕВЕШ—Г. ОБЛАТ

В статье рассматриваются основные характерные черты и тенденции внешней торговли 
Венгрии в семидесятых годах. Авторы доказывают, что причины несбалансированной торговли 
Венгрии с капиталистическими странами взаимосвязаны с затруднениями в ее торговых отношениях 
с социалистическими странами. Хотя условия торговли Венгрии с капиталистическими и с 
социалистическими странами ухудшились приблизительно в равной мере, лишь ее экспорт в 
социалистические страны — с его высоким и растущим содержанием импорта с Запада — рос 
темпами, позволяющими сбалансировать торговый оборот.

За семидесятые годы рост поставок социалистических стран в Венгрию все более замедлялся 
вследствие трудностей с увеличением экспортных фондов в этих странах. Это замедление стало 
важным фактором повышения объема импорта из капиталистических стран в расчете на единицу 
приращения национального дохода Венгрии. Имея в виду, что в восьмидесятые годы торговля с 
Западом должна быть сбалансирована, и ограничения в торговле со странами-членами СЭВ 
являются экзогенными с венгерской точки зрения, дальнейшее развитие венгерской экономики 
зависит исключительно от ее умения приспосабливать структуру своей экономики и экспорта к 
изменяющемуся спросу на мировом рынке.
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В. KÁDÁR

CHANGES IN THE WORLD ECONOMIC ENVIRONMENT 
AND HUNGARIAN INDUSTRY

The external conditions for the development of the Hungarian industry changed 
in the past decade in an unfavourable direction in the division of labour both with the 
CMEA, and the OECD countries as well as with the developing ones. In consequence of 
the losses due to deterioration in the terms of trade, structural tensions, limitations to 
purchases, problems of economic policy it has become pressing to further improve the 
systems of development, goals, instruments and organization of the Hungarian industry 
with a view to the requirements deriving from the changes in the world economic 
environment.

The Hungarian Socialist Workers’ Party initiated in 1969 a comprehensive analysis 
of Hungary’s international economic relations and on the elaboration of the perspective 
directions of their development. A working team of theoretical and practical experts 
was appointed to carry out the task.

Before studying the present and perspective external conditions of Hungarian 
economic development it is not without benefit to take into consideration that already 
this analysis emphasized the importance of the favourable or unfavourable external 
effects of developments in the world economy on the development of the Hungarian 
economy, as well as the importance of the adjustment of Hungarian society to external 
changes. Those who prepared the report then considered their image of the future an 
optimistic variant of international economic and political evolution.

— They pointed out that in this world “there was less and less justification for 
thinking merely within national frontiers” .

— While criticizing the practice of the CMEA integration, they explained that 
efficient international economic cooperation among the socialist countries was a political 
and economic precondition for realizing more successful economic cooperation with the 
Western countries on a higher level than had been the case before.

— They found that the fitting of trade with Western countries into the framework 
of the planned development of the Hungarian national economy and putting an end to 
the spontaneous process of accumulating debts were among the most important tasks of 
the coming years.

— They formulated the requirement that decisions on establishing relations with the 
developing countries must be made on the basis of criteria of economic efficiency.

— In connection with the principles of Hungarian external economic strategy they 
underlined the socio-economic importance of increasingly joining in the international 
division for labour, of specialization, of the raising of competitiveness.
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— They sketched down their ideas in connection with the financial, planning, and 
price policy problems of cooperation among the socialist countries.

The expert analyses and proposals were given an important place in the new 
Hungarian external economy-oriented development strategy elaborated after 1973 in the 
changed world economic situation and announced in 1977.

After a decade it is easy to establish that the Hungarian economists recognized most 
problems connected with the external economic opportunities of Hungarian society, and 
generally outlined correctly the most useful methods and directions for the solution of 
the problems already in an international environment considerably different from and 
much more favourable than the present one.

The temporary halt of the 1968 reform of the mechanism at the beginning of the 
seventies, as well as the circumstance that the reform did not touch in essence on the 
development concepts (which were then considered correct and were based to a consider
able extent on national or regional import substitution), obviously contributed to the fact 
that, in spite of the recognition of the problem in time, in the 1970-81 period the 
external economic performance of Hungarian society deteriorated considerably by inter
national comparisons. The weight of Hungary in world trade which stood at 0,65 percent 
in 1938, amounted in 1970 to 0,6 percent, and in 1981 to 0.44 percent; the structural 
indicators of trade with the Western countries were hardly better than in 1938 (in spite of 
the world-wide structural transformation which has occurred since then). Mitigation of 
the internal social and economic tensions was only possible by increasing considerably the 
stock of foreign debts. All this left behind a rather grave inheritance to the Hungarian 
generations that are active in the eighties and nineties.

It would, of course, be wrong to forget about the so-called endogenous factors 
among the causes which contributed to the deterioration of the external economic 
performance of Hungarian society. The unfavourable long-term demographic trends, the 
theoretical and economic policy uncertainties of socialism being built in the industrially 
more developed countries, rigidity of the system of control, the problems accumulating 
on the qualitative side of the “human factors” of growth (skill, order of values), the 
endowment with natural and financial resources, are much more weighty in the period of 
intensive economic growth. This would have made necessary a change in the strategic 
concept even without a modification in external conditions. Nevertheless, the prolonga
tion and distribution of the burdens of this change could have occurred with much lower 
tensions without the unfavourable changes that occurred in the international environ
ment. However, the consequences of deterioration in the terms of trade between 
1973-81, which gobbled up one tenth of the annual Hungarian national income, occurred 
rather concentrated in time, and led to the siphoning off abroad of a considerable part of 
the national income generated. The unfavourable evolution of the domestically available 
national income, its lasting stagnation, render the tasks of the timely domestic moderniza
tion and adjustment to the external changes more difficult. It necessitates a much more 
careful formulation of the socio-economic objectives, readjustment of the system of goals 
and instruments, the narrowing of the range of objectives.
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Some of the tasks connected with the internal modernization of the socio-economic 
mode] can be postponed depending on the domestic political movements. However, both 
the international and the Hungarian experiences of the seventies show that in the 
countries which were affected by the world economic changes even more unfavourably 
than Hungary, reduction or elimination of the external economic losses depended on the 
domestic economic and even the socio-political responses, on the direction, intensity and 
speed of the processes of adjustment. In this sense, improvement of the external 
economic performance o f  the Hungarian economy also assumes an acceleration o f  the 
comprehensive internal modernization.

Under the pressure of the time factor, owing to the accumulation of the problems 
of equilibrium, it is advisable to concentrate the energies of Hungarian society in the 
eighties primarily on the mitigation of the external equilibrium problems and this 
represents the ordering principle also in the selection of the aims of “purely domestic 
nature” . Realization of the primarily domestic economic and socio-political aims is timely 
as long as it helps in the acceleration of adjustment to the international processes.

As a resultant of the adjustment and export growth constraints, in the most 
important sector of the Hungarian economy, in industry, 70-80 percent of the increment 
of output is in the eighties necessarily directed towards external markets. Consequently, 
in the next decade, and possibly even beyond it, the most important limitations on and 
opportunities of the reproduction process in Hungary are tied to the international 
economic and poltical trends.

We now want to outline the new and lasting trends that influence the development 
of the Hungarian economy, the areas in which the external conditions of growth are 
likely to become modified, the concrete external challenges to which Hungarian society 
must inevitably respond. Obviously, not every important international development trend 
affects substantially the external conditions of reproduction in Hungary, but at the same 
time the influence of universally relatively less important phenomena can also be 
considerable.

The external challenges

The trends now unfolding in the international industrial development have an 
unequivocally unfavourable effect on Hungarian industrialization, and this means much 
more difficult conditions for growth than existed earlier. The deterioration in the 
external conditions of Hungarian economic growth is usually characterized by the extent 
of the deterioration in the terms of trade. The 20 percent deterioration in the latter 
between 1973 and 1980 is high even by international comparison. In the same period, 
among the CMEA countries, the GDR, Czechoslovak, and Bulgarian terms of trade also 
deteriorated but presumably not to the same extent, while the terms of trade of the 
Soviet Union and Poland even improved. In the average of the small West European 
countries the extent of the deterioration in the terms of trade was 7 percent. Among the 
industrialized countries, only Japan, South Korea, Spain and Italy suffered a deteriora
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tion in their terms of trade which was comparable to Hungary’s or even surpassed it. 
However, in the case of Hungary the deterioration in the terms of trade was not caused 
simply by the natural resources’ becoming more expensive. Since the beginning of the 
seventies, Hungary has participated in the international division of labour primarily as an 
industrial exporter and an industrial importer and, consequently, the deterioration in the 
terms of trade reflects, as far as Hungary is concerned, the deterioration in the external 
conditions of the industrial division of labour. Let us consider changes in directions which 
occurred in the principal geographic sectors of Hungary’s external economic relations, 
and which represent for the Hungarian industrial development of the eighties conditions 
which differ from those which existed earlier.
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New problems in cooperation among the CMEA countries

Within the CMEA cooperation, which is of great importance for Hungary, new 
worries emerged in the seventies. Since 1975 — departing from the practice of the earlier 
years — the contractual prices applied in the CMEA cooperation have changed year by 
year, on the basis of the average world market price level of the preceding five years. But, 
in addition, in the bilateral relations, the parties can propose a modification of prices 
annually too. In the trade between the CMEA countries the endeavours to balance trade 
within the individual sectors have become stronger. As a consequence, the possibilities for 
Hungary to acquire raw materials and fuels against engineering exports have already 
become narrowed down. From the second half of the seventies on it was mostly possible 
to expand the importing of raw materials and fuels from the CMEA countries only against 
payment in convertible currencies. As a consequence, the weight of the CMEA countries 
in Hungarian foreign trade dropped from 70 percent which characterized the sixties, to 
53 percent, and the share of the CMEA trade settled in roubles amounted in Hungary’s 
total trade to 46 percent.*

The changes in the conditions of the industrial division of labour established within 
the framework for the CMEA reflect partly the effect of global processes; namely, as 
opposed to earlier presumptions, the latter influence also the economic progress of the 
various CMEA countries. However, the modification in the conditions of regional cooper
ation is partly independent of the global process, and derives partly from the long-term 
development targets of the different CMEA countries and partly from the particularities 
of their systems of control.

The increasing tensions of cooperation with the CMEA region represent primarily 
supply-constraints. These limitations become stronger in the import of both raw materials 
and fuels, and finished industrial products. In the case of the Soviet Union, increasing 
depletion of the European raw material and fuel deposits, and slow progress in the costly

‘ Reflecting also changes in national statistical measurement.
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exploration of the Siberian deposits lead by themselves to a production capacity which 
grows only at a very slow rate or stagnates. The earlier raw material producing and 
exportings smaller CMEA countries (Poland, Romania), do not dispose of an adequate 
raw material and energy supply either, owing partly to the slow expansion of mining 
output and partly to the domestic raw material processing industrialization. Parallel to 
the growing difficulties of raising production, all CMEA countries have been facing huge 
debt servicing obligations since the end of the seventies. The endeavours to obtain hard 
currencies have been accompanied in the raw material exporting socialist countries by a 
geographic regrouping of the exports of scarce products — a phenomenon which has 
already occurred, but is expected to increase further in the future.

The conditions of technical modernization that may be realized through trade 
among each other also deteriorate continuously, even if at a slower pace. Since the second 
half of the sixties the technological level of the “civilian sectors” of the CMEA countries 
participating in the international industrial division of labour has no longer shown sings of 
catching up with the leading industrial countries. It could already be experienced in the 
seventies that a large and growing share of the machinery and equipment which serve 
technological development, the raising of productivity and restructuring, as well as of the 
materials and semi-finished products were imported from the advanced Western countries. 
In the course of the past decade, the diversion of industrial imports from the Western 
countries to the CMEA partners was formulated on the political level repeatedly, but, 
owing to the mentioned limitations on purchasing possibilities these endeavours were not 
successful. In spite of the declared intentions and the growing worries about indebted
ness, for the sake of operating industry without interruption, products that had earlier 
been imported from the CMEA countries had to be bought in the course of the past 
decade from Western sources to an increasing extent.

The opportunities for obtaining technology from within the regional cooperation 
will be further narrowed in the eighties from the technological side. In addition from the 
commercial side there is a compulsion to obtain hard currencies, which diverts an 
increasing part of the export offer of the technology exporting socialist countries to the 
markets of the industrialized or the developing countries. A further problem is caused by 
the financial and organizational barriers of the technology exports. The modern tech
nologies can be obtained from Western sources on longer-term credits, with broad 
technology transfer services, and with shorter terms of delivery. Within the CMEA the 
technology exporters do not offer commercial credits to each other, do not have 
technology transfer capacities available, and this is a general handicap in competition even 
in the case if other factors are equal.

In the eighties and the nineties a fundamental change is represented in the external 
conditions of Hungarian industrial development by the circumstance that purchases from 
the CMEA region do not offer any cost advantages or higher security of supply as against 
purchases from the world market. The physical, economic and political limitations to the 
supply capacities of the CMEA partners make an increase in the weight of alternative 
import sources inevitable. On the other hand, on the export side, too, the period in
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CMEA cooperation has in essence come to an end when it was possible to increase 
primary imports from regional sources against the supply of Hungarian industrial pro
ducts. Due to the arising practice of balancing deliveries within product groups and the 
practice of industrial counter-sales, the regional driving forces of Hungarian industrial 
progress have become weaker.

In connection with the above mentioned objective trends, the three-decade period 
of Hungarian industrial evolution has come to an end in which the most important driving 
force was represented by intensification of the regional industrial division of labour, the 
processing of raw materials and fuels imported from the CMEA region, or their sale in a 
processed form. One o f  the most important driving forces o f  a reappraisal o f  the 
industrial development targets and o f  the restructuring o f  the Hungarian industry comes 
exactly from the need to adjust to this changed situation, and necessitates on the one 
hand the rationalization o f the domestic raw material and fuel utilization, and on the 
other, the creation o f  new export capacities which are in harmony with the import 
demand o f the new import sources situated outside the framework o f  the regional 
cooperation.

Structural and institutional changes 
in the markets of the industrialized countries

The trends existing so far in economic cooperation with the industrialized countries 
have also been modified by several new and lasting processes. For Hungary, which is tradi
tionally and organically embedded in the European division of labour, has no littoral and 
is less capable of “long-distance trade” , from the aspect of her external economic-geog
raphic environment less favourable conditions are created by the loss of influence of the 
West European region in the world economy, which started in the seventies and is likely 
to continue in the eighties too. The greater shift o f  the dynamism o f  world economic 
growth to the overseas countries, thus to the oil-producing countries, the Pacific area and 
the American continent, and the below the average rate of expansion of the domestic and 
import demand of the West European countries represent by themselves a more difficult 
situation from the aspect of the expansion of Hungarian exports. The growing role of 
Japan and. from the end of the seventies, the earlier already dominant role of the USA on 
the international market of the products representing top technology and, parallel to this, 
the loss of ground by the West European countries makes it more difficult from the 
import side that Hungary should rely on West European sources for obtaining technology 
to the extent and with the conditions to which she was accustomed in the first half of the 
seventies. Finally, the trade imbalance of the West European countries which came about 
in recent years and can only be eliminated in the longer run has made the opportunities 
for calling on financial resources more unfavourable than used to be the case.

Opportunities for increasing Hungarian exports are affected to an increasing extent 
by the process — even though this process is not yet decisive on a world economic scale — 
that from the second half of the sixties on the South European countries and from the
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seventies on the more industrialized developing countries have appeared as exporters of 
industrial products on the West European markets which are of great importance for 
Hungary, and at present the product pattern of their industrial offer is identical to that of 
the Hungarian offer to the extent of approximately 80-83 percent. The new exporters 
appearing on the West European markets mostly enjoy substantial competitive advantages 
against Hungary, which often derive from lower wages, local raw materials, close ties with 
the international capital market and marketing organizations, as well as various tariff and 
trade policy preferences. Consequently, the further quantitative increase of economical 
Hungarian exports assumes that the Hungarian offer structurally abandons the present 
dangerous zone of oversupply.

The unfavourable trends already mentioned are further strengthened by the deterio
ration in the “external economic environment” . The external economic policy o f  the 
European Economic Community, motivated by the idea of a politically united Western 
Europe disposing of a broader political base among the developing countries, has estab
lished such a comprehensive system of external economic relations influencing over two 
fifths of world trade, which inevitably conflicts with the interests of the countries left out 
in the cold. The trade policy preferences granted to the developing countries and to the 
newly industrialized or medium-developed countries represent handicaps in competition 
to exactly those Hungarian light industry products the share of which increased in the 
Hungarian exports to the EEC countries exactly in the second half of the seventies, 
mostly to counterbalance the export-reducing effect of the EEC protectionism in respect 
of farm products. The measures taken to protect the lagging metallurgical sectors of the 
EEC countries similarly restrict the dynamism of Hungarian exports. The Hungarian 
specialization on the natural resource-intensive mostly price sensitive metallurgical and 
heavy chemical semi-manufactures requiring less skilled labour is hampered by the 
strengthening competition from the developing countries and by the protectionist meas
ures of the EEC, respectively.

And from the aspect of Hungarian specialization on engineering products which 
point in the direction of structural modernization and require skilled labour, or on 
consumer goods satisfying higher qualitative requirements, a more and more difficult 
handicap is represented by the free trade in industrial products which has been realized 
among industrialized West European countries since 1977. This being between the devil 
and the deep sea has permanently increased in recent years the marketing problems for 
Hungarian exports to the EEC countries. On the basis of the experience made so far the 
conclusion can also be drawn that the geographic extension of the EEC also has a 
detrimental effect on the possibilities of expanding Hungarian exports to the belatedly 
joining countries (United Kingdom, Denmark, Greece), since the accession, and even 
preparation for it, are accompanied by a regrouping of the external economic relations of 
the affected countries.

The possibilities and usefulness of drawing on external resources for import ex
pansion and modernization are not only influenced by the present level of indebtedness 
and by changes in the atmosphere of détente. The uncertain international situation has
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madè it costlier to draw on external financial resources all over the world; the interest 
rate wars intensifying from time to time since the end of 1979 among the OECD 
countries, the capital-attracting effect of the starting Western investment projects, the 
financing requirements of the developing countries bring about in the eighties a consider
ably higher level of real rates of interest than existed for instance between 1973 and 
1978.

The conditions of obtaining the most modern industrial technologies are also 
becoming more difficult. In the fifties and sixties the acquisition of licences or the direct 
imports of machinery still played an important role in the creation or development of the 
technological base of numerous countries. Due to the concentration process progressing 
in the technically leading sectors of the OECD countries, and to the strengthening 
supplier position of the three leading OECD countries and of a diminishing number of 
large corporations respectively, in recent years the most modern technology has only 
been transferred increasingly in the case of closer cooperation in production and market
ing, equity participation, or organizational merger. The preponderance of large corpora
tions that can be observed on the international markets of some industrial sectors 
important for Hungary (e.g. pharmaceuticals, road vehicle industry, electrical industry) 
has made closer cooperation with the transnational corporations dominating the markets 
a precondition not only in purchases but from the aspect of exports too.

The multiplication of surprising turns and uncertainties in the world economic 
situation generally affects unfavourably the small countries dependent on the interna
tional division of labour. It presents, however, an especially unfavourable terrain to the 
planned economies sensitive to foreign trade, in which the operation of the model relies 
in essence on the long-term stability and plannability of the socio-economic processes. In 
such a situation, the flexibility of the forms of management, the system of economic 
control, the economic structure become fundamental questions as far as the efficient 
operation of the model is concerned.

Effects of the industrialization 
of the developing countries

The consequences of rapid industrialization in the developing countries can be felt 
more and more forcefully in cooperation with the developing countries too. This process 
affects primarily the structure and organization of the Hungarian industrial exports going 
to the developing countries. In the wake of industrialization in the developing countries, 
demand for Hungarian light industry products, mass-produced engineering products, and 
even investment goods embodying simpler technologies has diminished considerably in 
this region, although all these products were still exported successfully in the past quarter 
century. The bulk of these products are produced by the developing countries themselves 
or in certain cases are imported from other developing countries within the framework of 
preferential agreements. The narrowing import sector which still has a demand for such 
products exists mostly in the countries which lack ability to pay.
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It must be taken into consideration that the most dynamic sector of the import 
demand of the developing countries are modern technologies and investment goods 
satisfying the local requirements. In the newly rich countries, the most rapidly expanding 
area of the division of labour is represented mostly by the transplantation of complete 
production and servicing systems, or sub-systems. As may be seen, the demand unequivo
cally shifts towards activities which demand a high degree of organization, local experi
ence, long-distance manoeuvering ability, entrepreneurial attitude, capacities for trans
planting system. So far these have been weak sides of Hungarian industry in spite of their 
favourable international price levels, and their profitability and competitiveness cannot 
even be imagined without comprehensive reform measures.

The future of Hungarian industrial development is also affected by the changes 
concentrated on the side of imports from the developing countries. Similarly to the 
problems already mentioned in connection with the CMEA countries, the limitations on 
purchasing possibilities, primarily in the case of raw materials for light industry and 
non-ferrous metallurgy also show a tendency for becoming stronger in cooperation with 
the developing countries. These supply constraints are generally not of a physical nature 
but are caused primarily by effects reducing profitability. The Hungarian manufacturing 
industries must change over more rapidly from importing raw materials to importing 
semi-finished products, or — in the case of technologically less demanding products -  
finished products. It must similarly be taken into account that the dynamically develop
ing Far Eastern and Latin American developing countries will prefer — in the trade policy 
choice of their partners and the opening of their markets — those countries which 
are ready for reciprocal industrial division of labour and purchase of industrial pro
ducts in a broader range. Hungary can avoid less and less the meeting of such demands, 
if only due to the obligations it has undertaken in various international organizations, 
but this is also urged by her interests of export expansion. But cooperation with the 
more industrialized developing countries will demand in the future much more force
ful steps in specialization and dismantling, redeployment of capacities, inputs into re
structuring.

Tasks for Hungarian industrial policy

Due to the requirements produced by the conditions of equilibrium and adjustment 
compulsions for the Hungarian economy by the eighties, approximately 70-80 percent of 
the increment of manufacturing industry output will have to be sold on external markets 
in the coming decade. The extent of export orientation and specialization will necessarily 
be higher than in any earlier period.

It is a noteworthy lesson for the formulation of the directions of industrial 
development and structural adjustment that the unsatisfactory results of the central 
development programmes implemented by Hungary and by most small CMEA countries 
in the past two decades reflect primarily the exaggerated or almost exclusive links to the
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requirements of the domestic and the regional market. The lack or insufficiency of 
development projects shaped according to the requirements of world market competi
tiveness, the differences between the level of requirements on the world market and in 
the region, modifications in the conditions of the regional industrial division of labour 
have increased in several CMEA countries the weight of industrial sectors and sub-sectors 
within their industry, which count already for structurally backward and are in an 
unfavourable position technologically and from the aspect of competitiveness.

Unfortunately, in the course of the development which occurred in the seventies 
and which may be expected in the eighties, the relative international weight of the CMEA 
countries increases in such sectors (leather industry, metallurgy, heavy chemical industry, 
vehicles and especially rolling material manufacturing), which tend to be losing ground in 
the industrially most advanced countries. At the same time the weight of the CMEA 
countries is low and in certain cases diminishing in such industrial activities which belong 
to the top line of international technological-structural development and mediate the 
achievements of the technical-scientific evolution to a greater extent (e.g. electronics). In 
the wake of these development trends, the division of labour among each other is less and 
less able to help catching up with the industrialized developing or the medium-developed 
countries.

A solution to the problems connected with the economic tensions in Hungary’s 
main CMEA partners cannot be expected within the next five or ten years. The economic 
condition and characteristics of the individual CMEA countries would not change in the 
short term even if a new type and a more radical economic policy therapy were applied. 
But at present there are not even visible signs that some CMEA countries prepare for the 
reappraisal in merit of their genera) economic and industrial policy concepts, or for the 
comprehensive reform of their system of control. Steps taken to impede the further 
sharpening of the existing tensions are mainly of an administrative nature and are directed 
primarily towards improvement of the agricultural and food supply situation which is 
more delicate politically. There is consequently no justification to 'count on quickly 
emerging favourable changes in the eighties in the objective factors o f  industrial coope
ration within the CMEA.

With the falling behind of the industrial structure, from the structural aspect 
heterogeneous blocs have developed within the industries of the smaller CMEA countries, 
depending on the market orientation of the various industrial sectors and sub-sectors. In 
the case of small countries similar to Hungary, the system o f requirements o f  a healthier 
long-term progress is irreconcilable with the heterogeneous product structure influenced 
by the country group by country group market structure. Depending on the market links 
the structure of Hungarian industry demonstrates different features from the aspects of 
the product pattern, technological standard, and competitiveness. The majority of the 
Hungarian exports to the CMEA countries consists of investment goods with an above the 
average capital and skill intensity, but which are more difficult or not at all possible to 
sell on hard-currency markets, as well as of industrial consumer goods satisfying a lower 
level of requirements. The overwhelming part of Hungarian exports to the industrialized
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Western countries consists of natural resource-intensive products, or industrial products 
relying on comparative wage advantages, produced by less skilled labour. The overwhelm
ing part of Hungarian exports to the developing countries consists of products which 
demand capital, skill, and organization. In production for the domestic market the 
residual principle is strongly asserted. The industrial activities of different structure and 
standard developed for the demand for the different markets cannot be converted among 
the various groups of countries, and this increases the structural rigidity of the Hungarian 
industry and external economy, their already high sensitivity to external changes. The 
limited intellectual and financial resources of the country do not make the maintenance 
of such conceptional and structural “heterogeneity” desirable and possible. They urge the 
elaboration of much more uniform ordering principles in the distribution of the scarce 
resources.

The desirable ordering principle for the elaboration o f  the long-term industrial 
development policy and direction o f  adjustment is linked to an efficient joining in the 
world-wide industrial division o f  labour, the formulation o f  aims improving competitive
ness on the world markets, to steps concerning the system of control, financing, price 
policy, organization, and enterprise management. According to international experience, 
the risk of developments implemented on the basis of criteria of competitiveness on the 
world market is much lower, in the case of a blockage of one market the range of 
opportunities for diversion is much wider. Application of these criteria influences also the 
economy and external economic relations of the CMEA countries. With a relatively more 
modest dynamism of the international influences and of the expansion of regional 
industrial cooperation, the various CMEA countries as buyers increasingly set world 
market requirements also to their CMEA suppliers.

The world economic processes are naturally the resultants of different influences, 
and adjustment to them cannot be homogeneous in respect of the different groups of 
countries either. It cannot, however, be disregarded that on the basis of the probable 
world economic power relations in the next one or two decades the trends in growth, in 
the division of labour, in technical progress, in price formation and in organization in the 
developed industrial countries are likely to continue to influence most heavily — with 
certain time lags and modifications due to transmission — the opportunities for external 
market movements in the other sectors of the world economy too. The present-day 
growth losses can be transformed into specialization benefits in the industrial division of 
labour to the extent that the Hungarian structure-transforming programmes and the 
allocation o f the development resources reflect the possibilities and limitations o f  interna
tional economic cooperation.

Development of the industrial division of labour with both the industrialized and 
the developing countries assumes an improvement in the '‘long-distance manoeuvering 
ability” of the Hungarian industry, since the dynamism of world economic growth 
lastingly shifts towards overseas countries which are geographically, economically, and 
environmentally distant from Hungary. Appearance on the advanced overseas markets, in 
North America and Japan demands the learning of the rules of cooperation with the giant
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enterprises. In the case of the developing countries there is a need for the development of 
the transfer capacities of economic-technical systems and structures, for intensification of 
contacts with the industrial power factors of the industrially dynamic countries, for a 
forceful increase of industrial imports within the framework of long-term specialization 
agreements (and the parallel dismantling of domestic production capacities), for the 
elaboration of tropicalized technical variants, for the teaching of expert staff, for 
warehousing capacities, for financing mechanism, etc.

It is desirable to develop the industrial development objectives side by side with the 
enhanced exploitation of the external economic-diplomatic possibilities and of external 
political coordination. Hungary’s entry into the World Bank may improve in merit the 
conditions of joining in the infrastructural development programmes of the developing 
countries, through Hungarian supplies. From the aspect of the maintenance and improve
ment of the economic efficiency of export-oriented Hungarian production or exports to 
the industrialized countries of tariff-sensitive Hungarian products (light industry and 
metallurgy lagging behind in international comparison) improvement of the conditions of 
Hungarian market access through means of trade policy constitutes a fundamental 
industrial policy interest. The controlling and representative organs o f  industry must also 
urge the exploration and exploitation o f  the various possibilities which may improve our 
international trade policy environment (active participation in international and regional 
organizations, development of contacts with the European Economic Community, the 
bringing about of free trade agreements with some neutral European countries). Of 
course, even in the case of a successful improvement of the trade policy conditions it 
must be taken into account that the reduction of the handicaps afflicting the present 
Hungarian export structure is only a restructuring rearguard action, which may provide a 
longer period of grace for the transformation of the sectors of our economy which are 
lagging behind internationally. Should the present supply structure continue in the long 
range, the increasing competition from the developing countries would lead to economic 
losses even if the present dispreferences diminished considerably for Hungary. If there is 
no political possibility for reducing the dispreferences, then there is no alternative to the 
radical cut-back (redeployment) o f  the affected sectors.

It would be advisable for the Hungarian organs to urge the submission to the GATT 
or to the ECE of a proposal aimed at the harmonization of international or regional 
industrial policies. The industries of the various countries attempted to adjust to the 
world economic changes of the past decade essentially within the framework of their 
national economies. The lack of international or regional harmonization of these adjust
ment policies has contributed in many countries to a large extent to parallel develop
ments, to the creation of exaggerated supply capacities, consequently to specialization 
losses, disequilibria, socio-political tensions. The reduction and elimination as far as 
possible of these kinds of losses and tensions is in the interest of all industrial countries, 
and is becoming a more and more urgent requirement at the given stage of the interna
tional industrial division of labour. However, the extent of these losses is much lower in 
the case of enterprises which participate in international inter-company cooperation, or in
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countries which are more organically integrated into systems of cooperation regulated by 
the states from the aspect of foreign economic policy.

Among Hungary’s world market competitors, the West European countries and 
most developing countries participate in some rather comprehensive cooperation system 
regulated on the macro-economic level, and to a different but more intensive extent also 
in the system of inter-company cooperation. The CMEA regional cooperation represent
ing 4-5 percent of world trade is not suitable for promoting adjustment to the world 
economic changes either by its order of magnitude or by its present system of goals and 
instruments. Among the various CMEA countries, the Soviet Union is less sensitive to the 
international industrial division of labour; in the case of the GDR the “intra-German” 
trade, in the case of Yugoslavia, Romania, and partly Bulgaria the preferences enjoyed as 
developing countries and the relations already developed with the Common Market 
represent in a way loss-reducing factors.

Among the CMEA contries, only the countries primarily interested in the industrial 
division of labour, i.e. Hungary and Czechoslovakia (to a smaller extent Poland) do not 
dispose of “specialization compasses” and benefits institutionalized on the world market. 
Consequently, the submission of a proposal directed at the creation of forums for 
consultation and harmonization of the international industrial development and special
ization policies is primarily in the Hungarian interest, and can be less expected from some 
other CMEA country.

The drawing o f  the commercial aspects o f  the national adjustment policies into the 
range o f  international cooperation would already in its more primitive (exchange of 
information and consultation) phases provide considerable assistance to the formulation 
of the objectives of Hungarian industrial policy. In future, Hungarian external economic 
diplomacy must undertake greater tasks on several bands in order to improve the external 
conditions for our industrial development.

A way out of the present specialization dead-end is represented, in respect of 
industry, by the export-oriented development of (generally technology-intensive) sub
sectors which are able to exploit the potential comparative wage advantages of the more 
highly skilled Hungarian labour force. In the exchange of more complicated products 
which are at a higher stage of processing, in the so called international division of labour 
within industry, the fundamental condition of access to markets is the joining in the 
international production and marketing organizations. It is a fundamental interest and 
requirement of Hungarian industrial policy to stimulate those foreign policy, financial 
policy, joint venture regulation efforts which are directed at the elimination of the 
obstacles to international inter-company relations, to the bringing about of a more 
favourable climate for inter-company cooperation, to the inclusion of foreign operating 
capital. According to the experience of the past decade, in the modern sectors the 
bargaining strength of the R and D, risk-taking, venture capital has increased, and without 
import of capital the acquisition of the most modern technologies and management skills, 
the opening of foreign markets is not possible. The drawing in of foreign capital is 
universally of outstanding importance in the engineering and chemical industries, in the
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case of Hungary it would rapidly improve international competitiveness in the road 
vehicle and pharmaceutical industries.

Besides the further development of cooperation with foreign capital in Hungary — 
and especially in its absence —, the setting up o f  Hungarian economic organizations on 
external markets is of decisive importance. Both the broad international experience of the 
“outsider” industrial exporter countries who belatedly joined in the international division 
of labour and the Hungarian experience gathered in the past decade bear witness to the 
fact that the production and trading branches and subsidiaries established on the im
portant foreign markets play an important role in the expansion of industrial exports, in 
improving their profitability (exclusion of the middleman, collection of the commission), 
in offering after-sale services (especially in case of the engineering industry). They even 
have a role in mediating the requirements of the market concerning quality, technical 
standards, terms of delivery to the Hungarian producing “parent companies” and in the 
partial circumvention of protectionist measures in some countries. The Hungarian joint 
ventures established in the industrialized Western countries assisted the expansion of 
industrial exports already in the seventies to an above average extent and at present 
already handle more than one quarter of them.

The further development of the Hungarian joint companies which in their majority 
are still specialized at present in distribution, into a production network abroad, the 
partial inclusion of foreign capital and management, the adequate development of 
incentives for joint ventures abroad are an important precondition for the dynamization 
and structural development of Hungarian industry and of industrial exports.

The changes that have occurred in the organizational framework in international 
industrial progress also draw attention to several aspects of Hungarian organizational 
policy. Recently Hungarian industrial policy has already arrived at the recognition of the 
negative features of organizational over-concentration. It is an international experience 
that the industrial organization cannot be characterized by autonomous and eternal 
optima of purposefulness. This purposefulness cannot be separated from the objectives of 
development strategy, the technical-economic parameters of the industrial activity in 
question, the external economic relations, the skill and socio-psychological attitude of the 
manpower employed, etc. The organizational policy of the Western European small 
countries which have actively joined in the international division of labour has been 
wrestling for some time with the dilemma of the maximum revaluation of the interna
tionally low organizational bargaining power of the small countries and the internal 
monopolistic positions caused by this. In the small countries the extent of organizational 
concentration often surpasses even the international average in those organization-sen
sitive sectors which can keep up with the international technical-structural top level. The 
countries which have opted for a so-called follow-up strategy, usually try to influence 
their international positions by the spreading of risks, increasing the number and flexi
bility of enterprises, improving the conditions for the co-existence of small and large 
enterprises. The progress of the majority of the Hungarian sectors promising comparative 
advantages in the industrial division of labour with the developed Western countries may
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be assisted by a much more decentralized and flexible organizational system than exists 
today. The task of industrial policy is to stimulate organizational forms which appear to 
be useful on the basis of the international economic power relations and specialization 
trends, to form centres of gravity in some activities of decisive importance (which may 
also mean a large number of small supplying enterprises depending on the intensity of the 
specialization), to counterbalance the asymmetry of bargaining power between the large 
foreign corporations and the Hungarian enterprises by mobilizing the armory of industrial 
and external economic policy, to institutionally organize cooperation with the foreign 
medium and small enterprises. Hungarian organizational policy cannot do without com
bined organizational solutions in the longer perspective either.

The processes unfolding in the industrialization of the socialist and the non-socialist 
countries indicate that, amidst the new international realities of the eighties, the correct 
objectives of the industrial policy cannot be entrusted either to the market mechanisms 
or to the deductions o f  the logical system o f  central planning. The modern industrial 
policy which is also confirmed by economic success relies, in the function of the national 
economic endowments and the external possibilities and limitations, in different propor
tions on market and planning (authoritative) mechanisms. The success of national 
industrial development depends to a large extent on the “proportions of the mixture” . 
The mistakes of earlier central development decisions, the frequency of decisions leading 
to mistaken specialization do not yet provide a sufficient foundation for some kind of 
“agnosticism” in development policy. Successful adjustment to the requirements of the 
world market which is also inflenced by the economic power relations can be entrusted 
only within certain limits to decisions of enterprises which have been isolated from the 
world market influences and the climate of competition over a long time, to the 
consideration of momentary input-return ratios. The catching up in technology and 
structure presume such large capacities of information collection, prognostication, re
search and development, marketing, representation of interests, regrouping of resources 
of which Hungary’s enterprises (enterprise staffs), which by international comparison 
have a low organizational bargaining power and at present insufficient international 
experience, do generally not dispose. In such a situation the development policy for
mulated and stimulated on the national economic level plays a basic role in the efficiency 
of industrial development and specialization, and from this aspect may be considered an 
institutional comparative advantage (or in the case of erroneous decisions a disadvantage). 
Consequently, industrial development formulated on the national economic (central) 
level is according to international experience neither the opposite of nor a substitute for 
the industrial division of labour entrusted to the market mechanisms, since a correct 
development concept is inseparable from taking into consideration the lasting and general 
market trends.

The dynamism and structure of Hungarian industry will not be influenced in the 
coming years by the expansion and structure of the domestic demand but primarily by 
the external market effects. Accordingly, in the qualifying criteria of decisions on 
development it is also desirable to strengthen against the short-term interpretation of
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profitability the elements of a long-term approach, and against the technical-economic 
criteria the elements of qualification on the basis of the world market criteria in the given 
situation. In the case of a large number of industrial products representing lower 
individual values and apt mostly to fill gaps on the extenal markets, the task of 
governmental industrial control is to create — in an indirect way, through a minimum of 
direct intervention — the conditions for rational enterprise decisions. On the other hand, 
in the case when centres of gravity are formed in specialization, the observation and 
forecasting of the continuous changes of the world market environment demand also 
central analysis and more forceful orientation.

On the import side, continuation of industrial activities which, due to the lasting 
excees supply on the world market and the whittling down of prices, can be replaced 
more advantageously by imports, is a source of increasing losses. On account of the 
increased sensitiveness of the equilibrium of the Hungarian economy, it is necessary to 
revalue those export-oriented industrial activities, too, where profitability is influenced 
by

-  the size of the import share,
-  the above-average rise in the world market price of the import inputs,
-  the barriers to the recognition of the “currency hardness” of the import inputs in 

the export price.

The role of capital-intensity in competitiveness has been modified; in comparison to the 
low level of real rates of interest in the seventies, the international real interest rate level 
will be substantially higher in the eighties (to which, in the weakened foreign exchange 
position of the socialist countries accessory interest premiums are added), and con
sequently in the capital-intensive sectors the comparative advantages are shifting towards 
the countries which dispose of surplus capital.

On the export side, the fundamental task from the aspect of market expansion and 
profitability is the getting out of the present zone of excess supply. The expansion and 
restructuring of production and of the export offer can be expedient depending on trade 
policy agreements to be concluded with the international and regional organs and the 
principal partner countries, cooperation with the large corporations influencing the 
international markets, and on the expansion of the Hungarian production, marketing and 
financing networks abroad.

The continuous observation and analysis of the international shifts in comparative 
advantages as well as of the industrial development and specialization experience of the 
countries which join successfully in the international division of labour, are the task of 
scientific research and industrial policy. Beyond the contradictions which exist between 
the various technical-economic, internal and external elements of the system of criteria 
for decision-making, the aspects of qualification from the side of the world market are 
not of an identical weight either and do not point in the same direction. In the absence of 
the possibility of giving an unequivocal answer, it should be useful to elaborate a 
relatively clear system of evaluation and ranking based on the priorities and action
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constraints which may be expected in respect of the Hungarian economy in the eighties, 
of the external market factors of varying nature and pulling into different directions.

The rapid growth of the importance of exogenous factors in industrial develop
ment, as well as the industrial policy activity oriented towards them, are a worldwide 
phenomemon. The further development of Hungarian industrial policy in this direction is 
one of the fundamental conditions for success in industrial development in the coming 
decade.

ИЗМЕНЕНИЯ МИРОХОЗЯЙСТВЕННОЙ СРЕДЫ И ВЕНГЕРСКАЯ 
ПРОМЫШЛЕННОСТЬ

Б. КАДАР

В статье дается обзор основных перспективных направлений развития мировой промышлен
ности, снижения темпов роста, изменения географической и отраслевой структуры мирового про
мышленного производства, перспектив отдельных групп стран. Автор показывает основные мо
менты, изменившие внешнеэкономическую среду развития венгерской промышленности. Измене
ние условий рентабельности в рамках промышленного разделения труда внутри СЭВ, сокраще
ние возможностей имнорта из социалистических стран и проблемы сотрудничества, имеющие 
место в сфере хозяйственной деятельности предприятий, создали новое положение и выдви
нули задачу приспособления к нему. В сотрудничестве с развитыми капиталистическими 
странами новые требования ставит перемещение динамизма роста мировой экономики в заокеан
ские страны, диспреференциальный характер внешнеэкономической политики ЕЭС — географическо- 
I о соседа Венгрии, конкуренция со стороны новых экспортеров и трудности доступа к финансовым 
ресурсам и современной технологии. В экономическом сотрудничестве с развивающимися странами 
структуру венг ерской промышленности и экспорта в большей степени следует' подчинить изменению 
спроса развивающихся стран, а в отношении импорта на первое место встает расширение закупок 
промышленной продукции и сужение в связи с этим производственного спектра венгерской 
промышленности.

Автор подчеркивает , что в дальнейшем развитии системы целей, средст в и организационной 
ст руктуры венгерской промышленност и сущест венною возрастает значение требований, выдвигае
мых мирохозяйственной средой, ведь в 80-е годы 70—80% прироста производства венгерской 
обрабат ывающей промышленност и нужно будет размещать на внешних рынках сбыт а. Централизо
ванные прог раммы развит ия промышленности, направленные на достижение целей технико- 
структурного преобразования, и распределение ресурсов развития целесообразно проводить с 
учетом возможностей и ограничений международного экономического сотрудничества Новые 
задачи встают в связи с улучшением маневренности венгерской экономики на длительный срок, 
активизацией внешнеэкономической дипломатии, развитием внешнеэкономических организаций и 
сферы принятия решений.
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KOZMA, F.. Economic integration and economic 
strategy. Budapest, 1982. Akadémiai Kiadó. 
240 p.

Ferenc Kozma is a well known and many- 
sided representative of the literature of socialist 
economic integration in Hungary. He has pub
lished more than one book on the subject since 
the late 1960s. He approaches the subject o f in
tegration -  the most general and most important 
process of world economy in the past twenty 
years — from a novel aspect and in an original 
way.

His first analysis of the specific development 
conditions and regularities of socialist economic 
integration appeared in his book „A két Európa 
gazdasági kapcsolatai és a szocialista nemzetközi 
együttműködés” (The economic relations of the 
two Europes and the socialist international co
operation) published in Hungary in 1970. In his 
new book published in English in 1982 the 
author continues to reveal the development par
ticularities of economic integration — socialist 
and capitalist alike - ,  taking into consideration 
the beginning of a new’ epoch of W'orld economy 
in the 1970s and the changed foreign and domes
tic economic conditions in the capitalist and so
cialist economic communities. For the examina
tion of the two different integrations, the author 
lays down his basic viewpoint in the “ Introduc
tion” as follows: “ . . . if w'e want to develop the 
economic integration of a given group of coun
tries, we have nothing else to rely upon than the 
needs and economic development conditions of 
that given group of countries. In other u’ords, 
there is no general model for economic integra
tion . . .  A real integration program is thus deter
mined in space and time.” (p. 10)

For the CMEA integration, the author con
siders it to be such a determinant in space and

time that the majority o f the member countries 
lie in Eastern Europe and their economic devel
opment model is that of socialist development. In 
his opinion: “. . . the test of the success of inte- 
grational cooperation is the opening up o f long
term perspectives for the national economics 
participating in the cooperation”, (p. 10)

The author discusses this comprehensive sub
ject in four parts and sixteen chapters. The proc
esses examined, and the consequences drawn re
flect, of course, mainly the situation in the 1960s 
and the early 1970s, nevertheless, many of the 
book’s statements still hold.

The author begins his explanation with an 
analysis of world economy conditions in the 
mid-1970s. In a short historical review, he sums 
up the most important features of capitalist eco
nomic development in the 19th and 20th cen
turies and then goes on to analyse and qualify the 
processes of our age. He lays particular emphasis 
on the change caused in the capitalist economic 
processes by the large-scale government interven
tion. Parallel with this, however, he points out 
that the economic policy of the capitalist state 
is not determined basically either by the national 
or by the international capitalist interests, but by 
those of certain groups and. as the economic 
situation deteriorates, a keen fight is waged 
between them for the “hegemony” over eco
nomic policy. At the same time, the author 
admits that in a period of social and economic 
“calm” , the capitalist economy is capable of 
enormous economic and technical achievements: 
in such a period intensification of the forces of 
production progresses at a high rate. In the devel
opment period following World War II the 
cyclical character o f production sharply dimin
ished in the capitalist economy. It is a particular 
feature of recent times that, even in the midst of 
crisis phenomena, a fast development of the
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forces of production is taking place, which is due, 
undoubtedly, to the technical-scientific revolu
tion. However, a number of grave consequences 
of the extremely fast growing technical-scientific 
revolution have already been recognised. Of these 
consequences, the author discusses the fast polar
ization of world economy, monopolization of 
the technical-technological results by a few con
cerns, the “futurological conflicts” concerned 
with the running out o f raw material resources, 
and environmental pollution. The question is 
asked by the author in this part, whether the 
restructuring of the socialist society may provide 
security against all the dangers threatening the 
modern capitalist economy. In his search for an 
answer, the author enlarges on a number of 
macro- and microlevel economic particularities 
and contradictions of the socialist society, fol
lowing from the development of the 1960s. His 
conclusions boil down to the statement that the 
elimination of wasting natural and human fac
tors, and the conditions of a rational economy 
are not assured by automatisms in a socialist 
society, either. But the socialist countries are not 
to borrow automatically the technological devel
opment model o f the advanced capitalist coun
tries. The new' scientific-technical basis has to be 
laid down by the socialist economies by relying 
on their own economic and social progress, 
human, economic, and social scales of values, and 
respecting their most important social objectives.

With certain conditions, an im portant role 
may be played in this process by the East-West 
division of labour. The author deems it important 
to develop relations between the two regions, 
while he points out that these relations are very 
vulnerable politically, and also that the interest 
of the Western, mainly of European, countries 
lies primarily in raw material purchases. The 
author considers a revaluation of possibilities and 
objectives on both sides, and an adequate recon
ciliation of short-term emergencies and long-term 
development aims as basic conditions for a fur
ther development o f relations.

In Part II  the author discusses wider, more 
general implications o f the international division 
of labour and explains the particularities of the 
internationalization o f production processes and 
decisions. He describes the determinants of the 
intertwining among and within regions and de
fines the specific features of development of the

regions and of their world economic relations. He 
points out that the intertwining takes place, on 
the one hand, on the level o f countries and re
gions and, on the other hand, in the microsphere 
of the economies, that is, on enterprise level. The 
author considers the appearance of the ‘Technical 
cultures” and the increased dependence of pro
duction on foreign markets as signs of a qualita
tive change in the international trade relation
ships. He gives no numerical definition as to the 
extent of internationalization, but does supply a 
few illustrative tables in which he applies certain 
indicators. He uses mainly the size of the coun
try, the ratio of exports to national income, 
export dynamics, and the share in international 
trade to measure the extent of intertwining. He 
establishes the fact that it is the advantages to be 
gained from foreign economic relations that de
termine this intertwining. He establishes that it is 
characteristic of international trade that the mas
ses o f products are distributed unevenly among 
the regions and that certain concentration areas 
develop in world trade (North-America, Western 
Europe, European socialist countries). Within 
world economy, the regional groups are the cen
tres in which the social division of labour took 
place in the 1960s at a higher rate than the world 
average. The author gives a detailed description 
of the economic regions as parts of w'orld eco
nomy developing under specific conditions.

The author also makes an attempt at quanti
fying the advantages rooted in the international 
division o f labour. Beside the terms of trade on 
the world market, he considers as decisive factors 
the size and composition o f inputs in the home 
economy, the development dynamics of the sec
tors having the largest shares in exports, the flexi
bility o f exporting capacities, the way and 
sources of improving efficiency -  within that 
first of all the role of import structure - ,  and the 
advantages that may come from specialization, 
and the combined impact of all these. The author 
explores the elements that attract toward each 
other economies of different potentials and size. 
In his opinion, in the early 1970s it was the fields 
of gravitation of the American and the Soviet 
economy that prevailed in world economy. Small 
and medium countries use the international divi
sion of labour primarily to make up for the 
deficiencies rooted in the scales of their eco
nomy.
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In Part III the author gives a detailed analysis 
of the development of socialist integration, of its 
historical precedents, and of the important fact 
that the smaller countries in the present socialist 
group represented in the past the East-European 
periphery of the advanced capitalist world. He 
considers it to be of decisive importance for the 
development of the socialist economic integra
tion that it takes place in Eastern Europe and 
under socialist conditions. Our belonging to East
ern Europe is important because, w ithin Europe, 
the East- and South-European countries started 
on the way of modern industrialization W'ith a 
long delay: at the end o f the last and the begin
ning of this century. This historical delay is the 
cause of several distortions in their economic 
development and it still determines, from several 
aspects, their regional or extra-regional participa
tion in the international division of labour. To 
illustrate the peripheric situation of the East- 
European countries, the author uses, among 
other things, the per capita national income and 
the ratio o f those employed in the agrarian sec
tor.

All through his analysis, the author compares 
the development of the socialist integration with 
that of the capitalist, mainly o f West-European, 
integration. He defines the most important differ
ences between the two integrations, and the only 
common objective, which is that both groups 
desire a faster development o f the forces of pro
duction. He analyses in detail the economic and 
production structures, the interactions of the 
development, structural and market components 
of production, and explores the outstanding 
attraction areas within the two regions (the FRG, 
France and the UK in the West-European integra
tion, and the Soviet Union in the socialist integra
tion).

The effort of the socialist integration to elimi
nate differences in development levels within the 
region is qualified by the author as a novel and 
original purpose. He considers mutual aid as a 
primary condition of and a guarantee for 
attaining this end, while he also points out the 
contradictions entailed by the levelling process. 
He examines levelling in two phases: the 1950s in 
which each of the countries had developed in the 
spirit of fast industrialization, and the 1960s in 
which the contradictions of the earlier industrial
ization policy became manifest in the countries in

question. The author demonstrates equalization 
problems through the differences and changes in 
the efficiency indicators of the sectors o f socialist 
economies. He comes to the conclusion that the 
approximation of the macrostructures entailed 
practically a weaker assertion of comparative 
advantages and that the growth of trade did not 
sufficiently enlarge the sources of a further fast 
development and adaptability.

In his analysis of the functional mechanism of 
the socialist integration, the author points out a 
number of differences in management and mech
anism between the two integrations. While the 
top leaders o f the West-European integration con
centrate their efforts on the mitigation of the 
market problems, in the CMEA the coordination 
of the short, medium and long-term development 
principles and objectives is at the centre of atten
tion. It is only at a later phase of the develop
ment that this coordination can be comple
mented by a coordination of trade policies and of 
monetary and financial cooperation.

In the early 1970s national strategies were 
fundamental in economic development. These 
had to be expressive of all the selective purposes 
and possibilities which were needed for a further 
social development of the countries. In working 
out the strategies, those conditions had to be first 
taken into account, which had been brought 
about by the earlier, in some respects distorted 
industrial production base, and then the system 
of activities had to be chosen w'hich a country 
could pursue at the highest possible level. It is an 
important condition of cooperation that the so
cialist countries should develop the most impor
tant components of their economic mechanism in 
coordination, for only in this case can mecha
nisms serve the harmonized strategic aims.

In Part IV  the author examines the conditions 
and potentials of the Hungarian economic devel
opment strategy within the CMEA community. 
On account o f its economic and market dimen
sions and o f its dependence on foreign markets, 
the formulation of the foreign economic strategy 
is of a decisive importance for Hungary. This 
country sells a quarter of its agricultural and a 
third of its industrial output on foreign markets, 
mainly in Europe. It needs considerable imports 
of raw materials, semi-finished goods and con
sumer articles. All this necessitates that the com
parative potentials to be found in the economy
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be assessed with utm ost care. The author finds 
possibilities for the exploitation of comparative 
advantages in agriculture. As for industry, he 
considers the export-oriented development of 
cultures and systems o f hygienics, basic food, and 
o f water management, as well as of the telecom
munication and vacuum techniques, and of the 
railroad stock, aluminia and manufacturing indus
tries such bases on which Hungarian innovation 
centres can develop and with which the Hun
garian economy can be connected to foreign 
innovation centres. In the author’s opinion, if the 
appropriate development targets are selected, the 
Hungarian economy is able to produce a part of 
the material base o f the socialist society at a high 
level, by relying also on the CMEA cooperation.

D. SOMOGYI

ERDŐS, P.-MOLNÄR, F.: Infláció és válságoka 
70-es évek amerikai gazdaságában (Inflation and 
crises in the US economy of the 1970s.) Buda
pest, 1982. Közgazgasági és Jogi Könyvkiadó. 
331 p.

In their joint study the authors intended, 
among other things, to contrast reality with the 
theoretical statements to be read in the book 
“Wages, profit, taxation” * by Péter Erdős.

Parts II  and III o f the book contain largely 
such contrasting, while the development process 
o f prices and profit in the USA is also presented, 
making extensive use o f American statistical 
material.

Part IV  also contains contrasting, however, it 
is mainly concerned with an -  in several respect 
novel -  investigation of the business cycles and 
crisis phenomena o f the US economy. The mate
rial included is rich -  it has been processed by 
the authors with the greatest care. What is the 
most important thing: the study contains not 
only practical analyses, but it enriches economic 
science with several new, sometimes surprising, 
and theoretically highly valuable statements. I 
wish to give particular emphasis to these theore
tical statements.

First of all: the authors examine the economic 
questions concerned with the changes in the

*Budapest, 1982. Akadémiai Kiadó, 518 p.

general price level and the factors determining 
the price level from a number of new aspects. 
They study the extended version of the formula 
pf, that is, the fraction, the numerator o f which 
contains, in addition to the total o f the gross 
nominal wages, also the transfer payments, and 
they take into account the direct taxes as well as 
the savings of wage-earners. The denominator 
contains the difference between the total of the 
consumer articles purchased and the consumer 
goods and services purchased by capitalists. In 
this way the effect of transfers, taxes and work
ers’ savings on the price level can be followed 
easily and the process of changes in the price 
level in periods of prosperity and crisis can be 
better understood. The theoretical statements I 
deem important concerning the formula Pf are 
the following:

1. The formula should not be interpreted so 
that it is always the price level that is determined. 
In oligopolistic conditions the change may start 
from a rise in prices, so that the primary factor is 
the change in the general price level. In this case, 
if there is a given amount of values in the numer
ator of the fraction, it is the volume of products 
sold that has to diminish, that is, the latter item 
may also be a dependent variable. This statement 
is of importance in the theory of crisis: a rise in 
the general price level may lead to a worsening of 
the crisis. In other words: in most o f the reces
sions following World War II prices were increas
ing; in the crisis of 1974-75 the rate of the rise 
increased as welL That is, the rise in prices is not 
to be put down just as a particularity o f the 
crisis, but it may play an active role in the course 
o f  the crisis.

2. The dependence of sales on the price level 
accounts for the paradoxical interrelation re
vealed by the study: if the capitalists o f Depart
ment II (production of consumer goods) in an 
oligopolistic position raise the prices of consumer 
goods in order to increase the profit margin in 
these goods, the real profit — measured at con
stant prices -  will diminish, or at least the 
growth rate of the real profit will slow down.

3. In the development of the price level, or in 
the changes in the volume of total demand a very 
important role may be played by the change in
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wage-earners’ savings. The savings of wage-earners 
are of great importance mainly in the short run; 
they may play a significant role in the develop
ment of market demand, the price level, and the 
business cycle. Thereby the authors provide the 
theoretical preliminaries for a new aspect of 
examination of crises and upswings. This state
ment is important because it amounts to saying 
that, in the business fluctuations, it is not only 
the capitalists' savings but also those of wage- 
earners’ that play a role. May I add that the 
statement is important also from the point of 
view of growth theory.

Part III of the study is concerned with the 
development o f profit on the macro-level. The 
authors devote particular attention to the devel
opment of the category which they call paper 
profit and to the analysis of the changes in the 
material and paper profit as a function of produc
tion fluctuations. As a matter of fact, it is the 
three components of Kalecki’s profit equation: 
wage-earners’ savings, the budgetary and the 
foreign trade balance -  their size and changes 
that are concerned. Useful comparisons are made 
about the relation proportions of the material 
and the paper profit. It is established that the 
paper profit moves anticyclically: it grows in 
crisis and falls in prosperity, or, more exactly, in 
the period of prosperity it often has a negative 
sign. This is, at the same time, a distinctive fea
ture of the paper profit: it has often a negative 
sign, while the material profit cannot be inter
preted but with a positive sign. The authors justly 
regard the budget balance as the most important 
determinant factor of the paper profit. It grows or 
gets a negative sign as a function of the latter. 
The paper profit is a very important component 
in the functioning of the built-in stabilizers. If, in 
a crisis, “the slowing down of the fall in demand 
is the result o f the functioning of the built-in 
stabilisers, the balance of the government reve
nues and outlays will not remain unchanged but 
will shift towards deficit. And this increases 
profit, namely, paper profit. And, if it is true that 
economic life is practically determined by profit, 
it is exactly here that we can see the really 
stabilising effect of the built-in stabilizers.”

It is remarkable what we read about the 
changes in the components o f the paper profit. 
The most surprising is that, in the United States,

wage-earners’ savings had a positive sign at the 
time of recession, and a negative sign at the time 
of prosperity. In other words, they reduced profit 
at the time of crisis, and increased it at the time 
of boom. This surprising fact plays an important 
role in the fluctuations of the economy: as it is 
put by the authors: wage-earners’ savings are of a 
procyclical character. I consider this a very im
portant statement; I think it is mostly relying 
upon this statement that the authors can for
mulate several new well-founded arguments 
about the crises following World War II and 
primarily about the economic crisis o f 1974-75.
I wish to mention, however, that I do not think it 
likely that the savings of wage-earners axe pro
cyclical in every country and in every period. 
Anyway, that was the case in the economy of the 
United States after World War II and that is the 
subject of the study.

The study treats the balance of foreign trade 
as an anticyclical factor. It does so relying upon 
the investigation of economic development in the 
United States, where this factor was indeed anti
cyclical. However, the balance of trade can be of 
an anticyclical effect in certain countries mainly 
if the cycle is asynchronous in the world eco
nomy. Even then, the balance of trade cannot 
have an anticyclical effect in every country. In 
the 1974-75 crisis the balance of foreign trade 
deteriorated the economic situation in m ost o f  the 
advanced countries, worsening the crisis or per
haps even releasing it. A few examples: Italy, 
1974: Lit 6181 thousand million foreign trade 
deficit, Lit 8961 thousand million budget deficit; 
France, 1974: FF 18.9 thousand million foreign 
trade deficit, FF 13.7 thousand million budget 
deficit; UK, 1974: £ 4.3 thousand million foreign 
trade deficit, £ 3.5 thousand million budget 
deficit. Where the balance of trade did not show 
a deficit in 1974-75, the additional exports 
achieved in previous years mostly fell consider
ably. Thus, in most countries the balance of trade 
did change procyclically at the time of the 
1974-75 crisis. The authors’ statements on for
eign trade, concerned with paper profit and with 
crisis hold mainly for the United States, while in 
a number of other countries the situation was the 
reverse. It was in the United States that the 
balance of trade was an anticyclical component 
of the profit.
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Part IV  of the study discusses the develop
m ent of the American economy and the crises 
occurring there. The most important message of 
this part is that the cycle taking place in the US is 
not to be explained on the basis of the classic 
cycle-scheme: the recessions or economic crises 
are not to be considered as periodical economic 
crises. The classic cycle-schema starts from the 
fluctuations in fixed capital investments in 
deducing the fluctuations of production and the 
crisis itself. If we have Kalecki’s profit equation 
in mind, the main factor in determining the cyc
lical movement is gross investment, that is, the 
first component on the right side of the equation. 
Of course, in the classic cycle also the capitalists’ 
private consumption plays a role, thus profit 
drops to zero in a crisis very rarelv. In this sense, 
the two main actors o f the classic cycle are gross 
investment and the capitalists’ personal consump
tion. It is one of the important merits o f the 
study to show, what the role of the wage-earners’ 
savings, of the budget balance and of the foreign 
trade balance in economic development, in the 
fluctuations of production, in the development 
of crises, and in the non-classic crisis is. Thus the 
theory of crisis is connected with each com
ponent of Kalecki’s profit equation. It is very 
interesting that -  said or unsaid -  the study gives 
the greatest emphasis to the savings or over
spending of the wage-earners -  thereby taking a 
large forward step in comparison with other 
works on the crisis theory. The result is, 
however, not merely Kalecki’s whole profit 
equation adapted to the crisis theory. Among 
other things, the application of the formula p( to 
the crisis theory is also a very important result. I 
think the following statements made in the part 
discussing the American economic development 
and the crises taking place there are the most 
important ones:

1. It is not absolutely necessary that the eco
nomic crisis should start with a reduction in fixed  
capital investment -  the crises following World 
War II in the USA did not start this way. The 
crisis may arrive, while fixed capital investment 
goes on rising or, temporarily, remains stable. 
This means that the crisis can be of a non-classic 
type. The direct cause of recession may be also a 
fall in consumers’ investment: in home-building 
and the purchase of consumer durables. The

empirical facts confirming this statement raise, 
on the other hand, the problem of the role of 
changes in the size and ratio of profit in the 
mechanism of business fluctuations and the crisis. 
Namely, if investment does not fall but may even 
be rising, then -  maybe -  also the macro-level 
profit is rising.

2. The changes in the macro-level profit are 
connected not only with fixed capital invest
ment, but also with consumers’ investments. This 
holds not only for the capitalists’ but also for the 
wage-earners’ consumer investments and for the 
changes in them. The solution is found in the 
effect o f wage-earners’ savings or over-spending 
on the macro-level profit. If consumer invest
ments rise fast, wage-earners’ savings get a nega
tive sign -  consumers raise credits and housing 
loans (mortgages) and use them partly for pur
chases. Because of this, profit may rise consider
ably. The other way round, a fall in consumers’ 
investments indicates that wage-earners’ savings 
are positive, which considerably reduces, in the 
sense of Kalecki’s profit equation, the size of the 
profit, that is, brings about such a change. Taking 
into consideration the large proportion of wage- 
earners, the changes in their savings exert an 
important influence on the share and size of 
macro-level profit in a short term, causing therein 
very remarkable fluctuations. The ratio and 
perhaps also the volume of profit may fall even if 
investment is not yet falling. However, a reduc
tion of profit or a fall in its ratio will sooner or 
later lead to a fall in investment.

3. In connexion with consumers’ investments 
the actual role of the credit policy, or that of 
monetary policy directed at the control and 
regulation of inflation is much easier to under
stand. If, with a view to slow down inflation, 
credits are restricted and interest rates raised, 
consumer and mortgage credits may shrink, con
sumers’ investments ern fall and the over
spending of wage-earners can cease. All this may 
start a crisis or contribute to its emergence. A 
non-classic type  of crisis may appear which is 
caused by restriction and not by overproduction 
or the periodical recession of fixed capital invest
ment. The reduction of fixed capital investment 
may be an effect: the consequence of restriction 
and o f the reduction of consumers’ investments. 
One o f the authors, Ferenc Molnár, has earlier
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written about the role o f consumers’ investments 
in a crisis. The arguments of his earlier works did 
not convince me, because they did not reveal the 
connexion between consumers’ investments and 
the government’s monetary and credit policy, 
and the influence of the former on macro-level 
profit. In the present study this connexion gets 
emphasis, the importance of consumers’ invest
ments thus becomes immediately clear and it is 
also realized that purchases of consumer durables 
and home-building activities move more or less 
synchronously. (In the present study the fluctua
tion o f consumers’ investments is no t explained 
by a rhythm based on obsolescence -  as was 
done by Ferenc Molnár earlier — but rather by 
economic policy measures, first of all by credit 
policy.)

4. Highly valuable are the statements con
cerning the factors of an already deepening crisis. 
They contribute to our understanding of the 
mechanism of non-classic crises. A few examples: 
a) in today’s monetary system, under oligo
polistic conditions, a rise in prices is possible also 
in a crisis, what is more, inflation may even speed 
up. In case of a given growth rate o f the numera
tor o f the formula p^ this will accelerate the 
reduction of sales and deepen the crisis. Thus 
inflation is treated in the study also as a factor 
deepening the crisis; b) inflation can deepen the 
crisis also through a “perverse budgetary effect” : 
because of it, on account o f the progressive 
income tax rates, revenues may rise at an accel
erated rate even during the crisis, whereas it is 
rather a reduction of the revenues that would be 
needed on such occasions. It may happen, there
fore, that in a crisis inflation hinders the emer
gence of a budget deficit. This worsens the crisis; 
c) the budget deficit can be a really effective 
factor in relieving the crisis only if it is directed 
at expenditure on material goods. Wage expenses 
are less effective, since part of the wages in a 
crisis is saved. Therefore, in case large amounts of 
wages are paid from the budget, there are more 
“ leakages” reducing market demand.

5. In examining periods of prosperity and 
crisis, the study pays continuous attention to the 
changes in profit and, within it, to the changes in 
the size o f the paper profit. That is how it be
comes really clear that paper profit was an 
anticyclical factor in the United States. There are

some surprising data to be found in the study; in 
1975 the share of the two factors of paper profit: 
net exports and government deficit amounted to 
76.6 percent of after-tax profit. I wish to remark 
that in a number of West European capitalist 
countries the situation was radically different.

6. Also the end of the crisis is examined in the 
study while keeping in view the profit motive. It 
turns out that the crisis may end — as for 
example the 1974-75 crisis — without fixed 
capital investment growing. Similarly to the 
budget deficit, here it is again the consumers’ 
investments, as well as an encouraging monetary 
and credit policy and the negative savings of 
wage-earners that play a role. It becomes clear 
from the material that when the crisis ends, pro
fit starts growing, even though investment does 
not yet rise. However, the initial growth of the 
total profit can be understood upon the basis o f  
the paper profit and not o f  the material profit.

7. I. is an important and correct statement 
that in the development and deepening of crises 
random factors may and do play a role. In this 
context we read about the price explosion on the 
world market and erroneous or badly timed eco
nomic policy measures of the government. Some 
badly timed economic policy measure may 
release a chain of causes and effects. It may 
affect the changes in consumers’ investments, 
wage earners’ savings, and paper profit, and thus 
also the whole course of the crisis. In the same 
way, the rise in oil prices may start or accelerate 
an inflationary rise -  and there arise already the 
problems of the ‘perverse budgetary effect’, as 
well as the restrictive credit and monetary 
policies with all their consequences. The role of 
random factors in the crisis mechanism is a 
subject not sufficiently examined in Hungarian 
economic literature. It is a good thing that the 
study lays stress also on the role of random 
factors.

8. The authors are concerned first of all -  and 
justly so -  with the crisis of 1974-75 and make 
most of their theoretical statements in respect of 
this crisis. (These are, however, such as can be 
applied not solely to the 1974-75 crisis. Data are 
supplied, for example, to show that paper profit 
had an anticyclical effect even before World 
War II.) They also try to answer the question, 
why the 1974—75 crisis proved to be rather
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grave. The factors enumerated are acceptable: as 
a consequence of changes in the economic struc
ture the weight of cyclical factors has grown, 
while the weight of the government’s material 
expenditure has diminished, both fixed capital 
and consumer investments have considerably 
fallen, inflation had a perverse budgetary effect, 
the government pursued a wrong, weak, and 
badly timed economic policy — these all account 
for the relative gravity of the crisis.

The question arises, however, what explains 
the fact that the 1974-75 crisis was grave also in 
the other advanced capitalist countries. Of 
course, it is not expected of the authors to 
answer this question -  their subject is only the 
investigation of the United States’ economy. In 
the crisis of the European countries and Japan 
external factors were of much greater importance 
than in the United States. The direct factors of 
the crisis were different, yet the crisis — which 
broke out at the same time practically every
where -  was rather grave in every country. I 
think that, although it was not the authors’ inten
tion to analyse the 1974-75 crisis in other coun
tries, they did provide certain information also in 
this regard. It seems likely that their argumenta
tion concerned with the rise in prices under oligo
polistic conditions, and with the consequences of 
restrictive measures taken to slow down inflation, 
as well as their comments on the “perverse” 
budgetary effect of inflation can also be related 
to  the crisis that took place in the other 
industrial countries. The raising of the oil prices 
had an inflationary effect in every country. These 
ideas may create a bridge, as it were, between the 
analysis of the 1974—75 crisis o f the United 
States and that of Western Europe and Japan. 
The question requires, of course, a thorough 
examination.

Finally, I have to make two remarks. One is 
concerned with the general appreciation o f the 
study, the other one with its probable reception.

We have a book in hand which makes several 
valuable new statements. It contributes greatly to 
the further development of the Marxist theory of 
crisis. It provides a far better explanation of the 
recessions following World War II and particu
larly o f the 1974-75 crisis, than does the tradi
tional theory centering its attention on the role 
o f fixed capital investment while neglecting that

of consumer investments. It makes the reader 
acquainted with the complicated crisis mecha
nism. But Part IV  — concerned mainly with the 
crisis phenomena — is difficult to follow. This is 
mainly because o f its method o f discussion. 
Theoretical theses are not set forth ready-made, 
and we do not get a direct explanation of the 
modern crisis mechanism before us, either. It is a 
detailed analysis o f the American economic 
development that is provided — we can follow 
events as close as from one quarter to the next — 
and in reading it, we shall find sentences here and 
there containing very substantial theoretical 
statements. Maybe it was the author(s)’ intention 
to teach the reader, through the events of the 
American economic life, that the crisis mecha
nism is not to be forced into the schema of the 
classic crisis theory. Of course, every author is 
allowed to choose the method of discussion 
which pleases him best — nobody can deprive 
him of this right. On the other hand, I have the 
impression that the reader cannot always know, 
which economic events, when, and why want a 
detailed description, or, which event was 
important for the drawing o f certain conse
quences. I have an advantage over others in that 
I have a direct contact with the authors and thus 
it is easier for me to systematize the important 
theoretical statements of the book. It is to be 
feared that the reader — in a less advantageous 
position -  will not get to the end of the book, 
where a summary of the theoretical statements is 
to be found — in my opinion, a somewhat too 
short and too concise one, which will not help to 
spread the really important theoretical state
ments of the study.

There is, however, something very different 
that hinders the acceptance of the authors’ state
ments in the first place: it is the conservatism still 
prevailing at Hungarian universities. It is not my 
intention to generalize: the situation is not the 
same in every institution, what is more, the 
approach of teachers may be different within the 
same institution. Yet it would be wrong to say 
that there is nothing to worry about. The 
authors’ crisis theory tclies upon Kalecki’s profit 
equation. According to this equation, in a year it 
is not the changes in the size of profit on which 
the capitalists’ accumulation and consumption 
depend, but it is the size o f the profit realized
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that depends on the outlays on such accumula
tion and consumption, further, on the budget 
and foreign trade balance, as well as on the wage- 
earners’ savings. Many fail to understand this, and 
they say they “do not agree with it” . But then 
they cannot agree with the crisis theory, either, 
as it was explained above. Unfortunately, new 
theories have the same fate in Hungary as in 
every other country: at first they are attacked 
and “refuted” . It is true that new and correct 
scientific results cannot be refuted, but the 
attacks and “refutes” may cause confusion and 
slow down their spreading. Delay and confusion 
are already making trouble, so that it would be 
useful to stop them as soon as possible. Studying 
the book by Péter Erdős and Ferenc Molnár helps 
to attain this end -  it is highly recommended 
first of all to those interested in the political 
economy of capitalism.

T. ERDŐS

SIMÁI, M.: A fejlődő országok és a gazdasági 
dekolonizáció (Developing countries and eco
nomic decolonization.) Budapest, 1981. Kossuth 
Könyvkiadó. 273 p.

Mihály Simai’s new book treats the internal 
development and international rise o f the third 
world countries as its central subject. The time
liness of this subject need hardly be explained. 
The new, third development decade of the UN 
has started its course, and the experience of the 
past two decades is being analysed at interna
tional forums as well as in literature. In spite of 
optimistic expectations, the balance o f the two 
decades is marked by negative peaks: the widen
ing gap between the advanced and the developing 
world, the obvious divergence of the various per 
capita development data, and the perspectives of 
an economic close-up deferred by one or two, in 
some cases three generations — these are all 
depressing facts. And what is the most disastrous: 
the great achievement of the developing coun
tries, the oil-price rise of the OPEC affected most 
gravely the oil-importing developing countries. 
For them, the repayment o f the heaviest debts 
ever incurred may absorb new accumulations that 
would have been sufficient for several decades.

In Part I  under the title “The new world 
economic epoch and the developing countries in

the 1980s” a panoramic picture of the entire 
world economy projected for the 1980s is pro
vided, w hile also the notion of ‘the beginning of a 
new epoch in world economy’ is made clear. The 
syndrome of the slowing down of growth rates, 
almost universal in the world economy of the late 
1970s, was accompanied by other, country 
(region)-specific symptoms. Mihály Simái goes 
beyond the statement, now a commonplace, that 
the world economy has been going through a 
kind of transformation crisis since the mid-1970s 
and has an eye also for the chances of an emer
gence. According to his argument, a new boom of 
the world economy depends on whether the 
advanced industrial countries are able to trans
form their economic structure, before the end of 
this decade, so as to absorb the unemployed, and 
to treble their imports of industrial products 
coming mainly from the developing countries, 
perfectly competitive with the corresponding 
products of the advanced domestic industries. 
Namely, this is necessitated by the expectable 
growth of the export potential of the developing 
countries. The answer is negative at least under 
today’s world economic conditions -  the author 
states -  since, even though about two million 
new jobs would be created by the increased 
export possibilities, this W'ould hardly com
pensate for the 4 - 5  million lost because of the 
imports. The growth perspectives of developing 
countries, and thus their perspectives o f export 
incomes are bad, mainly on account o f the 
worsening external economic conditions. The 
overall picture is not changed by the fact that the 
diversification of exports continues, in some 
cases at a high speed and on an impressing scale. 
It is in this negative picture where the author’s 
conviction is rooted claiming that economic 
growth is only to be maintained by the mobiliza
tion of internal forces, and by the reduction of 
external dependences, like those represented by 
major factors of international demand.

The author considers economic decoloniza
tion as a decisive element of the new phase of 
economic development. This is because the evolu
tion of this process marks the end of several 
centuries of a colonial-type division of labour, 
and the beginning o f a transformation in which a 
large number of new- states appear and a new, 
democratic system of international economic
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relations is fought for. The author calls attention 
to the fact that, in spite of the numerous results 
achieved by the developing countries (majority in 
the UN; a partial income redistribution on the 
world scale forced by OPEC; sovereignty over 
national resources; the right of nationalization 
recognized), certain negative results have shown 
up as well, and that the range of conflicts arising 
from the different economic interests has 
widened.

In the second part o f his book the author 
points out that the number of the actual problems 
is diminishing in which such generalizati ons remain 
valid -  in international organizations as well as in 
the policies of socialist and capitalist countries -  
according to which there exists a kind o f “ homo
geneous" problem o f development. As for the 
diversity of the political aspects, the author 
reviews the various kinds of “socialism” , usually 
intertwined with the rise of the nation in some 
special way, yet different in contents according 
to the region and culture in which it was born 
and appearing in the guise of nationalism. Such 
are the bourgeois patriarchal socialism (for 
example, the Islam with its number o f varieties), 
the bourgeois social reformism (India, Egypt), 
the radical reformism (Syria), and the national 
revolutionary socialism (Angola, Mozambique). 
As regards the future role and influence of the 
international communist movement, the author 
forms the opinion that it will certainly be grow
ing in the future. It would be, however, a grave 
error to form a kind of schematic conception, 
since the changes taking place in the developing 
countries are not likely to follow closely the 
historical examples.

Part III discusses the problems of economic 
strategy, that is, the “everyday” development 
problems. It takes in turn the planning and man
agement functions of the developing state, the 
desirable relations between state-owned and pri
vate enterprises, and the planning experience to 
be borrowed from the socialist countries. Partic
ular emphasis has been laid on the planning of 
foreign trade, foreign financing, and on that of 
the financial- flows of the state sector. Serious 
arguments have been advanced against the ex
pectable success o f development conceptions that 
rely mostly on the use of foreign resources (trans
fers of goods, services, technologies, expertise.

finances). These are becoming all the more 
important since the world economic (export) 
possibilities for the developing countries -  as has 
been said -  are deteriorating, or at least not 
improving. Growth based on exports is obviously 
limited. Further, since questions of socio-eco
nomic orientation are not clear, either. Mihály 
Simái stresses his conviction that the success of 
future development strategies will largely stand 
or fall with the realization of the fact that the 
elimination of backwardness is by far not an 
economic problem alone, but it is also a fairly 
complex social issue. Success will depend no less 
on whether enough motive forces will act to 
integrate the country and to develop the creative 
powers of the population, even if national pride 
has to be called upon.

It may not be entirely without logic if now, 
following the ideas set forth, we “jump” over to 
those parts of the book that discuss the planning 
experience to be learned from the socialist coun
tries. In the author’s opinion, such early and re
latively permanent norms of the socialist planned 
economy, as the continuous strengthening of 
social ownership, the increase of the weight of 
social consumption, and the concentration of 
means on tasks determining growth in the long 
run can be adopted with a high certainty. One of 
the important lessons to be learned is that the 
socialist countries have expanded and modernized 
their educational systems in view of the require
ments o f economic development. On the con
trary, the transformation o f the educational sys
tem of the developing countries was not started 
by the fundamental socio-economic changes that 
were necessary by all means. Almost all levels of 
education are marked by some disproportion: 
training is centred, unjustifiedly, on primary and 
university education.

The book treats in a separate part the prob
lems of financial transfers to developing coun
tries, not as if the author considered it as a 
cornerstone of the North-South dialogue, but 
because it was finances that gave rise to most of 
the conflicts. In his analysis, striving for objec
tivity, Mihály Simái warns his readers against 
over-emphasizing the question of finances. On the 
one hand, he recalls that the problem of transfers 
is not at all a new one, on the other hand, he 
establishes that the transformation of the entire
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system of international trade, and a considerable 
improvement of the economic performance of 
the developing and of the socialist countries may 
lead to important progress.

Part IV  reviews the questions of science tech
nology, research and development. The economic 
utilization of all these needs a special approach in 
the developing countries. The nature, standards 
and perspectives of the technological transfer 
coming from the CMEA countries is also treated 
here.

The closing parts (VI and VII) provide a clear 
and concise summary as well as an assessment of 
the controversies -  given much publicity and 
coupled with much confusion -  that accompany 
the new international economic order. Mihály 
Simai’s work offers the reader an insight into the

role of the UN special organizations and of other 
international organizations played in the fight for 
the NIEO and sets forth the widely ranging posi
tions held in this question by the different coun
tries, political and business (transnational) circles.

In reporting on the reform conceptions 
rooted in the past mission and the development 
of the future tasks of the UNO the author con
vinces the reader that there is no institution at 
present that would provide a better framework. 
In any case, he thinks it possible to establish a 
permanent new world conference to replace 
UNCTAD and GATT -  which have lost much of 
their importance -  that could later grow into a 
kind of a multilateral institution.

I. MAGAS
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A c ta  O econom ica, V o l . 3 0  (2), pp . 1 4 5 - 1 5 9  (1983)

J. KORN AI

EQUILIBRIUM AS A CATEGORY OF ECONOMICS

The article aims at a clarification of the notion o f ’’equilibrium”. It discusses first 
the scientific category of equilibrium. Accordingly, a system is in equilibrium (in a normal 
state), if its distinguished state variables do not change under the impact of internal forces. 
From this notion the accounting (bookkeeping) category o f balance-equilibrium should be 
sharply distinguished. It is in the latter sense that the equilibrium of the state budget, the 
balance of trade or o f international payments is used in literature. Unfortunately, the two 
notions are frequently mixed up. In reality there is no such regularity that would force the 
realization of the various balance-equilibria. Finally, the article interprets the notion of 
“market equilibrium” .

In order to discuss the problems of equilibrium, the concept must first o f all 
be clarified. There is much terminological confusion about this concept: different 
authors interpret the concept of equilibrium (and, of course, that of disequilibrium) 
in different ways. The great differences in the causal analyses, in the scientific ex
planations of equilibrium and disequilibrium situations are partly due also to the 
lack of a conceptual clarification, since the phenomenon the authors arguing with 
each other wish to explain is, as a matter of fact, not the same thing.

My explications are concerned with the bordering areas of economics, scientific 
methodology, and epistemology, and are, therefore, necessarily, rather abstract. I do 
not undertake to examine current economic and economic policy questions in this 
work; the economic examples cited serve exclusively to illustrate the ideas o f a more 
general scope. I must add: even so, the study is only at a “medium level” of 
abstraction; a strictly exact discussion would necessitate a formal mathematical 
apparatus, which I shall dispense with in this case.

1. The scientific category of equilibrium

Economics has borrowed the notion of equilibrium from physics. Of course, 
the definitions accepted in physics are not obligatory for social science. Since, how
ever, the concept in question is a borrowed one, it is desirable that our own defini
tions be in harmony with and related to the physical analogy.

In physics, equilibrium is a special state of a system. Opposite forces exert 
their effect on the system, and they balance each other exactly, thus the resultant 
of their effects amounts to zero. If the system is in a state of equilibrium and no 
external force removes it, it will stay in this state. Internal forces will not shift the 
system from its state of equilibrium: this is exactly the criterion peculiar to this 
state. Natural sciences know many different concepts of equilibrium: mechanic, ther-

l A c ta  O econom ica 30 , 1 9 8 3



1 4 6 J. KORNAI: EQUILIBRIUM AS A CATEGORY OF ECONOMICS

modynamic, chemical, etc. equilibrium. In the above-said, however, all the special 
equilibrium concepts agree with each other. Therefore, the equilibrium concepts of 
economics should be defined in an analogous manner — in due consideration of the 
fact that what we are investigating is the social reality.

Let us see in all detail the contents, that is, the composing elements of the category 
of equilibrium. We shall proceed step by step, so as to “circumambulate” this concept of 
a fundamental importance, interpreting and explaining it from several viewpoints.

1. System, internal and external forces. Socio-economic reality is an extremely 
complicated formation. Economic analysis is unable to render it in its full complexity. 
Instead, it applies abstractions, centering its attention on certain variables and their 
interactions, while disregarding others.

In an analysis o f  economic equilibrium we always have to do with a well defined 
system.* It is a “slice” or a segment o f socio-economic and physical reality. For example, 
the food supply o f the population of a country could be considered such a system.

There are actors acting in the system. In our example, actors are, on the one hand, 
the organisations participating in the production of and the trade in food, on the other 
hand, the households buying and consuming it. The actors have interests, motivations and 
aspirations which are expressed in the behavioural regularities of their decision processes 
and actions. A simple example o f such a behavioural regularity is that households usually 
react on the rise in price of a consumer article by reducing their demand. The actors 
regulate the physical (real) processes of the system under examination, in our example, 
production and consumption.

The interests and behavioural regularities of the actors active within the system, 
and the physical regularities of the real processes taking place in the same system together 
constitute the internal forces of the system. Of course, external forces also affect the 
system. (In our example: food production is affected by weather.) One of the basic 
questions of theoretical research is, what is to be considered an internal force and what an 
external force in an analysis. Every scientific discipline is obliged to make this kind of 
delimitation — without it, the concept of equilibrium cannot be interpreted. Let us just 
think of the well-known demonstration of the concept of equilibrium: a ball placed in a 
concave hemisphere. The equilibrium state of the ball is strictly determined by the 
internal forces o f the system “hemisphere +  ball” . For this, however, the external effects 
are disregarded, such as, for example, a push to the hemisphere with the ball in it.

2. State variables, invariance. The situation o f  the system is described by a set o f  
certain distinguished state variables. The ball in the concave hemisphere can be described 
by its colour, weight, the composition of its material, etc. If, however, the problem of 
mechanic equilibrium is analysed, attention has to be centred on the coordinates repre
senting the spatial position of the ball. The ball is in a state of equilibrium if  the variables

•The word “system” is used here, and throughout the present study, in the widest and most 
general interpretation o f systems theory. This is, therefore, a fundamental notion of science: a 
“system” may be a factory, a space rocket, the fauna and flora o f a forest, the national economy o f a 
country, etc.
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describing its spatial state do not change under the effect of internal forces, that is, if 
they are invariant. In order to speak o f equilibrium in this case, we need not stipulate that 
every state variable of the system be invariant (for example, the colour of the ball may 
fade). It is only certain variables that have to be invariant so that the system should be in 
equilibrium -  exactly from the aspect o f these specific variables.

A similar task has to be accomplished in analysing economic equilibrium. The state 
variables have to be selected in relation to which the question is then asked: is there a 
constellation o f the internal forces at which these distinguished state variables are 
invariant? In our example, such a state variable could be the stock/sales ratio on the 
supply side, and the unsatisfied demand/satisfied demand ratio on the demand side.*

Let us stop here for a moment. Five categories have been introduced so far: system, 
internal and external forces, distinguished state variables and invariance. The researcher 
cannot choose at random any ensemble of these. For an equilibrium analysis, such 
segment of reality has to be cut out, which is clearly separable from other segments of 
reality, at least on the level of theoretical analysis. One in which internal forces of a 
relative independence and with characteristic regularities are functioning, and these 
internal forces can guarantee the invariance of the relevant state variables. If any of these 
conditions are missing in reality, it is useless to speak of equilibrium, since the concept is 
uninterpretable under such conditions.

3 .Dynamic and static equilibrium. Bvery real system functions in time, and is 
therefore dynamic. Accordingly, the task of equilibrium analysis is to determine the 
equilibrium path o f a dynamic system.** Along this path, a distinguished group o f the 
state variables is invariant in time. In our example: the stock/sales ratio is of the same 
value at all times. If the system has reached its equilibrium path, it will not be shifted 
from there by internal forces, only external forces can remove it.

A static analysis is based on very strong abstraction. Its justification is that the 
examination of dynamic systems — especially their exact analysis — is often extremely 
difficult. The statements concerned with static equilibrium are of a limited value; they 
serve so to say as a “warming up” for studying dynamic equilibrium.

4 .Stability o f  equilibrium. If external forces have shifted the system from its 
equilibrium path, are its internal forces able to bring it back to this path? Or, once 
removed from it, will it not return there by itself, led by its internal forces? In the 
former case equilibrium is stable, in the latter it is unstable. * * *  For an economist, this 
is a particularly important distinction. An unstable equilibrium indicates the abstract

*At this point, it may not be useless to remind readers that the example serves exclusively for 
demonstration. If I had to write a real study on the food supply, I would choose other distinguished 
state variables.

**The reader interested in mathematical description can find a formal definition of the 
equilibrium path, for example, in the following volume: Schwödiauer [1] pp XIII-XIV.

***The mathematical theory of dynamic systems gives exact definitions for the various types of 
stability and instability. I shall not digress on these distinctions here; I only wished to give a simplified 
idea of “stable equilibrium” . Iff clarifying the problems of stability, Liapunov has made a pioneering 
work. See Pontriagin [2].
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possibility of the equilibrium state (path) o f the system. In case of a special interplay of 
external conditions, the system may follow this path. In reality, however, the system 
often suffers external shocks. A shock, or even a small external disturbance may shift the 
system from the equilibrium path. On the other hand, the stability of the equilibrium 
path indicates that some deeper internal regularity is functioning in the system, effective 
even against external shocks. Therefore, those information and regulatory mechanisms 
deserve special attention which provide for the stability of equilibrium o f a system. 
Reverting to our example: do such forces exist in the food supply system which 
guarantee that if stocks are running too low for some reason, they should again be filled 
up, or, if they have swollen excessively, they should again abate?

Let us now stick to the system with a stable equilibrium. In this regard, we have to 
clarify, which are the characteristic properties of the convergence towards equilibrium. 
Does it take place fast or slowly? Is it a monotonous convergence to the equilibrium 
path, or is it nearing and departing alternately? *

5 . Equilibrium: a “tendency". As has been mentioned under item 2: it is not sure 
that an equilibrium state exists at all in a given system. It may be added that even if an 
equilibrium state does exist, it is not sure that one and only one such state exists. The 
interpretation of equilibrium is made more difficult by the fact that in most cases only a 
stochastic relationship exists even among the strongly interdependent variables.** If, 
therefore, we do not reason in terms o f a simplified deterministic model, but are 
analysing reality and wish to apply the category of equilibrium to it, we must lend a 
looser interpretation to the concept.

One of the possible methods of description places this category in the conceptual 
framework of probability theory. According to it, the system is in a state of equilibrium 
in the stochastic sense if its internal forces do not change the distribution function of the 
specific state variables, i. e. its characteristic statistical attributes, such as expected value, 
variance, etc.

Another method of description is at hand which, to express a similar idea, dispenses 
with the conceptual framework of probability theory. Let us stick to our previous 
example: the stock/sales ratio. We can say, the system is in a state of equilibrium from 
this aspect, if  the value of this indicator is within a certain and not too wide interval. 
Therefore, in this case it is not one single point that determines the place of the 
equilibrium of the state variable (for a given moment in time), but a set. In such a 
dynamic system we have to do not with one single equilibrium path, but a great many

*1 call attention to my using the word “ stability” here in the sense as it is defined in the 
mathematical theory of dynamic systems. It calls equilibrium stable even if the system reaches its 
equilibrium amid wild fluctuations: the exclusive criterion of stability is that, after an external 
perturbation, it returns “by itse lf’ to the equilibrium path. As opposed to this, everyday economic 
usage would call the mere fact o f a wild fluctuation “instability”.

**This problem is partly due to the fact that economic theory deals in many cases with groups 
of people or o f organisations, that is, with aggregates. The reactions of individuals or o f organisations 
on a certain effect may be different, but the distribution o f the specific reactions may show a 
stochastic regularity.
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equilibrium paths. The limits of the interval can, of course, not be determined arbitrarily 
by the researcher. What we have to examine is, whether the regulatory mechanism 
actually functioning within the system reacts in fact on the critical values and tolerance 
limits situated at the borders of the interval. (For example, the food shop cancels the 
order if the stock has surpassed a critical value.)

What we have said under items 4 and 5 have a common lesson: the stable 
equilibrium path is to be interpreted as a “tendency”.*  The system deviates in every 
moment from its own “deterministic” equilibrium, under the effect o f  internal and 
external random disturbances. If, however, the random fluctuations clearly show a 
permanent average or trend which asserts itself under the effect o f  the internal forces and 
o f  the regulatory mechanism o f  the system in the way o f  a tendency, we are justified in 
speaking about a stable equilibrium path o f  the system.

I and my closest colleagues call this same path normal path in our works.** We 
prefer this denomination, particularly on account of the many misunderstandings and 
confusion about the notion of equilibrium, as 1 have mentioned at the beginning of this 
study, and which will be discussed in more detail later on. This is, however, only a 
question of usage: the terms “normal path” and “stable equilibrium path prevailing as a 
tendency” are synonyms.

6 .Multilevel regulation. In analysing the equilibrium of the system all actors have 
to be taken into account that, as internal forces, affect the state variables which we 
examine. Two kinds ot typical errors may occur in this respect in the studies on socialist 
economic systems. First: only the centre is considered to be an actor, as if  other organi
sations o f  society, such as the medium-level management organs or enterprises, or the 
different groups o f  society had not their own separate interests and, along with these, 
their own behavioural regularities. And yet they are not machines to carry out the central 
prescriptions perfectly and at all times. They may represent forces the effect o f which 
may coincide with that of the centre, but may also depart from it.

The second error: if the researcher tries to clarify the equilibrium state of the 
system so that he only considers the “lower level” , the producer enterprise and the 
household as actors, while considering the centre as an exogenous factor which interferes 
from outside with the life of the system. In fact, a multilevel regulation is functioning in 
the socialist economy; each level o f regulation is an organic part of the internal forces of 
the system. The category of “equilibrium” cannot be interpreted in the analysis of the 
socialist economy, if  we omit from our train of thought, or theoretical model, the role of 
the centre, that is, the effect of the behavioural regularities of the centre.

l .A  category describing objective reality. It follows from what has been explained 
so far that equilibrium is a category which serves to describe objective reality. It has to be 
found out, not in a speculative but in an empirical way, whether it is justified to speak 
about the equilibrium of a system. It is justified, if the relevant state variables of the

*“ . . .  the general law acts as the prevailing tendency only in a very complicated and 
approximate manner, as a never ascertainable average of ceaseless fluctuations.” Marx [3]

**See Komái, J. [4j, Chapter 7, and Kornai-M artos [5]
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system clearly show, in fact, an invariance at least as a tendency, and if there exist, in 
fact, such internal forces and regulatory mechanisms which drive the system back to 
equilibrium, if it has departed from it. Not every system has an equilibrium path; the 
existence of an equilibrium path is not self-evident. In any case, there are a great number 
of systems in socio-economic reality in respect of which rt is justified to speak about an 
equilibrium path.

It does not amount to praising a system, nor to criticising it if we say that it is in 
equilibrium. And, the reverse is true as well: it is not a praise nor a criticism, to say that a 
system has deviated from its own equilibrium path. The fauna of a forest is in a 
population equilibrium, if  the number o f the animals caught by the beasts is neither too 
high, nor too low: if  it were too high, the animals serving for prey would die out, if tó о 
low, the predatory animals would die of hunger. When the biologist-statistician makes the 
statement that the population processes o f the fauna of the forest are in equilibrium, it 
does not follow that he rejoices that the wolf kills the hare. Or let us see an example 
from economic history. Certain Asian societies are known in which the development of 
the productive forces had been stagnating for centuries. This peculiar kind of stagnation 
was the equilibrium path of such a system; such internal forces were functioning in it, 
which provided merely for simple reproduction. When the economic historian establishes 
the existence of this particular kind o f equilibrium path it does not follow, that he is 
pleased with the stagnation of the productive forces.

Therefore, the category of equilibrium does not imply a value judgement of the 
researcher analysing the system, but points out an immanent property peculiar to the 
system.

From the fact that a system progresses on an equilibrium path (asserting itself at 
least as a tendency) it does not follow that the whole o f society, or its majority, is 
content with this path. Some may be content, others may not. What is more, it is possible 
that nobody is really content, but every class and every group of society would prefer a 
different path. Equilibrium can still exist, on condition that the deviating or even 
opposing internal forces compensate each other and their resultant is unable to shift the 
system from its equilibrium path.

This does not amount to saying that we view the equilibrium path of one or another 
system without any value judgement — approval or dissapproval. If, however, we are 
discontented with a path and disapprove o f  the social and economic consequences 
brought about by that equilibrium path, we shall have to change the system which creates 
this and no other equilibrium. Ah equilibrium path cannot be shifted at random. Its place 
is not simply determined by wishes or decisions, but by the joint effect of many different 
complex internal forces and of deeply rooted behavioural regularities. If we wish to 
achieve that the equilibrium path be shifted, the position and interests of the actors 
functioning in the system, as well as the composition and proportions of the internal 
forces have to be changed. The system is amended and changed — and thereby also the 
place o f the equilibrium'path will change.
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2. Accounting equilibrium: a category of bookkeeping

In Chapter /  of my study I made an attempt at clarifying the scientific category of 
equilibrium. I have tried to interpret this notion so that, on the one hand, it should be in 
harmony with the equilibrium category of natural sciences and, on the other hand, the 
specific features of the systems analysed by social sciences should be taken into con
sideration.

The notion of equilibrium is also used in accounting (bookkeeping) and, of course, 
it would be a vain and unwise effort to deny it the right to use this expression. 1 do not 
think of accounting only in the narrow sense of the word, such as is done, for example, at 
the bookkeeping department of a factory, but in a wider sense: from the housekeeping- 
book to the activities of the national statistical offices.

Let us take the simplest case: the accounting of the monetary receipts and expenses 
of an economic unit (for example, a family household, a firm, the state budget). The 
following mode of expression is used: the accounts of an economic unit are in equilib
rium at a given date, if the amount of receipts equals that of expenses, and it is not in 
equilibrium, if there is a surplus or a deficit.

This mode of expression is clear, well defined and well usable. The only thing to be 
noted is that the notion o f  accounting equilibrium has a content different from  that o f  
the scientific category o f  equilibrium as clarified in Chapter I.

Let us see an example. There are capitalist countries the budget of which shows a 
deficit for a long time, maybe for several decades. In the accounting sense, this budget is 
not in equilibrium. In the scientific sense, what is characteristic of the equilibrium state 
of the system is exactly that its budget deficit is constantly reproduced. In this real system 
observable social regularities are prevailing, which lead to such a state of affairs that the 
government covers some of its increasing expenses by inflating the currency, instead of 
openly raising taxes. The internal power relations repeatedly force this process — maybe 
in spite of the promises of the government. The scientific researcher analysing this system 
has the task to find out, which social, political, and economic forces have a part in that 
this system-specific state of equilibrium -  the budget deficit — is reproduced perma
nently, through a whole historical period.

Using the concept of equilibrium in the accounting sence, it can always be clearly 
stated whether the budget is in equilibrium, or there is a surplus or deficit. On the other 
hand, using the concept of equilibrium in the scientific sence, it is questionable, whether 
there exists an “equilibrium balance” of the budget at all. For some economies the 
answer may be affirmative: a lasting tendency acts towards a balance definitely positive, 
or definitely near zero, or definitely negative. And, of course, for an affirmative answer it 
is necessary that the internal forces producing this tendency should be observable. For 
other economics, however, the answer is refusing: no lasting tendency can be demon
strated in the fluctuations of the budget balance.

It is the source of much confusion and misunderstanding that some of the 
economists mix up the accounting and scientific interpretations of equilibrium. The
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possibility of misunderstandings is further increased by the fact that reality and wish get 
intermingled, namely, what the objective equilibrium of the system is (if such state of 
equilibrium does exist), and what “equilibrium” the researcher would be pleased to see. 
This mixing-up sometimes goes as far as making the impression that the accounting 
balance is by all means desirable, what is more, “ regular” , and it is only the decision
makers’ and executives’ fault that they “violate” this regularity.

I do not know of such a general scientific regularity, according to which the balance 
of an accounting has to be zero (even only as a tendency, considering the average of a 
long period). In other words, 1 do not know of such a scientific regularity which would 
guarantee that the accounting equilibrium should be established at the same time also as 
an equilibrium in the scientific sense. This coincidence may occur in some real systems, 
but it cannot be considered a general regularity.

1 shall quote one more example to illustrate the importance of distinguishing 
between the two kinds of equilibrium concepts: the balance o f  trade and the balance o f  
international payments. Using the concept of equilibrium in the accounting sense, these 
balances are extremely important indicators of the economic situation of a country: to 
what extent the balance of payments of a country shows a surplus or a deficit in its trade 
and financial relations with other countries or groups of countries. There does not exist 
any simple rule whereby to judge to what extent a zero balance, a surplus or a deficit is 
advantageous or disadvantageous. Many different circumstances have tobe weighted: the 
momentary situation of the country, the economic and political conditions of eventual 
credits, the possibilities of their use and, parallel with it, the future ability of the country 
to repay credits and so on. I do not consider it to be the task of this study to answer 
these questions, either in respect of Hungary, or of other countries.

At the same time I wish to underline: I do not know of such regularity which 
would enforce the accounting equilibrium of the balances of foreign trade and of 
payments also as an equilibrium in the scientific sense (that is, as a normal state, a 
necessarily prevailing, lasting tendency). On the contrary: it can be observed that a great 
number of real systems exist in which the deficit or debts are constantly reproduced, 
under the effect of internal forces. In these real systems this is exactly what becomes a 
state of equilibrium — using the concept of equilibrium in the scientific sense (as defined 
in Chapter 1). Such a lasting tendency has been present in a number of developing 
countries, and it is found in several of the socialist countries as well. It is caused partly by 
common and general, and partly by country-specific forces. In my opinion, an economist 
dealing with this problem has to find out which are the forces that give rise to this 
tendency. Which are the interests, control mechanisms, and behavioural regularities 
functioning in the system that constantly reproduce this tendency? If a phenomenon 
shows all the time and, in spite of decisions aimed at its elimination, is constantly 
reproduced, its systemic causes have to be looked for.* If these are not known, only 
superficial propositions can be made to change the situation.

*It cannot be called an equilibrium path in the broad scientific sense (as defined in Chapter l ), 
or a normal path, if events take a turn in which the debts o f a country increase at an accelerating rate.
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3. The state of the market: surplus and shortage

In economic literature “market equilibrium” is often mentioned. Let us try to use 
in this field the conceptual apparatus introduced in Chapters 1 and 2 of the present 
study.

I use the word market in a broad sense. I consider it a system in which isolated 
producers and consumers are functioning as actors; their products are exchanged between 
them for money. In this general definition I leave the question open, whether the seller 
and the buyer (for example, the firm manufacturing the means of production and the 
other firm using the means, as seller and buyer) decide on selling and buying in full 
independence, or under the supervision of higher organs. Further, the question is left 
open, whether the price is based exclusively on contractual agreement between seller and 
buyer, or it is fixed by a central price authority. This broad definition covers, therefore, 
the market which is centrally planned and controlled in full detail, the one that is only 
influenced by the centre, as well as the one that is totally decentralised and free.

Since transactions are made by means of money, the concepts of demand and 
supply are interpretable. Simplifying somewhat the problem of definition, it can be said: 
demand is the buyer’s buying intention at given prices, and supply is the seller’s selling 
intention at given prices.

The state of the market cannot be described with one single indicator, but only 
with a group of a large number of indicators. Of these, I shall mention two different 
groups of indicators.

Surplus and reserve indicators. * * Such are the various objectively observable indica
tors: material, semi-finished and finished product stocks; unfinished production and 
unfinished investment stock; unused capacity of machines, equipments, buildings and 
other kinds of constructions; the unused part of worktime; open and concealed un
employment, and so on.

Excess supply, that is, the difference between selling intention and actual sales can 
be inferred also indirectly (for example, from written documentations, plans, or perhaps 
through interviews).

Tliis rate can be measured, for example, by the ratio of the yearly redemption of debts and interest 
payment (the so-called “debt service” ), to the yearly proceeds from exports. If this ratio is not 
invariant even considering the trend of a long period, but is rising ever more abruptly, the balances of 
foreign trade and of payments of the country in question are not in a stable equilibrium but are 
moving increasingly away from their initial state.

*Only a thorough analysis can find out, whether the unused portion of some resource 
had a chance at all to  be used. If this chance was zero, it is a surplus; if, however, utilisation had a 
positive chance, it can be qualified a reserve. It is another question to judge what size of reserve it is 
expedient to keep. In other words, it is a very difficult theoretical and practical problem to decide, 
where the end of a reserve and the beginning of a surplus is. The analysis o f this question goes beyond 
the limits of the present study. In my other works I often use the term  “sláck” which is a 
comprehensive term implying both surplus and reserve.
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Shortage indicators. These indicators are to reflect, to what extent realisation 
deviates from the buying intention. This is more difficult to “grasp” , than surplus and 
reserve, because surplus and reserve appear in physical form, We can see it with our own 
eyes, if a stock-has swollen, or a machine is at standstill. As opposed to this, shortage does 
not show directly in a physical form. As a rule, the buyer formulates alone his buying 
intention, and states, again alone, whether he could fulfil his intention or not. There are, 
however, exceptions: such transactions in which the buyer makes known his buying inten
tion in writing and in advance, so that the fulfilment of such intention can be traced. 
Besides, there are indirect means to observe shortage. A few examples:

— The buyer can be questioned, in the course of an interview, about his buying 
intention and its fulfilment.

— The length o f  the queue and the queuing time can be observed with such 
products and services which are available through queuing. This holds for the queues in 
which the buyer is physically present (for example, in a food shop), but also for those 
notional queues where the buyer or the claimant is served in the order of submitting his 
order or claim (for example, cars, flats).

— If the buyer does not find the wanted product with the seller where he tries first, 
he will try again, repeatedly, with other sellers. The search time and the number o f  the 
sellers visited are observable, perhaps through questioning.

If the buyer has not found the wanted product at the first try, or after some search, 
he may substitute some other product (of a poorer quality, or more expensive) for it. 
The frequency and proportions of forced substitution, as well as the losses caused by 
forced substitution can be observed.

The state of a market can be described by a well chosen group of the surplus and 
reserve indicators and of shortage indicators. Figures 1 -3  demonstrate the state of three 
different Hungarian markets. First of all, some explanation is needed for the interpreta
tion of the figures. Both reserve and surplus, as well as shortage ought to be described by 
many indicators, in other words, by a vector. Since, however, 1 wish to convey this mode 
of description on the two-dimensional plane of a paper sheet, a characteristic and 
representative component of both vectors are selected and shown as the two variables of 
the figures. For example, on Figures 1 and 2, demonstrating the market of food products 
and household appliances, respectively, such indicator could be the stock/sales ratio on 
the vertical axis, and the share of products bought in forced substitution within the total 
purchase on the horizontal axis. In Figure 3, illustrating the state of the tenement 
housing market, the ratio of the momentarily vacant tenement dwellings to the total 
number of dwellings could be shown on the vertical axis, and on the horizontal axis again 
the share of forced substitution. (A forced substitution is effectuated by the family 
moving into a dwelling which would prefer, at the prevailing rents, to move into another 
dwelling than what has been allotted to them.)

No units of measurement are shown in the figures, since it is not my intention in 
the present study to carry out a numerical statistical analysis. My only purpose is to 
convey visually, that the situation of the three different markets within the national
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economy of one and the same country can be widely deviating. The following statements 
can be supported by statistical data. There is a highly intensive shortage of state-owned 
tenement dwellings„ (The average queuing time is 6—7 years.) The shortage in household 
appliances is of medium or less than medium intensity. Most of the important articles are 
available usually, though it is not infrequent that one or another item becomes a shortage 
article for some time. There are a lot of difficulties in the supply with parts. Finally, food  
supply is good. However, I would not place the shortage indicator at the zero point here, 
either. There are well supplied districts and less well supplied ones; certain food products 
much in demand become shortage goods from time to time (though substituting articles 
are usually available), supply with ceftain articles is not so smooth, etc. The situation 
shortly outlined above is demonstrated in that the point D is very near, in the horizontal 
direction, to the origin in Figure 1, somewhat farther away in Figure 2 and much farther 
in Figure i .

su rp lu s  a n d  
reserve

,  D,
—11---------------------y

0  s h o r ta g e

Figure 1 
Food market

s u rp lu s  a n d  
reserve

...Da

0 s h o r ta g e

Figure 2
Market o f  household appliances

Although shortage phenomena, of varying intensity, are found on all three markets, 
this does not exclude the presence of surpluses. Shortage on one side and surplus on the 
other side — such a state may exist simultaneously. What is more, it is often exactly 
shortage that becomes the direct cause of surpluses.
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In our figures the big and thick point represents the equilibrium point or normal 
state of the market in question. The momentary state of the market fluctuated around it 
at all times. This is represented by the “cloud” of little black dots around the thick point. 
We mean the point of equilibrium according to the interpretation as given in Chapter 2. 
In a given period, the internal mechanisms o f  the economy keep the state variables o f  the 
market near this point. The point of the normal state is placed differently in each of the 
three markets in our figures, because in each of them different mechanisms are func
tioning.

s u rp lu s  a n d  
reserve

0 sh o rta g e

Figure 3
Market o f  tenement flats

The equilibrium point or normal state o f  a market is not valid for ever. It may shift 
— on condition that essential changes take place in the internal forces operating the 
market, i.e. in their power relations, interests, and behavioural regularities. Figure 4 
repeats Figure 1, but it now shows the state of the period about 1952. If the Hungarian 
food supply is compared with that of three decades ago, the point of the normal state has 
shifted strikingly towards the origin. This is because the interests and behavioural 
regularities of the actors working in agriculture, the food industry and the trade in food 
have changed. Parallel with it, the producer and consumer prices of food products have 
changed, which has also affected the behaviour of producers as well as of consumers. 
Material interest and incentive have increased in state farms and in cooperatives. The 
activities of the household plots and auxiliary farms, which are closely connected with 
the activities of the state and cooperative sectors, have grown enormously.

Now that I have tried to present, in harmony with the conceptual apparatus 
introduced in Chapter 1 how the state of a real market can be described, I have to tell 
that in everyday economic usage the concept of “market equilibrium” is often applied in 
a different sense. Let us have a look at Figure 5. The interpretation of the two axes is 
similar to that of the previous figures, but now it need not be specified, which market, in 
which country, and in which period is meant, since our purpose is only a conceptual 
delimitation.
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If we wish to interpret the “ market equilibrium” concept of the everyday economic 
usage, we may assign to it two different definitions: a strict-narrow one and a loose-broad 
one. The strict interpretation would say: a market is in equilibrium, if and only if neither 
surplus nor shortage, neither excess supply nor excess demand exist in it. That is to say, 
in our figure the state variables assume their value in the origin. This point is called by 
many the locus of Walrasian equilibrium, since it was. L; Walras who first put down the 
characteristics and conditions of this specific point in exact mathematical form.* The 
other -  and more practical — interpretation is content with a looser criterion. According 
to it, the market is in equilibrium, if the equilibrium point is near the origin, within the

s u rp lu s  a n d  
re serv e

,1 9S  3

0  s h o r ta g e

Figure 4
Shift o f  the normal state on the food  

market

s u rp lu s  an d  
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p lace  o f th e  W alra s ian  
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•  \

0  sh o rtag e

Figure 5
Demonstration o f  the colloquial concept 

o f  “market equilibrium  ”

*This concept o f market equilibrium appeared much earlier, with the English classics; Walras’ 
contribution consists in the mathematical formalisation o f this category. A modern summary presenta
tion of the Walrasian equilibrium theory is found, for example, in the work o f Arrow-Hahn [6]. My 
book “Anti-equilibrium” [7] criticises the Walrasian general equilibrium theory.
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area delimited by the dotted curve. That is, there may be — even in the average of a long 
period — some shortage and some surplus, but not too much. A point in this area is 
represented by the point P in Figure 5.

I shall make a few comments on this usage.
1. No such real economic system exists the real normal state or stable equilibrium 

point of which is the origin, that is the Walrasian equilibrium point. There is friction in 
every economy: wrong forecast, inexact information, erroneous decision, prolonged or 
mistaken execution of decisions, external troubles. Therefore, surpluses and shortages 
constantly exist in every economy.

2. There are such real markets the real equilibrium point or normal state of which is 
relatively near the origin: about the place where the point P is to be seen in our figure. It 
is near because such mechanisms are functioning on both the supply and the demand 
sides, which drive the momentary state of the market towards this point P. If  shortage is 
too intensive, they increase supply and/or decrease demand; if there is too much surplus, 
they do the reverse. The point P can be the real stable equilibrium point of a real system, 
i f  and only i f  such adjustment regularities are functioning in it. It may not be an 
exaggeration to say that the normal state of today’s Hungarian food market is not far 
from this point P.

3. There exist such real markets the internal mechanisms of which do not drive the 
state variables to the vicinity of the point P. (See, for example, the Hungarian market of 
tenement dwellings, the normal state of which must be about the point D in Figure 5.) It 
is in qualifying the situation of these markets that the usage of the concept in the present 
study differs from the formulation o f numerous authors: economists, economic policy 
makers, and of the “man in the street” . They usually say: “equilibrium must be restored 
on this market” . Or: “market equilibrium in the distribution of this product or service 
must be guaranteed” . It is clear what they mean: they wish to see a market the 
equilibrium point of which is not D but P. I think, however, that this sound effort is not 
quite exactly expressed by this usage of the word -  and this is not a conceptual 
hair-splitting, but a substantial difference. The actual system has its own, characteristic, 
system-specific, stable equilibrium (if it has at all a stable equilibrium). If we wish that 
the equilibrium point should be placed elsewhere — for example, not in D but in P — the 
actual system has to be changed and thus another equilibrium created. If we wish to 
eliminate the housing shortage, we have to establish such a mechanism to control housing 
supply and demand, as a result of which the actual equilibrium point will be placed at P.

The economic science of the socialist countries has, in my opinion, several inter
related tasks in the examination of equilibrium. The first task: it has to be revealed, 
objectively, where the equilibrium states, equilibrium paths, or normal paths in the 
different countries, in different historical periods, in main markets and other subsystems 
are. The second task: it has to be found out, which are the internal forces, interests, 
control mechanisms, and behavioural regularities that drive the system exactly towards 
those equilibrium points or equilibrium paths. And, finally, as a third task, w.e have to
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search, in which direction those internal forces, interests, and control mechanisms can 
and must be changed, if we are dissatisfied with the prevailing equilibrium paths and wish 
to develop other equilibrium paths and other normal states.*
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РАВНОВЕСИЕ КАК ЭКОНОМИЧЕСКАЯ КАТЕГОРИЯ 

Я. КОРНАЙ

Статья посвящена уяснению понятия «равновесия». Сначала автор рассматривает научную 
категорию равновесия. Экономическая наука должна найти такую дефиницию равновесия, которая 
соответствует определению равновесия в естественных науках, согласно последней определенная 
система находится в равновесии (нормальном состоянии) тогда, когда определенные параметры 
состояния не изменяются под воздействием внутренних сил. Особого внимания заслуживают 
состояния устойчивого равновесия, а также траектории равновесия. Научная категория равновесия 
выражает не ценностную оценку ученого, исследующего систему, а внутреннее, имманентное 
свойство системы.

Указанную выше категорию следует четко отличать от учетной категории балансового 
равновесия. Принято говорить, например, о равновесии бюджета домашнего хозяйства или 
государства, о равновесии торгового и платежного баланса страны и т. д. Такое словоупотребление 
широко распространено. К сожалению, многие путают два понятия: научную и учетную категорию 
равновесия. В действительности не существует закономерности, ведущей к достижению равновесия 
различных балансов, даже в стохастическом смысле как общей долгосрочной тенденции. Существу
ют такие экономические системы, прочное состояние равновесия (нормальное состояние) которых, 
взятое в научном смысле, характеризуется прочным отклонением в определенном направлении от 
равновесия какого-либо баланса (например, хронический дефицит государственного бюджета или 
платежного баланса и т.д.)

В заключение в статье рассматривается понятие «рыночного равновесия».

•A t this point I wish to add a personal remark. With my present study I wished to serve a single 
purpose: conceptual clarification. Ir. my other works, first o f  all in my book Economics o f  shortage 
[4 ], I tried also to contribute to the accomplishment of the three tasks specified above.
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В. CSIKÓS-NAGY-L. RÁCZ

RISE OF THE PRICE LEVEL AND ITS FACTORS IN HUNGARY

The 1960s were characterised in Hungary by a relative stability of consumer prices 
with limited inflation. Because of the powerful rise in the state procurement prices of 
agricultural products this was only possible with the extension o f subventions. The economic 
mechanism introduced in 1968 considerably increased the role o f prices in economic process 
regulation and thereby improved the adjustment of the Hungarian economy. However, all this 
was accompanied also by a more vivid rise in the price level and the oil price explosions of 
1973 and 1979-80 further accelerated price movements. The increase of prices may not be 
avoided in the future, either, which follows beside permanently existing factors from the fact 
that national economic interest in the regulation of price level is necessarily subordinated to 
basic criteria o f economic development -  to improving efficiency and creating equilibrium. 
To restrict price increases with central tools is justified only until it does not impede the 
realisation of economic policy objectives.

The permanent rise in prices is a new phenomena facing the commodity producing 
economies. Until the first half of this century, periods of rising prices had been followed 
by spectacular drops in prices. The latter were, however, usually the concomitant 
symptoms of economic depressions and recessions. The rise in prices has accelerated 
during the last ten years also in Hungary: internal and external pressure on prices has 
grown. This is what made it timely to analyse the problem extensively. A number of 
experts have contributed to the work. The present study is the product of this collective 
activity.*

*The following background materials were prepared for the document submitted to the 
Economic Work Team of the Hungarian Socialist Workers’ Party: E. Jávorka: Az árak emelkedésére 
ható tényezők (Factors affecting the rise in prices); J. Deák: Az árak emelkedésére ható tényezők az 
V. és'VI. ötéves terv időszakában (Factors affecting the rise in prices during the 5th and 6th five-year 
plan period.) The assertion and effect of correction mechanisms, and critical points; P. Havas: Az árak 
emelkedésére ható tényezők a magyar gazdaságban (Factors affecting the rise in prices in the 
Hungarian economy); I. Tarafás: Árfolyampolitika (Exchange rate policy); A. Rába: Infláció a 
világpiacon (Inflation on the world market); I. Dunai: A rubel elszámolású és nem rubel elszámolású 
külkereskedelmi árak alakulása az utóbbi tíz évben és a VI. ötéves terv időszakában (Foreign trade 
prices in the rouble and the non-rouble settlements during the last ten years and in the 6th 
five-year-plan period); Pénzügyminisztérium. Ár és Forgalmi Adó Főosztály -  Pénzügykutatási Inté
zet: Az árszínvonal növekedésének okai és következményei a magyar gazdaságban (Causes and 
consequences o f the rising price level in the Hungarian economy).

2 A c ta  O econom ica 30, 1 9 8 3



1 6 2 В. CSIKÓS-NAGY-L. RACZ: RISE OF PRICE LEVEL

Rising price level since the currency reform of 1946

Almost the whole period of building socialism in Hungary has been accompanied by 
a rise in prices. In the average of the last 34 years, this rise in the producer and consumer 
prices amounted to a yearly 4—5 percent. Most of the changes took place with some 
extent of periodicity. Within the overall changes, the agricultural price level was rising 
much more sharply: by about 7 percent on a yearly average, the reason being that in 
agriculture a historical task had to be solved. In the 1930s the agricultural day-wage 
amounted to about 40 percent of the industrial minimum wage. In the early 1970s a 
parity came about between the peasant incomes and the industrial wages. After that, the 
rise in agricultural prices has been of about the same rate as that in other spheres (see 
Table 1).

Table 1

Yearly average change in the price level, percent

Period Industry
Building
industry Agriculture Consumer

prices

1947-1949 + 6.9 . . . + 15.5 + 15.0
1950-1952 + 12.6 + 1.5 + 8.0 +20.4
1953-1957 + 0.6 + 3.1 + 17.8 -  0.8
1958-1959 +15.5 +30.5 -  3.5 -  1.0
1960-1965 -  1.4 -  1.2 + 2.9 + 0.7
1966-1968 + 2.1 + 4.4 + 7.1 + 0.8
1969-1978 + 2.9 + 3.8 + 3.5 + 2.8
1979-1981 + 9.0 + 3.0 + 5.7 + 7.5

Yearly average
of the 34 years + 4.0 + 3.9 + 6.8 + 4.4

Because of the total collapse of the pengő currency, in 1946 the forint currency was 
introduced in Hungary. The currency reform could only put inflation between acceptable 
limits. It could not stop it entirely if only because war damages still had a paralysing 
effect on the economy. Price stabilisation followed, parallel with the introduction of the 
administered price system, in 1951—52. At the same time, a policy of price reductions 
was announced, which, however, led to the so-called suppressed inflation. Its characteristic 
manifestations were the shortage of goods, poor quality, and the raising of prices by 
launching new assortments on the market.

The 1960s were characterised, with some reduction of the suppressed inflation, by 
a comparative stability of the consumer prices. Because of the steep rise in the (procure-
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ment prices of agricultural produces, this was only possible by the extension of budgetary 
subsidies. As for services, it was the rising wage and material costs that necessitated 
subsidy, so that the consumer prices could be maintained.

The economic mechanism introduced in 1968 accorded prices a more important 
role in the economic process regulation, which largely improved the adaptability of the 
economy and contributed to the development o f a more flexible and more efficient 
economic management. All this was accompanied by an accelerated rise of the price level. 
The global price level first grew by 1—2 percent yearly, and then by 2—3 percent (see 
Table 2).

In the period from 1967 to 1974 the Hungarian economy had made important 
achievements: national income was growing by yearly 5—8 percent, personal consump
tion by 4 percent, the terms of trade improved considerably and, on the whole, foreign 
trade was balanced. True, in certain years (particularly in 1970—71) the uses of the 
national income significantly surpassed its generation, which was, also in that period, a 
factor accelerating the rise in prices. Nevertheless, equilibrium still could be maintained 
even with a high average growth rate of several years.

Table 2

Changes in price in the periods following the economic reform, percent

Changes in (in forint)
Changes in - 
the terms 
of trade

Changes in

Period export
prices

im port
prices

industrial
producer

prices

agricultural
procurement

prices

consumer
prices

1968-1970 together + 3.0 + 4.9 + 1.9 + 8.2 + 18.0 + 2.4
1971—1973 together + 4.1 + 1.9 -  2.1 + 4.0 + 4.9 + 4.8
1973 + 6.3 + 5.0 -  1.2 + 2.5 + 7.9 + 3.4
1974-1975 together +32.9 + 14.3 -14 .0 + 14.3 + 1.0 + 5.7
1976 -  6.7 -  4.6 + 2.2 + 4.4 + 9.9 + 5.9
1977-1978 together + 7.1 + 2.8 -  4.0 + 5.9 + 2.7 + 8.6
1979 + 6.1 + 4.2 -  1.8 + 1.3 + 0.6 + 8.9
1980 -  1.7 -  1.3 + 0.4 + 19.4 + 11.4 + 9.1
1981 + 5.4 + 3.5 -  1.8 + 7.1 + 5.0 + 4.6
Total of 1968
to 1981 +66.5 +33.7 + 19.7 +84.0 +79.2 +66.2

The rise in world market prices that followed the first oil price explosion in 1973 
caused very grave losses to Hungary. In the Western markets the terms of trade deterio
rated by over 23 percent during the two and half years following the price explosion. In the 
socialist markets the deterioration was also bad: almost 10 percent. Within a short period, 
Hungary lost nearly 10 percent of its yearly national income.
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The second oil price explosion in 1979 deteriorated mainly the terms of trade with 
the socialist countries, since Hungary’s mineral oil and natural gas imports came, at that 
time, almost entirely from the CMEA market.

The fast rising import prices of the natural resources were introduced “drop by 
drop”  into the Hungarian price relations between 1975 and 1978. Bút the world market 
prices becoming established after the second oil price explosion of 1979 were introduced 
without any delay, and this led to an exceedingly high and unplanned rise in the producer 
price level.

The two oil price explosions and, in general, the revaluation of natural resources in 
the world became important factors of price increases in Hungary (see Table 3).

Table 3
Rise in the producer price level and the role o f  the increased price o f  energy 

(percent over the last year o f  the preceding period)

Period
Rise in 

producer 
prices

Of which

Direct
energy

Materials,
semifinished

products

Manufacturing 
industry (with

out food 
industry)

Agriculture 
and food 
industry

Others
(building
industry,
transport,
services)

I9 6 0 -1 9 7 2  together + 8.0 +0.5 + 1.5 + 3.5 +2.5
1973—1975 together +11.0 + 2.0 + 1.5 + 3.5 + 1.6 +2.5
1976—1978 together + 9.0 + 2.5 + 1.0 + 1.5 + 2.5 + 1.5
1979—1980 together + 15.0 +9.0 + 3.0 „ + 3.0 .

1981 + 5.5 + 2.5 + 0.2 +0.5 + 1.0 + 1.3

1982 (plan) + 3.5 + 1.5 +0.3 +0.5 +0.2 + 1.0

Looking at the whole period of socialist construction, the rise in prices was not 
lower, on average, in the consumer prices than in the sphere of production. However, 
the changes in consumer prices much more definitely concentrated in certain periods than 
those in producer prices. From the stabilisation of 1946 up to December 1951 a 
continuous rise can be observed, and in the following 16—17 years the producer price 
level — and even more so the consumer price level — remained practically unchanged.

Evaluating the consumer price policy of the period in question, it has to be taken 
into account that the large-scale consumer price increases of 1949—1951 were accompa
nied by a considerable reduction of the personal real incomes. After the consumer price 
increases of 1951 an approximately 60 percent turnover tax “zone” came about between 
the producer and consumer prices. Because of the low prices of the compulsory delivery 
system in agriculture the high net income content of the basic foodstuffs was particularly
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conspicuous. With rising living standards and, especially, with growing peasant incomes, 
and when realistic exchange rates developed, the producer price level of foodstuffs, 
manufactured articles and services grew faster than the consumer price level, and the 
turnover tax comprised by consumer prices shrank to a minimum. And, in the years after 
1973, the consumer price level became definitely subsidised (negative, two-level price 
system). The measures of 1979—1980 changed this situation: the price system became 
once again positively two-level. This is shown in Table 4.

The almost twenty years’ freezing of the consumer prices and the great structural 
and social changes of the same period caused tension in several points. The low prices of 
the basic foodstuffs enabled larger consumption on the domestic market than would have 
been allowed by the economic conditions 'of the country and hindered a harmonic 
development of large and small-scale agricultural farming; primary energy and essential 
services (housing rents, passenger transport, etc.) became highly subsidised.

The new economic policy introduced in 1956 aimed mainly at the stability of the 
consumer price level. It was the economic reform of 1968 that first formulated the 
necessity of introducing input-proportional consumer prices. This was to be carried out 
gradually, in 10 to 15 years, in most part by raising consumer prices (especially of services 
and foodstuffs), but to some extent also through price reductions (for example, of 
garments). The 1973 oil price explosion on the world market pushed the programme of

Table 4

Difference between the producer and the consumer price levels 
in percentage o f  the consumer turnover

Year Percentage Year Percentage

1949 + 18 1976 -3 .0
1952 +63 1978 -4 .0
1959 + 18 1980.1. 1. + 3.0
1968 + 5 1980 +1.0
1972 + 3 1981 +0.5
1975 0 1982 (plan) + 1.5

transition to value-proportional prices somewhat into the background. More exactly, the 
task was now formulated in the following terms: producer prices should follow the 
changes in foreign trade prices of the trade settled in convertible currency, and the 
consumer prices should follow the changes in producer prices. In other words, this 
implied that in the process of transition to value-proportional prices the foreign-trade- 
sensitive products were given priority. The new consumer prices of 1979 were also 
introduced with this in view.

The entire historical trend of prices is in contrast with the idea of a lowering price 
level which referred, already in the early 1950s, to the economic law of the decreasing
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value of goods. Certainly, the Hungarian society disposes of an ever increasing volume of 
goods, while the available yearly man-hours are not growing today, but decreasing. And 
this is only possible if — according to the Marxian labour theory of value — the labour 
input of society into production and, accordingly, the value of commodities are decreas
ing. Therefore, the question is now the following: if prices have to adjust to value, why 
are prices not decreasing? In examining the causes, the following factors deserve atten
tion:

— natural conditions;
— foreign economic factors;
— tendencies of social and economic progress;
— economic policy.

Natural conditions

The general tendency of the improvement of productivity and of the decreasing 
value of commodities does not prevail in every field of the economy. In our age, natural 
conditions have deteriorated in many places, and there the labour input into production 
is not decreasing but increasing, which affects the whole of social production. In the first 
place, the following have to be noted:

a) In the extractive industries, such as mining, and in agriculture, prices are 
determined by the costs of the marginal producer, that is, the one working under the 
worst conditions. The demand for primary energy and foodstuffs is growing fast and 
therefore, the marginal cost is also growing continuously. This process is described by the 
changes in prices as shown in Table 5. The same tendency prevails in the Hungarian 
economy, and is expressed, first of all, in the rising costs and prices of mining and 
agriculture.

Table 5
The export price indexes and relative prices 

o f  industrial articles and raw materials in world trade (1972=100)

Denomination 1973 1974 1975 1978 1979 1980

Industrial articles (manufactures) 117 142 160 200 231 257
Raw materials 144 246 242 287 372 547
of which: Crude oil 133 444 444 519 694 1172

Minerals 132 361 377 414 607 1022
Foodstuffs 143 190 180 219 244 286
Raw materials o f agricultural origin 161 184 161 212 256 269
Non-ferrous metals 139 176 138 174 230 257

Price gap between raw materials and manufactures 
Price gap between raw materials (without mineral

123 173 151 144 161 213

oil) and manufactures 124 132 111 108 106 109
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In our days, of course, the oil price is not regulated by production costs, but by the 
conditions given in the political challenge. In the case of mineral oil produced under 
favourable natural conditions the costs are only a fraction of the price. However, on 
account of her dependence on imports, Hungary’s price relations on the domestic market 
are not regulated by costs, but by world market prices.

The rising prices of mineral oil and primary energy became a determinant factor in 
the price increases that have taken place in the Hungarian price system. The rise in 
producer prices amounted to 47 percent from 1972 to 1981, of which 17 points were 
directly due to the price increases of energy but, inclusive of secondary effects, over 30 
points can be traced back to this factor. The rising prices of mineral oil and of primary 
energy in general on the world market could not be fully neutralised by a revaluation of 
the forint currency because the rise in the world market price level showed much stronger 
in the product pattern of Hungarian imports than in that of Hungarian exports. That is 
exactly why we have lost nearly 10 percent of the national income.

b) Also the inputs into environmental protection contribute to the relative growth 
of production costs. Among natural factors, the importance of costs required for the 
elimination of environmental harms is growing. The pollution effect of modern produc
tion is greater than what was concomitant with earlier technologies. For example, in the 
advanced industrial countries 20 percent of the total investment costs are spent on 
environmental protection in the iron and steel manufacturing industry, 15 percent in the 
paper industry, and 10 percent in the motor car industry. Energy production in thermal 
power stations and crude oil refining also have high costs of environmental protection. All 
this boils down to the fact that a considerable rise in costs is caused by environmental 
protection and that the rate of this rise is further increasing in the process of industrialisa
tion.

Factors of foreign economy

In the 1960s inflation was present in international prices only to a limited extent. 
The rise of world market prices was about 1 percent on a yearly average. This was a 
period of consolidated international cooperation and a stable international monetary 
system. A domestic market inflation of about 3 percent — higher than the world market 
average — was present in agriculture and in services (building, etc.).

As the international financial and monetary system was shaken, the rate of inflation 
on the world market grew considerably (in some years, it amounted to 6 to 9 percent), 
and, following the oil price explosion, it suddenly accelerated, so that the rate of increase 
in world market prices now permanently reached two digits. That is, the oil price 
explosion was an event of international economy which set off a chain reaction and led to 
an extreme acceleration of inflation. While before 1973 the countries preferred to shift 
the burden of inflation onto domestic consumption and wished to preserve their 
international competitiveness with firm export prices, after 1973 advanced industrial 
countries with an oil deficit already “exported” inflation, so as to counterbalance some
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of the “oil bill” . Thus the “infiltration” effect of world market inflation has intensified, 
which is called the import of inflation.

Also in the Hungarian economy, it. was at the time o f  the first oil price explosion 
that the external inflationary pressure suddenly grew through the deterioration in the 
terms o f  trade. The deteriorating terms of trade of Hungary showed, however, some 
specific features. Thus, for example, the deterioration in the terms of the non-rouble 
trade in 1973—75 was not caused directly by the price increase of crude oil. The loss was 
due, beside the price increase of the imported materials (mainly of chemicals made from 
oil derivatives), to the considerable deterioration in the relative foreign prices of industrial 
products (first of all machines). Because of an increasingly protectionist agricultural 
policy of the European Economic Community, the export price level of agricultural and 
food products also became less advantageous. In Hungary’s trade with the West the rise in 
the prices of import products — other than primary energy — was higher, and in that of 
the export products lower than in the trade of the advanced industrial countries. This was 
partly due to the deficiencies in the Hungarian export commodity pattern.

In the Hungarian trade with the CMEA countries the deterioration in the terms o f  
trade because o f  the two oil price explosions was worse than that in our trade with the 
Western countries, since we purchase most of the primary energy at rapidly increasing 
prices on the CMEA market. On account of the CMEA pricing principle, which is that the 
world market price proportions are reflected in the CMEA trade through the gliding price 
basis with a certain delay, this brought about a more favourable situation than if we had 
traded at world market prices — taking into consideration also the differences in the 
product patterns. In the future, however, this advantage will considerably diminish, since 
the effect of the second oil price explosion of 1979—1980 is going to show more 
intensively in the CMEA prices from now on.

Also the exchange rate policy followed the world market fluctuations with a delay: 
an important nominal revaluation of the forint was effected in 1976. It remains a 
question — and in this there are important differences of opinion among Hungarian 
economists — whether the exchange rate policy has helped or hindered the adjustment of 
the Hungarian economy to the changed world market price relations. Some say that the 
rate of exchange had no unfavourable effect on exports, and a higher nominal revaluation 
of the forint would have been even more successful, on account of its effect on raising 
efficiency requirements. According to others, only a higher rate of exchange (lower 
nominal revaluation) could have contributed to a more advantageous development of the 
Hungarian foreign trade equilibrium.

Tendencies of social and economic progress

One of the important results of technological development is its influence on 
increasing productivity and thereby on reducing specific inputs. Technical progress (new 
technology) serves, however, also such kinds of development as do not cause changes in
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the amount of labour input, but rather in working conditions and in the welfare of 
members of society. Thus the success of the new technology i.e. of technical progress 
cannot be measured today only in economic terms and narrowed down to increasing 
productivity or to labour saving.

At a time of fast scientific-technological development the most frequent form of 
manifestation of technical progress is an increased use value of products and the 
appearance of new assortments. Such technological development justly increases produc
tion inputs and prices, since it satisfies needs of a qualitatively higher level.

Labour inputs are further increased by the rising social welfare costs expressed in 
the increase of the indirect benefits (outside wages). In addition to health, social, and 
educational costs, the most important factor in this is the increasing cost of pensions per 
unit of national income, which follows from the prolonged life time and from the social 
demand for a higher share of the old in the national income.

As compared with an earlier period, wages have lost their flexibility; it is not 
possible any more to lower the wage level, instead, wages have to be raised regularly. Even 
in the capitalist countries, it is considered a general rule that wages are to be relatively 
increased, independently of market fluctuations and company profit. The increase of 
productivity is different in each sector and subsector. However, none of the groups of 
workers can be excluded from wage increases guaranteeing higher socio-economic stan
dards, thus nominal wage increases are given which raise production costs. International 
examinations of long time series and covering several countries prove that the general rate 
of increase of nominal wages adjusts itself to the productivity of sectors in which the 
growth of productivity is the fastest. This is exactly what leads, for example, to the rising 
relative costs of services, which is only partially felt by consumers in Hungary, because of 
the subsidies.

From the aspect of the relationship between inputs and prices the structural 
equilibrium disturbances between the demand for and the supply o f  labour are of 
particular importance. Structural change is a permanent concomitant of development. 
This infers the flow of labour and a changing pattern of the various working activities. If 
it is taken into consideration that training (retraining) and adaptation are highly time
intensive and that a few years’ output of the training system satisfies only a fraction of 
the demand for labour, it will be clear that a certain degree of structural imbalance 
between the demand for and the supply of labour is a permanent concomitant of a fast 
growing economy going through a radical structural change.

The structural equilibrium disturbances between the supply of and the demand for 
labour are manifest in a structural unemployment in the capitalist countries. In Hungary, 
the structural labour surplus remains hidden, that is, it takes the form of “indoor 
unemployment” (a term taken over from everyday language), deteriorating the efficiency 
of production and increasing the unit costs.

A further aspect of this phenomenon contributes to the increase of social costs. If, 
with full employment, the declining sectors and firms do not release labour, a permanent
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and unlimitable labour hunger will develop, which will exert a continuously increasing 
influence on the rise of money wages.

In a period of structural changes social costs are largely increased by preparation for 
the new technologies, the training and retraining of the work force, the planning and 
implementation of new factories, technologies and products, new practice and, not least, 
by the introduction on the market (and the price losses suffered in the meantime). 
Therefore, a period of structural changes is sometimes accompanied by a suddenly rising 
price level. This was the case, for example, in Japan in the 1960s and in the early 1970s 
and in Spain and Greece during the last five or six years.

The effect of structure is strong also under the Hungarian conditions. In Hungary, 
its intensity was even increased by the fact that by the mid-1970s the possibilities of a 
more intensive utilisation of the infrastructural assets had been exhausted, and this 
became a factor in the growth of the capital/output ratio of the national economy, that 
is, in the increase of inputs.

Economic policy

Close connexions are found between the rise in prices and the economic policy of 
the country. The following are to be called to attention:

a) The stimulation of economic growth is itself concomitant with a rise in prices. 
Between 1973 and 1976 economic growth could be managed with a moderate rise in 
prices in spite of the deteriorating terms of trade because, even though expensively, 
external resources were then sufficient to provide for the additional costs of over-develop
ment. This security diminished suddenly after 1975 as overspending and debts increased 
(which had further internal and external causes), and the situation is now made even 
worse by the events in world politics. Thus the inflationary pressure has grown and earlier 
latent factors have had to  come to light.

b) As for rising prices, it is an important factor, in which way the government 
interprets economic equilibrium and which instruments it will use to create it.

Excess demand has been and, though much reduced, still is a permanent con
comitant of socialist economic development. Excess demand leads to rising prices by 
breeding indulgence and enabling an uncritical shift of the increased costs onto prices.

The upkeep of general equilibrium under changing economic conditions necessitates 
certain sacrifices (the building up of reserves; in a few fields higher prices stimulating the 
adjustment of supply; in other fields the loss of value of goods produced but not in 
demand any more). These, however, have to be made, with a view to the development of 
the economy, and they are certainly smaller on the social scale than if shortages and 
temporary disturbances of supply were tolerated.

In Hungary, a balanced economic development is promoted by price and other 
financial means more than in other socialist countries. The rise in prices is allowed if this 
can improve equilibrium conditions and eliminate shortages. It is today a generally 
recognised fact that not negligible results have been achieved in this field in Hungary.
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c) The programmes aimed at improving efficiency and international competitiveness 
reduce in themselves the risk of a price increase, particularly if they are coupled with 
holding back growth. The Hungarian economic policy pursued since 1979 is based on this 
principle. The problem is rendered, however, more complicated by other factors that 
affect the development of prices. Inflation — which had been repressed first with the aid 
of internal then mainly external resources — broke its way simultaneously with the new 
economic policy direction (since the latter was one of the means of holding back home 
consumption), and thus the rate of the rise in prices has grown.

d) In our age, the demand tor a continuous and relatively even improvement of the 
living conditions has become a factor forcing a rise in prices in several fields. Depending 
on the economic policy objectives of the country, this may be of varying intensity. In 
Hungary, even under the conditions of the new growth path it is a basic feature of 
economic policy that the real value of consumption is not to be reduced. However, a 
continuous wage incentive cannot be maintained without raising the nominal wage level. 
It follows that the level of consumer prices has to be raised by all means (even if the 
pressure is diminishing on the side of inputs and producer prices), until the global 
financial imbalance is not reduced to a bearable extent.

e) The principles of functioning of the economy and the system in which they are 
realised, that is, the mechanism may change considerably the effects of other factors.

Fig. 1. Changes in nominal wages, real income and consumer prices between 1970 and 1981
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Among the factors of internal mechanism causing a rise in prices a few particularities of 
the Hungarian control and management system have to be pointed out. Such are

— the feature of the wage control that it allows the raising of the enterprise wage 
level only if the profit increases in comparison with the base period;

— the artificial overvaluation of the use of assets;
— the unsatisfactory mechanism of capital allocation.
In Hungary, as in other socialist countries in general, the repression of a rise in 

prices by means of direct price control methods occurs rather frequently. This increases 
state subsidies, for which, however, sources must be created and this is done by raising 
taxes. Such practice fails, however, to ease the inflationary pressure in the economy and 
only represses it, and since it gives wrong information on the situation to producers and 
consumers, as well as to state organs, it finally becomes a source of new losses.

The change in prices in international comparison

The rise in consumer prices in Hungary in the period between 1967 and 1980 was 
the highest among the socialist countries and it was surpassed, even in the 1980s, only by 
the rise in Poland, where anarchical economic phenomena caused open inflation.

Table 6
Changes in the consumer price levels 
o f  the European socialist countries

Country
Consumer price level 
of 1980 in percentage 

of that of 1967

Bulgaria 126.4
Czechoslovakia 117.8
Poland 156.6
GDR 101.4
Romania 109.7
Soviet Union 103.0
Hungary 158.5

It is to be noted, however, that in the producer prices the difference is by far not so 
great. Thus a consumer price stability greater than in Hungary can only be guaranteed by 
means of larger subsidies, financed from the budget.

Apart from this, the method for measuring consumer prices in Hungary has been 
considerably different, since 1968, from that applied in other socialist countries. In most
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other countries, the consumer price index does not comprise the rise in the free market 
prices of agricultural products and of small-scale production and in some cases not even 
of services. Demonstration of the rise in prices of even those products that are included in 
the price statistics is based primarily on the so-called price list method, in which a rise 
(change) in prices is considered as such only if it concerns assortments included in the 
state price list. As against this practice, the Hungarian consumer price statistics consider 
in the index also rises that are rooted in changes in assortments of goods for identical use 
and mutually substituting each other within a narrow group (that is, the growing weight 
of products of higher quality and price).

It is also characteristic of the practice pursued in most of the socialist countries that 
rather the postponement of satisfying certain demands, and shortages are tolerated than 
the recourse to open price increases. Under such conditions, prices are not rising openly 
but in a concealed manner. The effect of concealed price increases on the price level may 
be quite important in some years, depending on the circumstances. In the Hungarian 
literature it is demonstrated that concealed price increases had raised the consumer price 
level by 8—9 percent in 1953—1954.

The situation is basically different in areas outside the CMEA. A comparison with 
the capitalist countries shows clearly that the rise in the producer and consumer price 
levels in Hungary was among the lowest through a long period. As for the last five years, 
Hungary is already in the middle of the field.

Table 7
Rise in prices in a few  western countries 

and in Hungary

Country

1980 price level

in percentage of the price level of

1967 1975

Whole
sale

Consumer Whole
sale Consumer

Great Britain 440.0 425.8 200.0 195.6
Austria 182.9 203.5 124.6 129.0
FRG 174.4 177.3 121.5 122.0
Italy 467.2 398.3 217.0 213.0
France 243.5 293.9 145.8 164.1
USA 268.2 250.2 153.6 153.1
Switzerland 233.9 269.2 164.0 164.7
Sweden 149.9 176.8 105.1 112.2
Hungary 160.0 158.4 130.0 135.6
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The change in prices in Hungary, favourable as compared with the changes on the 
markets of Western countries and on the world market, is a new phenomenon. In the 
period between 1946 and 1968 the situation was the reverse: the forint had suffered a 
considerable loss of value. On the introduction of the forint in 1946, the gold content of 
the new currency was determined by law and, in accordance with the gold parity rate of 
exchange, the rate of F t 11.94 =  US $1 was laid down. Since then, the rate of exchange 
between the forint and the dollar has changed as follows.

Table 8

The forint exchange rate o f  the US dollar

Date Gold Non-commercial Commercial
parity rate of exchange

1. Aug. 1946 
1. Apr. 1957

11.74
11.74 100 percent surcharge 155 percent surcharge

1. Jan. 1968 11.74 30.0 Ft 60.0 F t (price multiplier)
1. Jan. 1980 - 20.40 Ft 32 Ft
1. Jan. 1982 - - 34.43'Ft*

"■Uniform official foreign exchange rate since 1. Oct. 1981.

The rate of exchange between the forint and the dollar in 1982 is characterised by 
two factors. (1) The value of the forint manifest in the individual currencies is expressed 
in currency basket. If  this value does not change, the rate of exchange between any of the 
convertible currencies and the forint can only change if the rates of exchange among the 
currencies change on the money market. Lately, the US dollar has been revalued relative 
to other convertible currencies. (2) In 1981 the double rate of exchange was eliminated in 
Hungary. In view of the foreign trade interests of the country, the unification was 
effectuated by making the commercial rate of exchange general on the level then 
justified. Thus the forint has been devalued in the non-commercial sphere (e.g. also in 
tourism), which makes it more attractive for foreign tourists to visit and spend in 
Hungary. And the Hungarian citizen hardly feels the difference, since the dues to be paid 
on foreign travels and on the purchase of foreign currencies were cancelled.

The planned changes in prices 
in the sixth five-year plan period (1981—1985)

The economic policy laid down in the sixth five-year plan represents a harder task 
for the work of economic organisations in two respects: (1) in view of the probable rise in 
world market prices and of the price raising effect of several domestic economic factors,
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such central policy is to be pursued as puts a brake on the rise; (2) prices have to be used 
to an increased extent to stimulate efficiency and to improve international competi
tiveness.

According to the plan targets, the reflexion of the rising import prices in the 
domestic price system has to be damped to such extent that in the domestic producer 
prices only a 20 to 23 percent rise should appear:

Table 9

Planned changes in the price level between 1981 and 1985

Rise in price 
level in five 

years, 
1980=100

Yearly average 
rise in price 

level, percent

Non-rouble trade:
exports: foreign exchange price 134.9 6.2

forint price 113Л 2.5
imports: foreign exchange price 140.6 7.1

forint price 118.2 3.4

Producer prices:
measured in production pattern 121.5 4.0
measured in net output pattern 119.0 3.5

Consumer price
in the consumer pattern 4.5-15.0

A comparatively important damping of the impact of changes in foreign market 
prices is first of all the task of the exchange rate policy. The conditions for an active 
exchange rate policy, however, must be created in the economy. Therefore, in the sixth 
five-year plan several measures are taken in order that price and the rate of exchange can 
be equal to the task. The targets expect an improvement in the production pattern and in 
the commodity pattern of exports. However, as the whole of the economic management 
and in it the control system is further developed, the policy of subsidies will grow tougher 
(the plan suggests a reduction of the subsidies on production modernisation in manufac
turing), import customs duties will be lowered, the field of application of competitive 
price formation will be expanding and progress is envisaged towards economic competi
tion on the domestic market and thus towards a competitive price system in other fields 
(for example, in the building industry). All this is supported by internal organisational 
changes in the plan.

One of the demands made on the new price mechanism introduced in 1980 is that 
it should encourage economy with the materials increasingly expensive on the world
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market. That is why it is not allowed that rising costs be automatically shifted onto the 
prices of finished goods. As contrasted to the about 40 percent rise in prices of raw 
materials and primary energies during the sixth five-year plan, the prices of industrial 
finished goods can grow only by 15 percent during the same period. (With the planned 
high material input ratio and in consideration also of vertical stages of production, this is 
much lower than if the material price increases were automatically shifted on.) Such 
extent of difference is an entirely new feature in the Hungarian price mechanism, since 
before 1980, without official intervention, the rises in material prices almost automa
tically appeared in the rising prices of the finished goods (what is more, they even 
multiplied to some extent).

1980 and 1981 were characterised by the same tendency (with a rise in material 
and energy prices of over 20 percent, the rise in prices of the finished goods only 
amounted to about 5 percent). It was found that the pressure arising from the price gap 
of materials and finished goods could be bridged over by manufacturers partly through 
restructuring their production and sales and, to a smaller extent, through cost reduction, 
while with others this led to a loss of profit, which then acted as a strong driving force 
toward more efficient production and sales activities (both with the enterprises affected 
and with others). Although this strong damping effect was somewhat reduced by the 
price measures taken in order to raise interest in boosting the export volume (the 
elimination of the obligation to reduce prices on the domestic market in case of a 
satisfactory increase of exports), the tendency is expected to prevail also in the coming 
years.

As a consequence of the recession on the world market that began in 1980—81 and 
continued in 1982, the rate of the rise in prices has slowed down and even oil prices have 
been freezed for the time being.* Thus the rise in world market prices may be lower than 
what we considered in the plan. According to certain estimates, the foreign exchange 
price level of Hungarian exports and imports on the world market may be even 15—16 
percentage points lower than the above, without any essential change taking place in the 
terms of trade as they had developed by 1980. At the same time, the plan expected only 
a slight rise in the prices of imports from socialist countries and it is thus possible that in 
the socialist trade the average rise in import prices and, along with it, the deterioration in 
the terms of trade will exceed what was considered in the plan and, as opposed to the 8 
or 9 percent envisaged, it may reach 13 to 15 percent.

Such development of the foreign trade prices may express, on the one hand, the 
further increasing difficulties of sales on the world market and, on the other hand, 
because of the deteriorating terms of the socialist trade, it may be a source of further 
difficulties in the domestic economy (and it presents by all means a considerable pressure 
on prices, not calculated in the plan).

*Since this statement of the author the oil prices have begun to decline even in nominal terms. 
(Ed.’s note.)
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The world market sales conditions which have grown extremely hard in the last 
years add greatly to the burden of the structural transformation which is indispensable in 
the coming years. This additional burden may be mitigated to some extent by means of 
the socialist economic integration, or by intensifying other forms of cooperation. It is, 
however, not to be expected that this should be a new and important source of 
overcoming the economic difficulties. In any case, it is the raising to a higher level of the 
socialist cooperation and a considerable increase of its efficiency that can provide the 
grounds for a more harmonic development in thd future, which may also ease the pressure 
on prices rooted in today’s burdens of imbalance and structural transformation.

Thus the rise in prices cannot be avoided in Hungary in the future, either. Beside 
the factors with permanent influence, this follows mainly from the fact that the national 
economic interest aiming at a control of the price level is necessarily subject to the basic 
criteria of economic development: the improvement of efficiency and the establishment 
of equilibrium. To slow down the rise in prices by central measures is justified only as 
long as this does not thwart the fundamental economic policy objectives of the country.

ПОВЫШЕНИЕ УРОВНЯ ЦЕН И ЕГО ФАКТОРЫ В ВЕНГРИИ 

Б. ЧИКОШ-НАДЬ—Л. РАЦ

Авторы рассматривают роль факторов, влиявших на ценообразование в течение длительного 
исторического периода, начиная от денежной реформы 1946 г. 60-е годы наряду со сдерживанием 
процесса инфляции характеризовались относительной стабильностью розничных цен. Вследствие 
существенного повышения закупочных цен на сельскохозяйственную продукцию это было возможно 
лишь благодаря повышению бюджетных дотаций. Введенный в 1968 г. хозяйственный механизм 
значительно повысил роль цен в регулировании экономических процессов, что улучшило способ
ность венгерской экономики к приспособлению. Однако, все это сопровождалось более быстрым 
повышением уровня цен, а взрыв цен на нефть 1973 и 1979—80 гг. ускорил движение цен.

Повышения цен, констатируют авторы статьи, нельзя избежать и в будущем. Кроме 
постоянно воздействующих факторов, это мотивируется и тем, что связанные с регулированием 
уровня цен народнохозяйственные интересы подчинены основным критериям экономического 
развития — улучшению эффективности и достижению сбалансированности. Тормозить повышение 
цен с помощью централизованных мер оправдано лишь до тех пор, пока это не вступает в 
противоречие с целями экономической политики.
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I. MÉREY

HUNGARIAN EXPORT PROBLEMS 
AND THE ECONOMIC ENVIRONMENT

The article discusses problems in the exports o f Hungarian manufactures to Western 
countries. It endeavours to reveal the contradictions which prevent the central efforts aimed 
at developing the export capacity in Western relations from asserting themselves in the 
microsphere. One of the most important obstacles to enterprise production for Western 
exports is the duality in the system of criteria. The authoress reaches the conclusion that as 
long as the system of criteria o f adjustment to external markets basically differs from the 
internal one, Hungarian commodities and services cannot become really competitive on the 
markets of the advanced capitalist countries; with the various regulators only relative success 
can be attained.

The present article examines the Hungarian difficulties of exports to the Western 
countries and, in doing so, pays attention primarily to the internal economic environ
ment.* In the Hungarian exports the products that can be permanently, as well as 
profitably and competitively, sold on the market and the related services have been 
“shortage articles” for several decades. This statement holds primarily for the exports of 
manufactures to the Western markets — this is where there are the greatest difficulties 
with competitiveness. It is important to pay much attention to the value judgement of 
this most demanding market, because, if we can fulfil its high requirements, it means that 
in most cases we can also fulfil less high requirements. Why are successful Western exports 
vitally important for Hungary?

Exports are tne primary means of earning tne foreign exchange wanted for the 
repayment of debts,** since it is exactly mostly the limited foreign exchange earning 
capacity of exports that compels the economy to make use of credit, the secondary 
source of foreign exchange. If it is adequately used, credit is a useful means for

I

♦Export possibilities depend, o f course, not only on the development of the internal, but also 
of the external economic environment. In the long run, however, the internal environment has to be 
considered as fundamental, because the external economic environment is a given condition for Hungary 
— a small country on a medium level o f development - ,  the possibility and qualities of adjustment to 
which will always be determined by the internal economic environment.

♦♦János Kornai mentions two internal constraints on earning foreign exchange: 1. the foreign 
exchange earning capacity of exports; 2. the political and economic limits o f tolerance to indebted
ness. I may add that from the aspect of my examination the two constraints are not of the same rank. 
Exports represent the primary factor, “producing” the foreign exchange. Incurring debts is only a 
secondary potential possibility on enlarging the source of foreign exchange, and one of the possible 
constraints on its limits o f tolerance is exactly the foreign exchange earning capacity o f exports.
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stimulating economic growth. In the case of Hungary, however, it is exactly the export 
backgrounds o f  a low capacity for several decades that presents a constraint on earning 
the foreign exchange wanted for imports and for the repayment o f  debts. Since, in 
general, the national economy can enlarge its foreign exchange earnings only through 
great efforts and observing the limits of tolerance to indebtedness, we are forced to 
economise on imports — sometimes beyond the reasonable limits — thus constantly 
reproducing the factors hindering a dynamic development. Using Márton Tardos’s [17] 
words: the less we are able to develop the capacities to be used also on the export markets, 
trie more we shall conserve the lag of the Hungarian economy.

The problems of Hungarian exports to the West are evergreen.* In recent years, 
since the intensification of balance problems, the economic policy directives and 
decisions** again lay a particular emphasis on bringing about the competitive commodity 
stocks. Notwithstanding, because of the relatively high production costs of the export 
goods and because of the deficiencies inherent in the characteristics of the use value, as 
well as in the market behaviour of enterprises, we are unable to acquire lasting and 
advantageous market positions; ad hoc and permanently disadvantageous sales are 
frequent. If in the balance of trade of Hungary with the West or in her terms of trade 
indicators a certain improvement is found, on the export side this is usually attributable 
to agriculture.

A continuous and flexible adjustment to market demands is still a rare attitude 
with producers and sellers, in spite of the permanent efforts of economic policy and 
practical measures. Therefore, it is assumed that permanent counter-forces are active in 
the economy.

In the following I shall seek an answer to the question, why this “narrowest” 
bottleneck of Hungarian economy does not loosen.***

*1958: “ It is a basic condition o f the widening of out foreign trade relations that, relying on a 
careful assessment of market demands, production and export products should be brought up-to- 
date.” [6] p .l

1979: “ It remains-a fundamental difficulty that the export capacity o f the Hungarian national 
economy does not develop at a satisfactory rate, while import demands exceed by far our possibilities 
and endurance.”  [2] p.5

1981: . .  the enterprises are unable to increase their up-to-date and competitive commodity
stocks to a satisfactory ex ten t. . . ” {25 ] p.3

1982: “ It is our task number one that the qualitative aspect of development should be stressed, 
efficiency improved, and the ratio o f competitive production increased in the industry.”  [12] p.3

**The Central Committee of the Hungarian Socialist Workers’ Party ruled on the 20th October 
1977 that the regulation must allow enterprises to take the measures -  in their own sphere and with 
due speed — necessary for a flexible foreign market activity and for the evolution of the enterprise 
spirit. [241

***In the course of the analysis, I used first o f all the general theoretical bases worked out by 
János Kornai [7], [8], [9]. A short explanation of the terms he introduced and I use in this article:
1. Suction: the seller has the upper hand on the market, the buyers queue up and suck the goods away 
from one another; its characteristic features are a multidimensional shortage, drive after quantity, and 
a frequent neglect of efficiency and quality.
2. Pressure: a buyers’ market, abundance of goods, and incentive for the improvement of quality.
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The integrated form* o f manifestation of contradictions causing 
the difficulties of exports

On examining the relationship between the state and the microsphere in respect of 
export activities to the West, the following basic contradiction will become conspicuous:

1. The export compulsion is only felt by the centre.** (This is because the balance 
of payments in convertible currencies represent a hard constraint for the centre.)

2. The producer enterprises either do not feel, or only slightly, the desperate 
situation of the centre. (Export failures are frequent, but no enterprise has ever “closed 
down” on such grounds.)

Let us have a look at both sides of the contradiction, one after the other.
First we shall seek the answer to the question, why and how Western exports have 

become of primary importance for the centre.

The motive forces of the export compulsion felt by the centre

The following statement holds also for Hungary: “Since import needs grow — even 
independently of the current rate of development — parallel with the rising of the 
development level, the higher development level also necessitates a higher degree of 
export ability.” [4] p. 359. These import needs -  growing constantly also under normal 
conditions o f  development -  are increased in Hungary, so as to become almost insatiable 
by the factors o f  market suction, that is, by the quantity drive and the forced growth 
characteristic of the enterprises functioning in such conditions.

The almost insatiable import demand of the microsphere would probably in itself 
stimulate the central organs to increase the capacity of those producing for Western 
exports. However, it becomes a compelling force because the contradiction existing 
between the constantly growing import demand and the limited foreign exchange earning 
ability o f  exports appears on the surface as a permanent disturbance o f  the balance o f  
payments. And this presents a hard constraint for the centre, since the country must “live

3. Soft budget constraint: there is a loose connexion between the receipts and expenses ot the 
enterprise; therefore, its survival and growth are not dependent primarily on a successful activity. The 
traditional socialist enterprise has a soft budget constraint, which has grown only a little harder since 
the economic reform o f 1968 in Hungary.
4. Low price-responsiveness of the enterprises: as a consequence of the soft budget constraint, 
adjustment is rather o f a quantitative character, while the effect o f prices is secondary. Since 1968 
price-responsiveness has intensified somewhat, but is still slight.
5. Almost insatiable im port demand: a long-term tendency prevailing in the microsphere, manifest in 
that the efforts directed at imports do not have a spontaneous internal constraint.

*By integrated form I understand the resultant of the numerous contradictions underlying the 
export problems.

**By centre I understand the supreme functional directive organs and the Ministry of Foreign
Trade.
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within its purse” . Obviously, for the central organs the economic and political tolerance 
limits are a primary consideration. The remedies applied so far to ease the tensions in the 
balance of payments have been successful only in the short run, and have had a rather 
disadvantageous effect on long-term economic development.* Unfortunately, what 
Ferenc Jánossy predicted has almost become true by now: . . i f  the export capacity 
does not keep pace with the increasing import needs, foreign trade itself will soon become 
the drawback of any further progress.” [4] p. 359. The resolving of the contradiction has 
been expected so far from compromises that promised advantages for the moment or in 
the short run only. The compromises applied so far by economic policy partly by 
necessity and partly for lack o f  a perspective have repressed the adjustment to world 
market requirements and have thus become a factor in the permanent lag o f  the 
economy. The most characteristic solutions were as follows:

1. Redistribution o f  the available commodity stocks among the different markets. 
If there are not enough export goods, the central management will (depending on the 
intensity of the compulsion to earn foreign exchange) mobilize further stocks frequently, 
by putting a restraint on home consumption. In this way the foreign trade sector further 
intensifies the already intensive competition of consumers on the home market. Of 
course, this solution is, as a rule, only temporary, since there is always a “hole” to be 
filled, sometimes even imports have to replace the goods needed on the home market, but 
exported. In this case, what really happens is merely a channelling of shortage away and 
back, without any essential change in the field of competitiveness.

2. Export offensive to the detriment o f  economy. In order to acquire the additional 
foreign exchange wanted for the repayment of debts and for imports, everything that is 
marketable will be sold, often at depressed prices and disadvantageous terms.

The first solution is characteristic rather of the exports of raw and basic materials, 
and the second mainly of the exports of manufactured goods. The increasing of exports 
of raw and basic materials hits mainly production constraints, and that of the exports of 
manufactured goods hits demand constraints, because of the low standards of com
petitiveness.

3. The almost total limitation o f  Western imports to the non-competitive sphere. ** 
The lack of import competition deprives the economy of a great number of potential 
advantages of foreign trade. This may be exactly the most harmful consequence of the 
foreign exchange shortage, since it slows down the spread of modern technology, thus 
depriving the economy of the most important means of a dynamic development*** and,

*On the interrelations between foreign trade and the cyclicality of economic development see 
[1J, f i l l ,  [16].

‘ •Theoretically, imports may become im portant for an economy for two reasons: 1. because of 
the scarcity or total lack o f the production factor in question (this is the so-called non-competitive 
imports); 2. if imports are more advantageous than the use, or the intensified use, o f home resources.

***About two-thirds o f Hungarian imports settled in convertible currency consist o f raw material 
products, and of the engineering products anyway representing a small share; 50 percent consist of 
parts.

Acta Oeconomica 30, 1983



I. MÉREY: EXPORT AND ECONOMIC ENVIRONMENT 183

through the elimination of import competition,* it weakens the incentive to a reason
able allocation and use of resources.

Such compromises do not resolve the contradiction in the long run, but lead to its 
constant reproduction. The procurement of the foreign exchange necessary for imports 
and for the repayment of debts continues to be hindered by the limited competitiveness 
of the export goods. The shortage phenomena present in foreign trade build a vicious 
circle: there are not enough exportable products, because there is not enough foreign 
exchange to import the modern machinery, parts, and services required for their produc
tion, and the foreign exchange is a permanent “shortage article” , because there are not 
enough exportable goods that would sell profitably. These two kinds of shortage perma
nently intensify each other. It has to be noticed, however, that the shortage phenomena 
present in the field of foreign trade are the special projections o f the shortage that 
permeates the entire economy. “The most flexible — and in the short run the easiest — 
method of reallocating shortage is to transform a shortage in the home market into a 
deficit in the balance of payments.” [7] p. 555. In an open suction economy foreign trade 
cannot eliminate shortage, but can only change its form of appearance.

All considered, the fact can be established that the central efforts aimed at 
increasing exports are started, in the final analysis, by the soft budget constraint and the 
concomitant suction state o f  the home market (which produces the almost insatiable 
import demand o f  the microsphere), and they are often intensified up to an extremely 
high pressure by the constant lag o f  competitiveness, through disturbances in the balance 
o f  payments.

Let us now have a look at the other side of the contradiction: why the central 
efforts at exports cannot be asserted in the microsphere.

The “damped” export interest of the microsphere

It is usually only under a strong central pressure that the economy will produce 
western exports. The export targets of the national economic plan often do not figure at 
all in the enterprise programmes.** The enterprises’ reaction on exchange policy decisions 
is also weak. In Hungary it was in the period 1974—1975 that the forint was devalued the

*“Our import possibilities from the West are used, in accordance with the national economic 
targets, for the compensation of shortages. First of all such products are bought as are not manufactur
ed in Hungary.”  (15) p. 32

**“ . . .  Some o f the industrial enterprises still believe that sales perspectives on the home market 
will be growing as they were in the past. Therefore, these enterprises did not offer for export the 
additional stocks which the national economic plan took into account for exports.” [27] p. 3 
“A few signs allow to draw the conclusion that the export targets o f the national economic plan are 
not satisfactorily reflected in the enterprise programmes.” (14) p. 8
“. . .  The enterprises usually set themselves lower targets for increasing exports than it would be 
necessary. . . ” (25 ] p. 3
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lowest* against the dollar. From the aspect of the rate of exchange, this brought about 
favourable conditions for increasing exports and the slowing down of imports. And yet it 
was exactly in those two years that the Hungarian balance of trade began seriously to 
deteriorate. The export interest is raised, as a rule, only by the fact that the fulfilment or 
even more so, the over-fulfilment of western exports is a “good score” with the superior 
organs, in most cases without regard to what it costs in fact. “Even extremely unprofit
able exports are undertaken, so as to win the superiors’ recognition that is due for the 
increase of exports.” [10] p. 8. Pál Valentiny calls the export activity a useful “aid” in 
influencing central decisions favourably for the enterprise. [20] The recognition of 
superior organs heightens the enterprise’s prestige and enables to obtain various advan
tages.

1 .Interest damping factors to be traced back to the suction market conditions and 
to shortage:

a) The enterprises get into a doubly dependent situation in the case of western 
exports.

A Hungarian enterprise does not operate on the market in general, but on three 
markets, each with basically different demands. On the home market which is the most 
important for the enterprise, neither internal, nor external competition is to be reckoned 
with. The enterprise that wishes to sell on the western market works on the line of 
intersection of two different worlds.

— The producer as a consumer, i.e. buyer, is dependent on the seller on the home 
market of a suction character (in respect of quality, technical standards, price, terms of 
delivery, various services, assortment, etc.). He queues up for machines, materials, 
semi-finished products and parts which lag behind world standards in several respects. His 
performance and the competitiveness of his goods or services depend on the performance 
mostly of such partners on whom, as buyer, he is hardly in a position to exert a pressure. 
“Before they can produce and sell, factories necessarily buy things: materials, parts, 
partial units, etc. There are factories for which this inevitable fact is equal to a 
catastrophe” . [13] p. 5. In case of a purchase through imports,** the enterprise again does 
not experience directly the advantages of the buyers’ market. In this field, the organisa
tional rigidities are well known, as well as the fact that consumers can use foreign 
exchange only for a given purpose and at a given time. The lack of direct relationship 
between seller and buyer (there are the intermediary enterprises trading in producers’ 
goods, the foreign trade companies and, not least, the authorities granting the import 
licences) impedes the flow of information and prevents that purchase be made first of all

*On the preconditions o f the foreign trade regulating effect of the rate of exchange policy in 
Hungary see for example [13], [18], [19]

**The particularities and problems of purchase through imports are treated in detail by [3].
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on market considerations. It is a further difficulty that the demand for western imports is 
sometimes rechannelled to the socialist market, which the enterprises can only do by 
making concessions regarding quality. The consequences of the restraints on import 
purchase make themselves felt in the whole Hungarian economy and thus . .  the 
rigidities of the import purchase add to the inflexibility in the production and sales of the 
user enterprises.” [3] p. 102. In case of a “framework licence” , the user has relatively 
greater freedom, yet the constraints characteristic of import purchase in general assert 
themselves here as well.

— The producer as seller has to queue up for the buyer in a pressure situation 
generally characteristic of the world market, with goods and services of a limited 
competitiveness because of conditions at home. This situation brings the enterprise 
manager producing for western exports into a schizophrenic state: there is a contradiction 
between possibilities and expectations, between his own interests and the interests voiced 
by the central organs. He is told all the time how important western exports are, yet sales 
on the home market and the socialist exports are much more advantageous for it, from 
several aspects.* A contradictory situation has developed among the enterprises, as well as 
within each enterprise. The enterprises selling only on the home market and/or exporting 
to the socialist countries may allow themselves to set a lower standard and, through 
smaller efforts, they still achieve the same or better results than the enterprises selling on 
the world market. Within an enterprise, the situation will be schizophrenic if the 
enterprise exports to both the socialist and the western market and it has to produce the 
same kind of goods at different standards and quality. (It happens that it is the express 
wish of the socialist customer to buy commodities of less up-to-date standards.) It follows 
logically that, in the present conditions, increasing enterprise independence supports the 
tendency of turning towards the smaller resistance, that is, towards the socialist market. 
And this is equal to the maintenance and even to the extended reproduction of 
commodity stocks of low competitiveness on the advanced western markets. Fàr be it to 
question the necessity of the extremely important enterprise independence; what I must 
stress is only that the reactions of enterprises reflect the enterprises’ own interests. 
Therefore, the external impulses causing the reactions have to be examined in the first 
place.

The direct obstacle to the improvement o f  the foreign exchange earning capacity, 
or, to successful export sales is the duality o f  the situation o f  the producer-exporter 
enterprise in the microsphere: 1. production and purchase under suction market con
ditions: 2. sales in pressure market conditions. This basic contradiction sets a limit to the 
sales perspectives of Hungarian goods and services on the world market from the outset, 
and leads, in certain cases, to the voluntary limitation of western exports on the part of 
the enterprise.

. .  to achieve or even surpass what is offered in respect to quality and terms of delivery by 
the western competitors, the technology and production organisation developed in the course of 
supplying the socialist market and the similarly formed home market do not seem adequate” [281
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b) Soft demand constraint on the home and the socialist market.
The home market of Hungary, and the market of the socialist countries are buyers’ 

markets. Therefore, the buyers are much less demanding in respect of quality and other 
terms than on a sellers’ market. The buyers -  individuals as well as the public sector -  
compete for the goods which could be sold on the world market only through great 
efforts and at sacrifices. (Let us just think of the high prestige of goods left over from 
exports.)

2. A factor to be traced back directly to the soft budget constraint

is the contradictory functioning of the export regulating system. As a consequence 
of the soft budget constraint extended, through the foreign trade regulation system, also 
to foreign trade, it has become possible for enterprises to suppress adjustment in 
production and choose, instead, adjustment to the market in the price sphere. The 
loosening up of the external demand constraint enabled the centre to force the quantity 
of exports. The increase of foreign exchange earnings achieved mainly through quantity 
adjustment cannot, of course, be maintained for long on a market sensitive to quality. 
However, the “interest in quality exports” has been adversely affected, among other 
things, by the efforts at levelling, characteristic of the general regulatory system of 
Hungary, as well as of the foreign trade regulation system which is in conformity with the 
former. In the final analysis, as a consequence of its structure conserving effect, the 
export regulation system, instead of promoting the achievement of its own primary aim: 
the increase of the foreign exchange earnings, hindered it. At the same time, the home 
market being in a state of shortage as it is, the effect of the foreign trade regulation 
system can be but a relative one, that is, it little affects the export processes. Between the 
changes in the quantities of exports settled in dollars, and the extent of the export 
incentive only a slight correlation can be demonstrated.

3. Other reasons

a) The low share of western exports in total sales.
The fact that the overall majority of the Hungarian industrial enterprises earmark 

only a small portion of their production for western exports is a consequence of, as well 
as a reason for, what has been said under items 1 and 2. In 1971 the “ first” 50 percent of 
the industrial exports sold in the dollar area were produced by altogether nine enterprises, 
and the “second” 50 percent by 328 enterprises. In 1976 the division was similar: half of 
the industrial exports settled in dollars was provided by ten enterprises (3 food industrial, 
4 metallurgical, 2 machine building and 1 chemical enterprise), and the other half was 
divided among 359 enterprises. Of the total sales of industrial products the average share 
of exports sold for currencies other than the rouble amounts to 12 percent on enterprise
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level. [2] No essential change followed in this field in 1980. The “remainder” character of 
western exports is one of the reasons, why it is first of all quantity adjustment that 
follows in case these exports are forced. If, however, the rights of enterprises are 
recognized to act as it suits their own interests, they cannot be blamed unanimously. “In 
fact, the enterprises proceed normally, when they provide the same quality standards 
what is “generally required of them also on the market absorbing a fraction of their 
output” . [10] p. 8

b) The organisational system inadequate for the transaction of exports.
The rigidity of relationships between the producer and the foreign trade enterprises 

— the latter mostly in a monopolistic position — hinders the flow of information, gives 
rise to contradictory interests and also produces a number of disadvantageous effects. 
Although some progress has been made in this field in recent times, its effect is hardly felt 
yet.

What has been said under items 1., 2. and 3. are intertwined and mutually 
intensifying each other, and thus hinder the microsphere in turning towards western 
exports.

It does not contradict the above reasoning that, in recent times, since home 
consumption has been somewhat driven back (which can, of course, be only a transitory 
solution) and the tense foreign economic situation is well known, a certain effort is now 
made among enterprising managers to increase western exports. In itself, this is a welcome 
fact. Yet exports cannot be significantly increased without improving competitiveness. 
And in this field the producer enterprises wishing to improve the quality of their export 
products and services often hit walls. This is because the products to be exported cannot 
be developed in isolation from the production factors on the home market. The higher 
the standards on which an enterprise manufactures a product, the more it will be 
dependent on the supplying background. “For example, we had to learn the die casting of 
plastics . . . ,  in the same way, we had to learn the aluminium casting technology, and now 
we are taken up in enlarging the casting workshop, because that is wanted for increasing 
production and improving quality. Either no Hungarian producer could be found for 
these items, or the potential partners could not or did tot want to produce the required 
quality . . . ” [23] p. 5

Summary findings

We have arrived at conclusions worth consideration. Both sides of the general 
contradiction underlying the export difficulties — the export compulsion felt by the 
centre and the relative indifference of the microsphere towards exports — are caused by 
the suction conditions of the home market basically determining the functioning of the 
whole economy, and by shortage. That is, behind it, we find the institutional system with 
a soft budget constraint, working either directly, or through complicated transmissions. 
These arouse the export compulsion on the central level, while on the microlevel they 
hinder the improvement of the export ability. The producer-seller adjusts himself primar-
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ily to shortage on the sides of both input and output.* Survival is ensured by the soft 
budget constraint. And adjustment to shortage, that is, to a negative phenomenon, is in 
fact tantamount to the lowering of demands. The form of adjustment most harmful from 
the aspect of competitiveness on the world market is forced substitution concomitant 
with the deterioration of the quality and assortment of the goods produced, which has 
become, unfortunately, an everyday phenomenon. The consequences of forced substitu
tion detrimental to competitiveness are illustrated by the following — unfortunately, not 
unique — example: a customer returned a big lot to one of the Hungarian engineering 
enterprises turning out relatively up-to-date products, because the screws used for 
assembly were of inadequate size and thus caused a break-down.

The products of the advanced industrial countries seem to enjoy an advantage in 
competitiveness that cannot be made up for. While the pressure prevailing on the buyers’ 
markéi, usually stimulates research and development, as well as quality improvement, the 
shortage prevailing on the sellers’ market hinders the same things and only allows a slow 
and spasmodic adjustment. The Hungarian economic policy efforts to improve the com
petitiveness of exports — leaving the economic environment as it is — are well known, and 
they have not produced any considerable results. In spite of the export incentive, pressed 
again and again on all sides, the foreign exchange prices of the Hungarian exports (overall 
and by groups of products) rose much less in the 1970s than the import prices, or the 
prices of the export products of the advanced industrial countries. The so-called com
petitive price system introduced in 1980 — somewhat “ improved” in comparison with the 
“cost plus” type system — also failed to fulfil the hopes attached to it, and in some cases 
even acted towards reducing exports. All this makes it clear that, in an economic 
environment damping the price responsiveness o f  the enterprises, the changing o f  the 
price factors or even o f  the entire price system can help achieve only limited and 
contradictory results. The restriction applied since 1979, the radical reduction of home 
consumption and thereby of the home producer market has not been followed by any 
strong and lasting export offensive, either, and sellers still do not compete for the buyers 
on the home market. The fact that shortage could not be eliminated — just eased a little 
— even through a strong restriction confirms that it is not only and not primarily the 
phenomenon of excess demand we are faced with, as many have believed. Suction and 
shortage follow from the organisation and functioning of the whole economy, and, even 
with a stagnating production, these do not force and do not even allow enterprises to take 
the measures indispensable for the improvement of competitiveness (increasing the 
flexibility of adjustment, structural transformation, improvement of efficiency, etc.).

The point is that the poor export ability is only one -  though by all means the 
most conspicuous one -  o f  the forms in which the low performance o f  the whole

♦This does not mean, of course, that the buyers’ demands are not considered at all under the 
conditions of a shortage economy. Rather, they are not primary considerations
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economy manifests itself The conclusion is evident: the illusion has to be given up* that 
the changing o f  one or another partial field o f  the economic environment can bring about 
a fundamental improvement in the competitiveness o f  exports.

I may be reproached for not having written about good results and successes which 
also exist. This is true, but my intention with the present article has been exactly to point 
out that, in suction market conditions, producer companies can reach mostly occasional 
and incidental successes on the pressure market. The internal regularities of the move
ments in the economy, and the constantly reproduced shortage represent such perma
nently active forces which will always reproduce also the producer-seller’s indifferent 
attitude to the buyers’ requirements and his considering quality as of secondary impor
tance. Since export products bear, as a matter of course, the mark of the internal 
economic conditions, the conceptions one-sidedly emphasising that competitive products, 
saleable on all markets, have to be produced are entirely irrealistic. It can be established 
that as long as the system o f  requirements o f  adjustment on the foreign market is 
basically different from that on the home market, the Hungarian goods and services 
cannot become really competitive on the market o f  the advanced industrial countries. 
The various regulators can only lead to partial results. It is a fact that most of the 
Hungarian manufactured goods do not present any real competition for the products of 
the western firms. The Hungarian export articles find their place in that segment of the 
market of the advanced industrial countries in which the direct competitors are products 
of the other socialist countries. And, unfortunately, this is the segment the products of 
which are most easily given up by the world market in case of worsening political and/or 
economic tensions. At the same time, it is well known that in the present situation the 
success of western exports is a most important precondition of the further economic 
development of Hungary. I fully agree with Béla Kádár who says that in the competition 
of adjustment characteristic of our times those who delay in adjusting themselves will lag 
behind those more prompt in adjustment, and may lose every chance for success expected 
from the often painful process of adjustment. [5]

*The frequent amendments o f the regulatory system have always been expected to do wonders. 
For example, “merely” the following list o f wishes was attached to  the 1980 amendment o f the 
regulatory system:

— improvement of the balance o f trade
— export orientation
— improved profitability o f exports
— increasing returns in foreign exchange
— import savings.

The list ends with the statement: “These primary objectives are to be fulfilled through the further 
development o f the regulatory system.” [20] p. 121
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ПРОБЛЕМЫ ВЕНГЕРСКОГО ЭКСПОРТА И ЭКОНОМИЧЕСКАЯ СРЕДА

И. МЕРЕИ

Статья посвящена проблемам экспорта продукции венгерской обрабатывающей промышлен
ности в развитые капиталистические страны. В недостаточной конкурентоспособности венгерского 
экспорта на мировом рынке находят концентрированное выражение характерные для экономики в 
целом явления дефицита и определяемые ими стереотипы поведения. Дефицит конкурентоспособ
ных товарных фондов, сужая жизненно важные для венгерской экономики внешнеэкономические 
связи, тормозит рост и развитие всей экономики. Из-за отставания экспортной способности 
венгерская экономика вынуждена усиливать самообеспечение, что воспроизводит силы, тормозящие 
динамическое развитие. Это, в частности, ведет к тому, что на рынках развитых капиталистических 
стран большая часть венгерской продукции попадает в ту группу изделий, от которых эти страны 
могут сравнительно легко отказаться в случае возникновения политических и (или) экономических 
конфликтов.

В статье делается попытка вскрыть кроющиеся в экономической среде противоречия, 
препятствующие полному успеху в микросфере усилий центрального руководства по увеличению 
экспорта на мировой рынок. В микросфере одним из основных препятствий успешному экспорту 
является то, что производственное предприятие-экспортер находится в тисках, с одной стороны, 
снабжения материалами и деталями на рынке продавца, пронизанного явлениями дефицита, 
позволяющего лишь весьма медленную и ограниченную адаптацию, а, с другой стороны, сбыта в 
условиях острой конкуренции на рынке покупателя, требующего быстрого и гибкого приспособ
ления. В таких условиях можно достичь лишь случайных успехов, а не прочных рыночных позиций.

И, наконец, автор приводит к выводу, что как ощущаемая центральными органами управ
ления экономикой необходимость экспорта, так и относительное равнодушие к экспорту микрос
феры в конечном итоге вызваны институциональной системой т. н. «отсасывающих» рыночных 
отношений, дефицитом, а также стоящими за ними «мягкими» бюджетными ограничениями. Так как 
характерные черты экспорта, естественно, отражают внутрихозяйственные условия, то представля
ются нереальными односторонние устремления к производству продукции, конкурентоспособной на 
всех рынках. Пока требования внутреннего рынка коренным образом отличаются от требований 
мирового рынка, венгерские товары и услуги не могут стать по-настоящему конкурентоспособными 
на этом рынке.
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L. DRECHSLER-E. IPACH-R. SZABÓ—T. SZATMÁRI

PRODUCTION COOPERATIONS AMONG CMEA 
COUNTRIES: AIMS AND REALITIES

In the last years, some changes have taken place in the economic cooperation of the 
CMEA countries. In this article, making use of the cooperation experiences within the CMEA, 
of a few big Hungarian enterprises an answer is sought to the question, how the conditions of 
these cooperations have changed by the early 1980s and which factors influence the 
establishment of cooperations in the fields of research and development, production and sales.

In comparison with simple foreign trade transactions, production cooperations 
represent a more advanced and more lasting form of international cooperation. This type 
of cooperation made a real start only in a later phase in the development process of the 
CMEA, that is, in the late 1960s.

In those years an economic development strategy was laid down in Hungary, which 
relied on cooperation within the CMEA. Based upon the CMEA specialisations, large-scale 
central development programmes were drawn up. These programmes were determinant on 
structure: they greatly affected the situation of enterprises and even of whole industries, 
and determined basically and for a long time the activities of enterprises belonging to the 
industries which were given priority. Participation meant, at the same time, that the 
development funds necessary for achievement of the priority aims were centrally guaran
teed for the enterprises. As a consequence of the central decision making and of the 
central guarantee of resources, the joining into the programmes promised sure market 
sales of large volumes, as well as smooth and risksafe enterprise development.

In the majority of cases the joining into the cooperation brought a solution to the 
enterprises’ difficulties with their lines of production — partly through the introduction 
of new products — and was expressed in narrowing the previously wider ranges of 
products. First of all a product pattern oriented towards demands of the CMEA member 
countries was developed, which served as a basis for the long-term development strategy 
of the enterprise, since this product pattern rested on medium and long-term interstate 
agreements. This role was further strengthened by the price stability prevailing with 
cooperation agreements for a long time. Under such conditions, cooperations presented a 
firm support in the medium and long-term planning of enterprises.

4 A c ta  O econom ica 30, 19 8 3



194 L. DRECHSLER et al.: PRODUCTION COOPERATIONS IN THE CMEA

Factors motivating the establishment of cooperations 
in the early 1970s

The establishment of production cooperations is motivated by factors — inherent in 
this form of international cooperation — that help improve the economic efficiency of 
production. The motivating factors can be grouped, theoretically, as follows:

— exploitation of comparative advantages;
— realisation of economies of scale;
— acquisition of technical knowledge;
— elimination of temporary shortages of capacity, and better utilisation of one’s

own capacities.
In practical life these factors are usually present all at the same time, intertwined. It 

may thus seem arbitrary to separate the factors and lay emphasis on some, yet it is 
important to call attention to certain processes essential for the development of Hungar
ian industry.

With a large part of the Hungarian enterprises the establishment of cooperation 
relationships was motivated by a search for solution of their difficulties in developing 
their production line. Because of the stagnation or reduction of their earlier activities it 
became of vital importance to develop an adequate range of products. It was not only in 
changing a special line but also in “purifying” i.e. narrowing the too wide range of 
products of some enterprises that the possibility of bringing about economical scales of 
production presented a special attraction of the cooperation with socialist countries. In 
boosting market sales, the role played by the Soviet Union was determinant. By her 
demands of large volumes she motivated several important development projects in the 
Hungarian economy.

A further factor motivating the establishment of cooperations was that in this way 
the Hungarian enterprises could obtain more or less up-to-date technical know-how. A 
considerable part of the cooperations consist in manufacturing under a licence bought 
from the partner or from a third firm (mostly from Western countries). A joint purchase 
of a licence or joint research and development by the partners in the cooperation were 
relatively less frequent.

The technological standards of the products produced in cooperation 
and the circumstances of their introduction

As for the up-to-dateness of the products, it can be established as a fact that in 
most cases they were much in advance of the earlier obsolete products and enabled their 
replacement. At the same time, cooperation was directed basically toward sales on the 
socialist market, with both the Western licence purchases, and the research products of 
the socialist countries. Since the primary aim of establishing cooperation relationships 
was the exploitation of comparatively advantageous sales possibilities on the CMEA
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market, in most cooperations of the early 1970s there was no question of exports to areas 
with convertible currency.

As a consequence of their higher technological standards, introduction of the 
cooperation products usually involved considerable amounts of investment. Following the 
introduction of the products, the partners in cooperation spent the investment funds 
mainly on bringing about the conditions for serial production, that is, on a quantitative 
increase. The continuous modernisation of technological standards was pushed into the 
background by the capacity expanding development projects, and this often entailed that 
the cooperation products were manufactured in an unchanged construction (design) for a 
decade or more, lagging increasingly behind the leading standards. The labour-intensive 
designs produced with obsolete technologies often caused a worsening in the enterprises’ 
labour conditions, and production led to losses. These factors, coupled with sales 
difficulties, hindered a further development of production cooperations.

One of the factors underlying the lag of the technological standards of the 
cooperation products behind world standards is the slow preparation and organisation of 
cooperations. The difficulties of introduction lead to conflicts even with cooperations 
starting with good promises. This process is illustrated by the following story of the 
cooperation project of a Hungarian engineering enterprise. The enterprise signed a 
technical-scientific and economic cooperation contract in order to replace its product of 
an obsolete construction (design) by developing a product nearing the world standards. 
The development of the construction (design), transfer of the production documentation, 
its adaptation to domestic conditions, assessment of the parts needed for production, 
information of the partner about the needs, and the partner’s answer took long years. 
After about ten years of dragging on in this way, and having clarified the questions of 
parts supply, the cooperation reached the phase where manufacturing could begin. 
Meanwhile, however, the leading firms of the world made a big step forward in the 
technological development of the product in question. Thus the construction introduced 
lagged behind the leading technological solutions right at the start.

The decision mechanism concerned with the coordination of the different national 
interests is a complicated one. For the realisation of a transaction the contribution of 
dozens of organising, reporting, licensing, and resource supplying organs is needed. And, 
if there are too many decision making links in the chain of licensing a cooperation, it will 
follow naturally that the “ transit time” may take five to eight years, which can make 
unsuccessful even the promising cooperations. A Hungarian engineering enterprise based 
its purchase of a licence from the West on a cooperation project within the CMEA. The 
conditions of cooperation had been examined by 24 organs through two years. Con
clusion of the licence and cooperation contracts, judgement of the development credit 
application, acquisition of the Western import machines, manufacture of the prototypes 
and their mutual approval took three further years. All these factors largely contributed 
to that the objectives of the trilateral cooperation could only partially be achieved.

In comparison with the simple foreign trade transactions, production cooperations 
involve a higher degree of dependence among the partners. The demands of the partners
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— dependent on each other — regarding technological standards, their development 
perspectives and enterprising spirit may be widely different, entailing, among other 
things, that the development of the products manufactured by sharing production does 
not take place at, an equal rate with every partner in the cooperation. Another con
sequence of the mutual dependence among the partners is that it is the party standing at 
the lowest level of up-to-dateness that will determine the technological standards of the 
jointly manufactured products, and this will gravely affect the profitability of production 
in cooperation.

Conditions of economical production

The development of economical scales of production is usually one of the primary 
aims of cooperations. It often happens, however, that — for various reasons — only a half 
or one third of the originally envisaged scale of production is realised. This represents for 
the Hungarian enterprises a disadvantageous scale of production, and a one-shift or even 
lower degree of capacity utilisation.

One of the most frequent causes underlying this phenomenon is that development 
of the manufacturing capacity of the supplying partner is not accomplished by the term 
fixed in the contract. In a considerable part of the cooperations development of the 
production cooperation of the Hungarian enterprise, that is, its further enlargement was 
hindered by delays in the partner’s investment projects, material shortages in production, 
and lagging infrastructure, in short, by difficulties with the partners’ receiving capacity.

On the other side, a withdrawal of the partners from the cooperation because of 
changes in demand can push the enterprise into an extremely disadvantageous position 
which put the deepening of the international division of labour into the centre of its 
development policy at the price of considerable inputs into research and development 
(for example, a licence purchased from the West), The worst difficulties in this respect are 
caused by the fact that the commercial law established among the CMEA countries does 
not provide for adequate protection against the non-fulfilling partner: it does not apply 
sanctions for the case of breach of contract (for example, penalty). These problems are 
clearly reflected by the example of a Hungarian enterprise taking part in a cooperation 
project planned to be multilateral.

In the early 1970s, the period of upswing of cooperation relationships among the 
socialist countries, discussions about a cooperation project were started among the 
authorised organs of three socialist states, among them Hungary. The project promised a 
favourable possibility to further enlarge the earlier developed special production line of 
the Hungarian enterprise, since the demand announced by the partners would have 
considerably increased the scale of production.

On the basis of the requirements announced — and later several times amended — 
by the partners, the Hungarian enterprise made market research for a foreign licence and 
concluded a licence agreement with a West German firm. During the adaptation process 
of the foreign licence difficulties arose in establishing the trilateral socialist cooperation,
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since the potential partners could not agree in the design of the product. Finally, one of 
the partners decided to develop its own design. The other partner maintained for some 
time its earlier demand, later, however, it announced, referring to its own development, 
that it did not want the Hungarian products. Thus preparations for the trilateral 
cooperation were brought to an end.

Since the foreign licence had been bought, the Hungarian enterprise made efforts to 
sell the products in other countries. Another CMEA member country announced its wish 
to purchase such product from Hungary and, according to its requirements, a new version 
of the product was developed with the aid of the West German licence seller. However, no 
trade contract has been signed so far with this socialist country, either.

As has been mentioned in discussing the motivating factors of establishing coopera
tion ventures, it was the exploitation of the advantages of the “economies of scale” on 
the CMEA market, fast growth of the volume of production, and the security of the 
rouble sales that encouraged the Hungarian enterprises to develop CMEA cooperations 
and to start large-scale investment projects. However, the wide possibilities of expanding 
volumes, the difficulties of making the quality improvement as a result of the higher 
technological standards, acknowledged in prices, and the incentive growing ever more 
intensive from the mid-1970s for Western exports (exports for convertible currency as a 
condition of obtaining central development funds), entailed that the cooperation produc
tion base established by means of considerable investment has become technically 
obsolete during the last ten years, machines and equipments have not been replaced, and 
the development funds accumulated from depreciation allowance have been spent on 
other development projects. Obsolete production capacities cause considerable amounts 
of additional inputs and rising production costs in some of the Hungarian enterprises. As 
a consequence of the obsolescence of the machines during the last ten years, new 
development projects involving considerable amounts of investment have become an 
urgent necessity by the early 1980s.

The profitability of manufacturing products through international division of 
labour is greatly influenced by the degree of development of the national division of 
labour. In most cases, a CMEA cooperation does affect severely not only a single Hun
garian company, but also the connected industrial companies of the economic unit taking 
part in the cooperation. The conflicts of these relationships cause tensions mainly in 
those transactions based on the purchase of Western licences, in which the products 
turned out in cooperation represent much higher standards than earlier products, and 
thus the international division of labour makes increased demands also on the Hungarian 
suppliers. In many cases, the Hungarian enterprises cannot come up to these demands. 
Thus it has happened on several occasions that the Hungarian enterprise manufacturing 
the end product was compelled to enlarge its vertical plant, or to purchase from imports 
— because of the unsatisfactory quality of supplies by the Hungarian cooperation partners. 
Of course, this increased considerably the production cost.
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The specific features of sales

Some of the cooperations can be directly demonstrated to have exerted a favour
able effect on enterprise profitability in the course of the 1970s. In a considerable part of 
the cooperations, however, the profitability of the transactions cannot be judged directly, 
because of the specific features of the cooperation contract. It is a traditional practice of 
the CMEA countries to bring Sbout “closed constructions” , in which the cooperation 
partners transact a mutually compensated trade. In such package deals, prices play a 
special role: they determine for aolong period the terms of trade of the products to be 
delivered, while their absolute level may (and does, in most cases) break away from the 
real market conditions. The trade transacted at prices deviating frdm -  and usually lower 
than — world market prices leads in many cases to considerable differences between 
commercial (enterprise aspect) and social (national economy aspect) profitability. The 
unfavourable effect of the cooperation contracts with closed constructions is felt partic
ularly strongly by the enterprises taking part in the international cooperation, if the 
profit on the products imported under the terms of the cooperation contract is not 
realised by the same manufacturing company, but in other fields of the national 
economy.

The Hungarian producer enterprises participating in the manufacturing under 
cooperation of machines for the light industry and of cars agreed with their cooperation 
partners, in accordance with earlier practice, in a price fixed for five years also in the late 
1970s. Although at the end of the plan period the Hungarian enterprises tried hard, to 
raise the prices of their products, no amendment was carried through. As a matter of fact, 
the price increase of the partial units delivered would not have brought any profit for the 
national economy, since the price of the finished product to be purchased would have 
increased just as much. For the enterprises themselves, however, international cooper
ations resulted in losses, or ever less profitable business by 1980. With the given level of 
cooperation prices, the following factors have to be called attention to concerning the 
low profitability of production:

— Even if the initial prices correspond well to the market conditions at the time of
signing the contract, the fixing of the terms for a long time will gradually 
deteriorate profitability even with a slow inflation rate (because of the rising 
material and energy costs, wage level, etc.).

— The changes that occur while terms are fixed do not cause, as a rule, a
deterioration of efficiency from the national economic aspect, what happens 
is merely that some of the returns from the cooperation products are not 
realised by the manufacturers, but by domestic trade, or, by the users 
(domestic trade in the price gap of Ladas and Polski Fiats purchased at lower 
prices; the user enterprises of light industry in the purchase price unchanged 
during five years in the cooperation of power loom manufacture).

— The above-mentioned specific feature of the closed cooperation deals carries also
the risk that the enterprise uses it as a general pretext, to hide losses with
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other roots behind it. Although a careful analysis may help to separate the 
various effects, such examinations are complicated, so that it can be stated, 
summarily, that this specific feature of the cooperation transactions usually 
renders economic clearsight more difficult.

The problems rooted in the specific conditions of the cooperation and expressed in 
the deviation of the national from the enterprise efficiency can be bridged over by 
subsidies granted to the enterprises participating in the cooperation. When granting such 
subsidies, it can be made clear that it is not the same thing as with enterprises which make 
losses also from the point of view of the national economy. All this involves, however, a 
lot of discomfort, first of all for the enterprise. Subsidy is subsidy, and not everybody 
knows that this is not “that kind” of subsidy. This can be particularly disadvantageous, 
when definite measures are taken in our general economic policy (and justly so) to reduce 
subsidies, and the notion of “to be supported” is increasingly meant in a pejorative sense 
in our judgements.

In addition to such discomforts, subsidy may become also a source of more serious 
problems. What prompts, in such a case, the manufacturing enterprise to reduce the 
production costs? If it tries to reach a more advantageous scale of production, how can it 
support its application for an investment credit with the profitability indicators 
demanded by the bank?'

These questions arose in a concentrated manner for one of the Hungarian enterprises 
of the vehicle-building industry.

The turnover of the enterprise realised through international cooperations 
amounted to almost 40 percent of its exports to the socialist markets in 1980. As a 
consequence of the low prices fixed in the interstate agreements, considerable price-pro
portional losses — 28 to 89 percent per product — were made by the enterprise within the 
framework of cooperations (in more than 80 percent of the cooperations the size of the 
loss exceeded 50 percent).

The enterprise enjoyed subsidy, while a reduction of the production costs (or the 
increase of sales prices on the basis of the interstate agreement) brings no higher profit to 
the enterprise.

Further problem^ of economic efficiency, similar to those of the closed construc
tion, are caused to the Hungarian enterprises by the fact that in the different countries 
world market prices are approached to different extents, and that each country strives 
after asserting the home price level also in international cooperations. Differences in the 
price mechanisms either hinder intensification of the cooperation relationships, or make 
it doubtful, from the outset, for enterprises of countries with a higher price elasticity 
(nearer to the world market prices), that the production established under cooperation 
will be profitable.

There may be several reasons why the price quotations of the cooperating partners 
do not meet. It may well be that the envisaged cooperation does not offer advantages for 
the participating countries, and this is what is expressed in the difference between the 
price quotations. In such a case it is really not worth while implementing the cooperation
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in question. It is also possible, however, that the planned cooperation would in fact be 
advantageous for the participating countries, but this is not manifest enough because of 
the particularities of the home price systems. There is reasonable ground to believe that 
with no small part of the cooperations examined that is the problem.

One of the gravest problems and most critical points of the further expansion of 
cooperations within the CMEA is the mechanism of the cooperating countries based on 
quotas, and bilaterally balancing the mutual cooperation turnovers.*

It often causes a problem that the volume of the products supplied by the 
cooperating partners exceeds the capacity of the domestic market. The difficulties with 
the balanced turnover are rooted in most cases in this conflict. The Hungarian enterprises 
try to establish international cooperation upon the basis of an economical scale of 
production, it may happen, however that the foreign partner’s deliveries cause sales 
problems on the domestic market, and if the production under cooperation is to be 
adjusted to domestic demand, the Hungarian party has, as a rule, to renounce the 
economical scale of production.

Because of the efforts at mutual balance, the term of validity of the trade 
agreements between the CMEA countries has become much shorter in the last years. It 
happens that sales contracts are not concluded for a year but for three months. The 
deliveries agreed for every three months and often fixed only about the middle of the 
period in question cause difficulties in the smooth production of the Hungarian enter
prises. If, namely, the Hungarian enterprise started to organise manufacture and to 
purchase the necessary materials at the time of signing the contract, the foreign partner 
would not receive the finished product in the specified period, while, if manufacture 
started without a firm order, it would carry the risk that the sales of the volume produced 
would depend on the volume of the partner’s products delivered in exchange, maybe of 
another nature and belonging to another branch of industry.

The system of conditions of cooperations 
in the early 1980s

Development of the mutual economic relations among CMEA countries has been 
slowing down in the last years. By the late 1970s parallel capacities had been developed in 
most fields in the socialist countries and thus, they often appeared on the world market 
as competitors. In each of the CMEA countries serious efforts are made to establish the 
conditions of Western export also for the cooperation products. The production capac-

*These problems are rather well known: the constraints of bilateralism (instead of multilat
eralism i.e. real convertibility) have been for long criticised in Hungary as well as in other socialist 
countries. This constraint is obviously not a special feature o f cooperations, but a general problem of 
economic relationships among the CMEA countries, and yet we have to discuss it in the present paper, 
since the shackles o f bilateralism were among the most serious difficulties the cooperations under 
examination.
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ities developed in the course of the CMEA cooperation, and the large volumes of exports 
often provide for adequate reference on the markets with convertible currencies. Typi
cally, however, such sales possibilities are not exploited by the cooperation partners 
through joint action, but in most cases by export expansions initiated by the enterprises 
of each country separately. In this process an important part is also played by the 
unsettled conditions and rule of cooperation on third markets.

The enterprises now experience a certain reserve on the part of the partners in 
discussions about cooperation.

The reduced demand for cooperation products has a particularly disadvantageous 
effect on the Hungarian enterprises in which the production capacity was developed so as 
to satisfy the special CMEA demands and cannot, or hardly, be converted for other 
activities. The reduced capacity of the home market further compounds the sales 
difficulties ot the Hungarian enterprises, on the one hand directly, in respect of sales on 
the home market, on the other hand indirectly, in respect of export perspectives. (This is 
because the reduced Hungarian demand for import from the CMEA countries decreases 
cooperation exports, as a consequence of the zero-balance character of the agreements.) 
Beside the reduction of demand it is its diversification that allows less and less the 
development of economical scales of production and the realisation of advantages 
inherent in the economics of scale, which used to be one of the important motivations in 
the initiation of cooperations. Besides, instead of the earlier price and delivery terms 
fixed for long periods, now agreements of a relatively shorter validity are growing in 
number; prices fixed earlier for 5 years are now replaced by a gliding price scale. This also 
has certain advantages, for the partners, however, it increases uncertainties in several 
respects.

It appears increasingly clear by that by the early 1980s a period has ended in the 
cooperation of the CMEA countries. One of the earlier essential advantages of the 
cooperations: long-term security or stability cannot be expected today to such extent as 
before. The accompanying phenomena of joining the international division of labour 
which the Hungarian enterprises have already become used to on the world market 
(uncertainty, risk) have been showing also on the socialist markets in the last years.

The contradictions and tensions present in the cooperation relationships between 
enterprises of the CMEA countries are rooted in most part in the CMEA trade mecha
nism. As conditions changed, the economic mechanism of each country has been more or 
less amended, but the mechanism regulating economic cooperation between the same 
countries has not followed suit. The lack of harmony between the national and inter
national mechanisms often led to a clashing of the national economic and the enterprise 
interests, thus hindering inter-enterprise cooperation among socialist countries.

A key problem of the cooperation mechanism is the system of price formation. In 
the future establishment of cooperation relationships attention must be paid to avoid 
such agreements in which only deliveries are envisaged, without clearly laying down prices 
and other financial conditions. Without it, no economic efficiency computations can be
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made, which are, however, indispensable for finding the most advantageous variant of 
cooperation for each participating country.

It is by using the possibilities inherent in the improvement of the price formation 
method that an attempt must be made to solve the difficulties arising in stimulating the 
technological development and innovation, the neuralgic points of cooperations. In many 
cases the prices fixed do not adequately reflect today the higher degree of utility of a 
product of higher technical standards, thus hampering well justified efforts directed at 
improving the profitability of production (cooperation) by raising tne technical stan
dards. '

It takes time to stop the negative tendencies and to give rise to favourable ones. 
Therefore, it is an urgent task to solve the problems outlined above.

О ПРОИЗВОДСТВЕННОМ КООПЕРИРОВАНИИ 
МЕЖДУ СТРАНАМИ-ЧЛЕНАМИ СЭВ — ЦЕЛИ И РЕАЛЬНОСТЬ

Л ДРЕКСЛЕР—Э. ИПАХ—Р. САБО—Т. САТМАРИ

За последние несколько лет в экономическом сотрудничестве стран СЭВ заметны некоторые 
существенные изменения. На опыте некоторых крупных венгерских предприятий, участвующих в 
международных кооперационных связях, авторы ищут ответа на то, как изменились условия 
международного социалистического кооперирования в начале 80-х годов, каковы важнейшие 
факторы, препятствующие дальнейшему развитию связей. Рассмотрев, как складывалось коопери
рование и важнейшие мотивирующие факторы начала 70-х годов, авторы анализируют условия и 
обстоятельства, влияющие на развертывание кооперирования в области научных исследований и 
разработок, производства и сбыта.
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J. VÉGVÁRI

THE ROLE OF THE CMEA IN HUNGARIAN FOREIGN TRADE

The article reviews Hungary’s trade with the CMEA countries in the periods 
1967-1973, 1974-1978 and 1979-1981 pointing out the growing role of the USSR 
and the diminishing one of the other CMEA countries in both the imports and the 
exports of the country. The commodity pattern of trade is examined at current prices and at 
1973 prices. According to the data, Hungary’s role as exporter o f finished goods and as 
importer of raw materials diminished in the period examined. Next the article reviews the 
development of prices and of the various terms of trade indicators, with particular respect to 
the rise in crude oil prices. Finally, the author makes an attempt at presenting and evaluating 
the interrelations between the terms o f trade, economic efficiency and the sectoral composi
tion o f foreign trade.

In the last thirty years the dynamically developing Hungarian foreign trade, its 
growth rate exceeding that of production, has been a factor in the development of 
national economy. Foreign trade turnover (exports and imports together) had grown 
from the early 1950s to the late 1970s to about twentyfold, that is, by more than 10 
percent on annual average at current prices.

During these thirty years the growth of foreign trade was not smooth. Slackening 
growth rates and fluctuations following dynamical periods were not rooted, however, in 
most cases in foreign economy, but in the internal political, economic-political and 
economic management developments of Hungary.

1978 closed an era which can be divided into six more or less well delimitable 
periods from the aspect of foreign trade turnover.

There were three periods in which turnover was growing at a comparatively 
smooth rate, without shocks and drastic price changes; at 10 to 12 percent, computed at 
current prices. These are as follows: 1951—1955,1961-1964, and 1967—1973.

The other three periods differ from the preceding ones in a considerable rise or fall 
of the growth rate of turnover or in a radical acceleration of price processes. They are as 
follows: the second half of the 1950s, the mid-1960s and the years 1973—1978.

These extreme swings of the two extraordinary years (1956—1957) in the second 
half of the 1950s abated, under the conditions of the relatively high growth rates of the 
years 1958 to 1960, down to the “normal” rate characteristic of the early 1960s. In order 
to counterbalance the heavy import surplus of 1957, this three-year period was character
ized by a very high growth rate of exports.

In the mid-1960s economic policy reacted on the acceleration of accumulation in 
fixed assets and stocks by slowing down production (in 1965 national income was lower
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than the year before) and this was accompanied by a reduction to about half of the 
growth rate of foreign trade turnover. The primary motive of the restraint was to halt the 
growth of imports.

The years 1973 to 1978 represented the first period in which changes would have 
occurred even if there had been no internal motives. Under the impact of changes in 
relative world market prices and accelerating inflationary processes, the growth of 
turnover speeded up in these years, in terms of value, which led, as it is known, to 
seriously worsening terms of trade and upset the balance of trade. The main factor of the 
growing turnover was, as it follows from the preceding, imports.

Table 1
Growth rate o f  the Hungarian foreign trade

Period

Total turnover 
(exports 

and imports 
together)

Of which

imports exports
from CMEA to CMEA

countries countries*

On the basis of value indexes (percent)

1951-1955 12.3 8.6 10.7
1958-1960 16.5 11.3 24.9
1961-1964 11.4 11.4 14.0
1965-1966 5.4 1.3 6.3
1967-1973 11.5 10.3 12.3
1974-1978 12.2 15.5 8.5
1979-1981 4.1 0.7 6.8

On the basis o f volume indexes (percent)
1974-1978 7.8 8.6 6.1
1979-1981 1.6 - 1.6 6.2

♦Here and in the following: from 1962 the Mongolian, from 1972 
the Cuban, and from 1978 the Vietnamese turnover are included.

It may not be too early to establish the fact that the year 1978 (in the most 
important respects, already 1973) closed a long period of the Hungarian trade. After the 
1979 turn in economic policy, a period of adjustment to the new facts of world economy 
began. The years that have passed since have brought a considerably reduced growth rate 
of turnover — mainly of imports — better adjusted to production in terms of both value 
and volume.
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In the whole period under examination, as well as in the individual periods 
described in the preceding, the determinant factor in the growth of turnover and in the 
changes in the growth rate was the foreign trade transacted with the CMEA countries.

Share of the СМЕЛ countries in the Hungarian foreign trade

In the fifteen years starting with 1967 the Hungarian foreign trade with other 
CMEA countries had shown a growing tendency in imports until 1978 and then growth 
practically stopped. During the same period, the growth rate of exports had been slowing 
down without any outstanding changes. Hungarian turnover with the individual CMEA 
partners dispersed extremely around the average values. (See Table 2).

Table 2
Average yearly growth rates* o f  Hungarian 

foreign trade with the CMEA countries (percent)

Country 1967-1973 1974-1978 1979-1981

CMEA total 10.3

Imports

15.5 0.7
of which:

Bulgaria 2.4 22.8 3.8
Czechoslovakia 9.9 10.7 - 1.2
Poland 8.0 17.0 -5 .3
GDR 9.1 18.3 -3 .1
Romania 12.4 11.6 -3 .2
Soviet Union 11.1 16.0 2.3

CMEA total 12.3
Exports

8.5 6.8
of which:

Bulgaria 6.7 10.1 12.1
Czechoslovakia 9.1 6.6 4.1
Poland 11.0 5.9 -4 .2
GDR 14.4 5.4 0.8
Romania 20.0 8.5 -2 .4
Soviet Union 12.5 10.0 11.1

*On the basis of value indexes.

Thé data convey, with more or less certainty, the following information:
— the growth rate of Soviet turnover was nearing the average both in imports and in 

exports in all the three periods (exceeding it a little); the average was practically 
determined by the Soviet turnover;
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— the Czechoslovakian turnover grew, in both directions and in all three periods, at 
a rate below the average (imports were even on the decrease in the third period);

— the growth rate of Hungarian foreign trade turnover with Poland and the GDR 
stayed below the average, except for the imports of 1974—1978;

— the Bulgarian turnover grew slower than the average in the first period, and later 
grew faster than the average; the situation was the reverse in the Romanian turnover.

The above-the-average growth rate of the turnover with the Soviet Union is due to 
the well-known circumstances (the Soviet Union is the largest energy and raw material 
supplier of Hungary, the fast rise in energy and raw material prices, dynamical Hungarian 
exports because of the deficit in the balance of trade in past years, etc.). The considerable 
differences existing between the growth rates, and, as a consequence, the changes in 
proportions by countries confirm the “ radial” character of the CMEA cooperation. (See 
Table 3)

Table 3

Percentage distribution o f  Hungarian foreign trade 
with CMEA countries*

Country 1967 1973 1978 1981

Imports

Soviet Union 52.2 56.1 56.8 59.7
GDR 16.8 14.3 15.7 14.0
Czechoslovakia 13.3 13.5 10.8 10.2
Poland 9.6 8.0 8.4 7.0
Romania 4.0 5.0 4.7 4.2
Bulgaria 

Total o f the five
3.4 1.9 2.5 2.8

countries 47.1 42.7 42.1 38.2
Other CMEA countries 0.7 1.2 1.1 2.1
Total 100.0 100.0 100.0 100.0

Exports

Soviet Union 55.3 51.7 55.1 61.5
GDR 14.8 17.3 15.2 12.7
Czechoslovakia 13.8 13.7 12.0 11.1
Poland 9.3 9.5 8.6 6.2
Romania 3.4 4.7 4.9 3.7
Bulgaria 

Total o f the five
2.9 2.2 2.4 2.7

countries 44.2 47.4 43.1 36.4
Other CMEA countries 0.5 0.9 1.8 2.1

Total 100.0 100.0 100.0 100.0

*On the basis of current prices.
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The diminishing role of the five partner countries in Hungarian foreign trade is the 
result of complicated and complex economic processes. Some are internal (for example, 
Poland), that is, within the CMEA, and others external, that is, rooted in the world 
economy.

As for the circumstances within the CMEA, the fact has to be emphasized that the 
role of the Soviet Union is increasing also in the foreign trade of the countries under 
discussion, for similar reasons as in Hungary. (See Table 4) It is not to be neglected, 
either, that the bilateral quota system, balanced in kind, hinders the development of a

Table 4
Share o f  the Soviet Union in the total turnover 

o f  selected countries within the CMEA * (percent)

Country 1970 1975 1981

Bulgaria 71.2 71.1 73.1
Czechoslovakia 50.5 54.8 58.1
Poland 57.8 56.6 62.9
GDR 58.1 53.9 59.1
Romania 54.8 48.9 54.1

♦On the basis of current prices.

Table 5
Share o f  Hungary in the total exports and 

imports o f  the CMEA countries

Country 1973 1978 1981

Imports

Soviet Union 6.9 6.4 7.1
Chechoslovakia b.4 5.6 6.3
GDR 6.2 5.6 5.4
Poland 3.4 3.0 3.3
Romania 3.7 3.2 2.7
Bulgaria 1.9 1.8 2.2

Exports

Soviet Union 6.2 7.1 5.8
Czechoslovakia 5.3 6.0 5.2
GDR 4.3 6.9 5.4
Poland 2.9 3.7 3.8
Romania 3.1 3.8 2.8
Bulgaria 1.3 2.1 1.2
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closer cooperation in general, and in the present situation of the world economy in 
particular. In the reduced growth rate of mutual trade a part is certainly played by the 
situation of the world economy as developed in the 1970s and particularly by its present 
critical period, which posed balance problems — if not of identical dimensions, but 
certainly of identical character — to the countries under examination, including Hungary, 
and on which the countries react in more or less the same way (slowing down of the 
economic growth rate, etc.). All these effects could not bç counterbalanced by the 
common efforts of the countries in question to increase their imports from the CMEA 
countries, so as to reduce the imports to be settled in convertible currencies.

The changes in the share of each country in Hungarian turnover within the CMEA 
are reflected in the foreign trade of the CMEA countries in an interesting manner. It is 
characteristic also of the partner countries that the share of Hungary is diminishing in 
their turnover — except for the imports of the Soviet Union — and in a way that it fell 
conspicuously in their imports and grew in their exports in 1978, in accordance with the 
“peak” of the deficit in the balance of trade in Hungary in that year. (See Table 5)

The data also highlight that among the European CMEA countries it is the Soviet 
Union, Czechoslovakia and the GDR in the foreign trade of which Hungary has the largest

Table 6

Share o f  the CMEA countries in the Hungarian foreign 
trade turnover* (percent)

Country, group of 
countries 1967 1973 1975 1978 1981

Soviet Union 33.8 34.1

Imports

27.9 28.6
The five European CMEA 

countries together 30.5 25.9 20.7 18.3
Other CMEA countries 0.5 0.7 0.5 1.1
CMEA total 64.8 60.7 63.5 52.2 49.1 48.0

Soviet Union 36.1 33.4

Exports

30.4 33.4
The five European CMEA 

countries together 28.7 30.6 23.8 19.8
Other CMEA countries 0.3 0.6 1.0 1.2
CMEA total 65.1 64.6 68.5 58.7 55.2 54.4

*The indicators o f 1967 and 1973 rest on “foreign exchange forint” data, 
those of 1978 and 1981 on forint data converted at the commercial rate o f exchange, 
therefore, the data o f these periods cannot be compared directly. In 1975 foreign 
trade statistics started to record turnover in forints converted at the commercial rate 
of exchange instead o f “ foreign exchange forint” . The two pairs of data o f 1975 
computed by two different methods help to judge the tendencies.
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share: about 5—7 percent in each. In consideration of the economic potentials and 
expansive trade relations of the Soviet Union, and the intensive foreign trade of the other 
two countries, these shares are not negligible.

Surveying the foreign trade processes of the last fifteen years, two groups of 
phenomena have influenced the share of the CMEA in Hungarian foreign trade:

— the strengthening role of the Soviet Union,
— the diminishing weight of the other CMEA countries, in connexion with the 

above-mentioned processes, and probably only transitorily.
These effects together somewhat reduce the share of the CMEA countries in the 

Hungarian foreign trade, while the share of the Soviet Union is on the increase.

Development of the commodity pattern

In the foreign trade of the CMEA it has become traditional that the Hungarian 
contribution consists mainly of industrial products and foodstuffs — due to its relative 
scarcity of raw materials, the relatively advanced state of its manufacturing industry, and 
its wide range of products —, while covering the country’s needs of primary energy and 
industrial raw materials by relying upon the CMEA cooperation.

The structure of trade reflected this traditionally developed division of labour even 
in the early 1970s. In the last decade, however, this tendency has definitely changed: 
Hungary’s role as raw material importer and finished product exporter has diminished. 
Computed at 1973 prices, the share of materials was decreasing in Hungarian imports and 
increasing in exports.

With some, rather rough, simplification, two large groups of products may be 
distinguished in trade:

— on the one hand, the group of fuels, electric energy, raw materials, semi-finished 
products, spare parts and foodstuffs (largely, these are considered mainly as products 
based on natural resources);

— on the other hand, the group of machinery, transport equipment and industrial 
consumer goods (these are produced by the manufacturing industrial capacity).

In 1973 the proportions of these two large groups were 62 : 38 in imports and 
41 : 59 in exports. As a result of the above-mentioned changes, the proportions 56 : 44 
have developed in imports and 46 : 54 in exports, computed at 1973 prices.

The changes can be seen more clearly if semi-finished products and spare parts are 
taken out of the first group. Thus the group will include

— industrial raw materials
— agricultural products
— food industrial products*
— fuels, electric energy.

*These include also agricultural products o f primary processing (raw meat, slaughtered poultry, 
vegetable oil, sugar, etc.).
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Table 7
Commodity pattern o f  the Hungarian foreign trade 

with other CMEA countries, at 1973 prices

In the year

Groups of commodities 1973 1978

percent

1981

Fuels, electric energy 12.1

Imports

12.5 12.8
Raw materials, semi-finished products, spare 

parts 45.8 38.8 38.9
Machinery, transport equipment, other 

capital goods 25.7 32.0 28.9
Industrial consumer goods 12.2 13.6 15.0
Raw materials for the food industry, livestock, 

processed food products 4.2 3.1 4.4

Total 100.0 100.0 100.0

Fuels, electric energy 0.4

Exports

0.8 0.4
Raw materials, semi-fmished products, spare 

parts 21.5 23.8 21.1
Machinery, transport equipment, other 

capital goods 37.2 39.2 37.5
Industrial consumer goods 21 8 18.7 16.8
Raw material for the food industry, livestock, 

processed food products 19.1 17.5 24.2

Total 100.0 100.0 100.0

Table 8
Export values* in percentage o f  imports

Groups of commodities 1978 1981

Industrial raw materials and agricultural
products 53.7 102.9

Industrial raw materials, agricultural and
processed food products 94.2 177.9

The former plus fuels, electric energy 45.6 73.7

*At current prices.
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The export ratios of these commodity groups have developed as shown in Table 8.
Hungary has thus become a net exporter of foodstuffs and raw materials in its 

foreign trade with the CMEA countries — if fuels, electric energy is disregarded (which 
can be done with the majority of the countries).

To measure the changes in the commodity pattern of the last ten years at 1973 
prices is an abstraction which is increasingly less relevant in the actual realities of foreign 
trade, since the price level has changed in the meantime, and also relative price propor
tions have transformed. In consequence of the well known changes in the relative world 
market prices the commodity pattern shown at current prices differs mainly in imports 
from the pattern shown at constant prices, first of all as regards the share of fuels, electric 
energy. The value at current prices of mineral oil imports from the CMEA countries (this 
amounted to about half of the total energy imports from the CMEA countries in 1981) 
reached 4.5 percent of Hungarian exports in 1973 and 12.0 percent in 1981.

Table 9

Commodity pattern o f  Hungarian foreign trade 
with other CMEA countries* (percent)

Groups o f commodities 1973 1978 1981

Fuels, electric energy 12.1

Imports

21.8 27.9
Raw materials, semi-finished products, spare 

parts 45.8 38.3 36.1
Machinery, transport equipment, other 

capital goods 25.7 ' 26.7 21.4
Industrial consumer goods 12.2 10.3 10.3
Raw materials for the food industry, livestock, 

processed food products 4.2 2.9 4.3
Total 100.0 100.0 100.0

Fuels, electric energy 0.4

Exports

1.8 1.6
Raw materials, semi-finished products, spare 

parts 21.5 24.4 21.6
Machinery, transport equipment, other 

capital goods 37.2 39.2 34.5
Industrial consumer goods 21.8 17.1 14.5
Raw materials for the food industry, livestock, 

processed food products 19.1 17.5 27.8

Total 100.0 100.0 100.0

*At current prices.
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On the export side, the changes in relative prices came to expression mainly in a 
growing proportion of foodstuffs, and in a lowering proportion of machines and indus
trial consumer goods. (See Table 9)

Prices, terms of trade, efficiency

The changes in relative world market prices and in the terms of trade, disadvanta
geous for Hungary, have affected — and are affecting — Hungarian foreign trade with the 
CMEA countries in a special way, on account of the pricing methods of the CMEA, or 
rather, the changing of these methods.

As a consequence of the processes that started in 1973, the terms of trade indicator 
of Hungary with countries outside the CMEA (which covers practically the non-rouble 
accounts) fell the deepest in 1975 (on a 1973 base, it was 79,4  percent). In 1976 import 
prices fell by over 10 percent and export prices by about 6 percent as compared with 
1975 and then the fluctuations of the international inflation developed in such a way that 
Hungary could record a 6.1 percent improvement in the terms of trade by 1981 
(compared with 1975). Hungarian foreign trade in the non-rouble trade is thus transacted 
today largely at the terms developed in 1975, which are still about 20 percent worse than 
those of 1973.

The prevention of a further worsening of the terms of trade and even some little 
improvement were due to the radical reduction of Hungarian energy imports from the 
non-rouble area to the exploitation of some of the inflationary phenomena on the world 
market, as well as to the increased price sensitivity of Hungarian foreign trade, owing 
mainly to the new price system introduced in 1980. It may be attributed to these effects 
that the second oil price explosion had no such consequences as the one of 1973.

In the changes in Hungarian foreign trade with the CMEA countries and in its terms 
of trade, that is, in the course of these changes two factors are important. First, the world 
market prices appear in the contract prices of the CMEA, in accordance with the 
principle of sliding price base, delayed and dispersed in time. Second, Hungary suffers 
from the terms of trade deteriorated because of the rise in prices of fuels, electric energy 
practically in its trade with the CMEA, on account of the commodity pattern of the two 
basic markets. The progress in time of the processes is shown in Table 10.

As for the series of data of Table 10, it has to be remarked that, of course, the terms 
o f trade of the two main markets would have developed in a different way, had Hungary 
not succeeded in eliminating practically all oil imports from the non-rouble area up to the 
1980s.

Within the CMEA trade, the 1973 price explosion had taken the years up to about 
1979 to "show its effects in the contract prices of the CMEA. Then, in 1980, the terms of 
trade did not deteriorate any further as compared to 1979 (they rather improved a little). 
After that, because of a second rise in oil prices, the import price level rose sharply and, 
because of the difference in commodity pattern, export prices could not keep pace, and
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Table 10

Development o f  the terms o f  trade fo r  Hungary

Year
Rouble* Non-Rouble Total

accounts

1973=100

1974 100.4 85.2 92.5
1975 91.6 79.4 86.0
1976 89.7 84.6 88.0
1977 87.0 81.4 85.0
1978 85.1 82.1 84.5
1979 83.6 81.2 83.0
1980 82.7 82.3 83.2
1981 79.5 84.1 82.5

1975=100

1976 97.9 106.5 102.3
1977 94.9 102.5 98.8
1978 92.8 103.4 98.2
1979 91.2 102.2 96.4
1980 90.1 103.8 96.7
1981 86.6 106.1 96.1

1978=100

1979 98.2 98.8 98.2
1980 97.2 100.4 98.6
1981 93.4 102.6 97.8

*For technical reasons, data of trade settled in 
roubles are included instead of CMEA turnover. The 
non-rouble trade within the CMEA is not included.

the terms of trade continued to worsen. The changes of 1979—1980 in the world market 
price proportions are expected to be felt in the changes of CMEA prices and in the 
Hungarian terms of trade up to 1983. (See Table 11)

In the years following 1973, two periods can be distinguished, with some simplifica
tion, in the development of trade volume of the CMEA.

In the five years up to 1978 imports had grown by over 50 percent, exports by 
about one-third (at constant prices). That is, the terms of trade that had developed 
unfavourably for Hungary were not followed by changes in the proportions of volumes 
reflecting the facts of the new situation. On the contrary, the terms of trade and the 
volume proportions were simultaneously deteriorating: with a 20 percent worsening of 
the terms of trade, the volume proportion indicator* fell almost as much. Therefore, the

•Ratio of the volume index of exports to that of imports.
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two processes: the changes in the terms of trade and those in the volume proportions, 
“intensified” each other, and thus they led together to an upsetting of the balance of 
trade in this market.

After 1978, the tendency of changes in volumes has turned: the volume of imports 
has been decreasing since, while that of exports has been dynamically rising (the value of 
the volume proportion indicator was 125.0 in 1981, on a 1978 base). This means that in 
the last three years the first steps have been made in foreign trade to restore the balance 
at the new terms of trade. Since, however, the terms of trade are likely to deteriorate 
further, this will be probably a long process.

Table 11
The price indexes and terms o f  trade indicators 

o f  Hungarian turnover with the CMEA countries

Year
Price indexes Terms of 

trade 
(percent)Imports Exports

1973=100

1978 136.5 111.6 81.8
1979 140.2 113.2 80.7
1980 133.3 108.4 81.3
1981 146.3 114.4 78.2

• 1979=100*

1980 95.1 95.8 100.7
1981 104.3 101.1 96.9

*The price indexes show, beside the prices ex
pressed in foreign currency, also the changes in the 
exchange rate o f the forint. The lower price level of 
1980 reflects the high revaluation of the forint in 
1980. The prices expressed in roubles and in dollars 
were rising both in exports and in imports in 1980 — 
somewhat more in exports.

The interrelations of the changes in prices and volumes during the period that has 
passed since 1973 can be examined also with the aid of a further terms of trade indicator. 
This indicator — let us call it income terms of trade indicator* is the product of the 
export volume index and of the terms of trade indicator proper. It expresses, what

*ln the description and interpretation o f the various terms o f trade indicators I relied on the 
work -  partly still in manuscript -  o f Ádám  Marton.
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growth in the volume of imports is covered by the growth in the volume of exports while 
maintaining the foreign trade balance of the base period. The values of the correlated 
indicators in 1981 (on 1973 base) are as follows:

export volume index 157.8
terms of trade indicator 78.2
“ income terms of trade

indicator” j  23.4
import volume index 145.8

These interrelations reveal that the 58 percent growth in the volume of exports during 9 
years covered a 23 percent growth in the volume of imports with the given changes in the 
terms of trade, while in reality the latter growth was of 46 percent.

Table 12

The volume and volume proportion indicators o f  
Hungarian foreign trade with the CMEA countries

Volume indexes Volume propor-
Year ------------------------------------  tion indicator

Imports Exports (exports/imports)

19 7 3 = 1 0 0

1978 1 53 .0 132.5 86.6
1980 150 .9 148.2 9 8 .2
1981 145.8 157.8 108.2

19 7 8 = 1 0 0

1980 98 .6 111.8 113 .4
1981 95 .3 119.1 125 .0

This tendency in the changes in relative prices, terms of trade and volume ratios is, 
as is generally known, not a Hungarian phenomenon; other countries with similar 
conditions face basically the same problems, even though sizes and proportions may be 
different. The most important questions are such as:

— to what extent are the countries able to reduce the deterioration in their terms of
trade by a transformation of their economic structure?

— to what extent are they able to counterbalance, or perhaps even surpass, their
price losses by increasing the volume of their exports (by changing the
proportions of volumes)?

— are they able to counterbalance the losses incurred by an improvement of
economic efficiency?•
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This last question can also be connected with the more general interrelations of 
foreign trade and of the terms of trade. That is, the terms of foreign trade are expressive 
of the mutual proportions of national performances embodied in the goods traded, 
therefore, the terms of trade thus conceived may change (in consequence of changes in 
productivity), even if the price proportions in foreign trade do not change.

Reverting to the original problem and to the facts of statistics, the question is now 
to be asked, how the productivity of labour (live and embodied labour) in producing 
goods for exports have changed in the last crucial decade. The productivity and the terms 
of trade indicators ought to be compared in order to find out, how the “real” terms of 
trade have changed, to what extent improved productivity has counterbalanced the losses 
caused by the deteriorated terms of trade, or, the reverse: what latio of the increased 
productivity has been “carried away” by changes in the terms of trade.

It is not possible to examine the productivity in the production of the export goods 
directly in practice, separated from the whole of production. It is, however, possible to 
compare the terms of trade indicator related to the whole turnover (including that 
outside the CMEA) with the productivity indicator computed for the material branches 
of the national economy.

For this examination, the net product falling to a unit of the resources engaged 
(assets and live labour) and to a unit of the labour costs, (at constant prices), that is, the 
so-called complex efficiency indicators have to be taken for basis.* In the following the 
product of the efficiency indicators computed for the material sectors and of the terms of 
trade indicator will be considered the terms of trade indicator corrected for the changes in 
efficiency. (See Table 13)

Table 13
Changes in efficiency and in the terms o f  trade indicator*

In d ica to r

In d ica to rs  o f  1980 on  th e  basis o f

1970 1973

(pe rcen t)

1978

Com plex e ffic ien cy  ind ica to r 131 .8 116.0 98 .9
Live labour e ffic ien cy  ind ica to r 159.2 134.0 103.3
Terms o f  tra d e  in d ica to r 80.3 83.2 98 .6
C orrected te rm s  o f  trad e  in d ic a to r* * 105.8 96.5 97.5
C orrected te rm s  o f  trade  in d ic a to r* * * 127.8 111.5 101.9

*C overing th e  w hole tu rn o v e r.
♦ ♦ C o rrected  fo r the com plex  e ffic iency  in d ica to r. 

♦♦♦ C orrec ted  fo r  th e  live la b o u r  effic iency in d ica to r.

♦O n the  basis o f  th e  da ta  o f  th e  C en tra l S ta tistica l O ffice. (See e.g.: S ta tis tica l Y earb o o k , 1980. 
B u d a p es t, 1981, p . 9 6 .)
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If the simplification is accepted that the changes in efficiency of the material 
sectors are considered to be identical with the changes in efficiency in the production of 
export goods, it can be established that the terms of trade (taking into account the 
relative foreign trade prices and the specific national labour embodied in the export goods 
together) have improved for Hungary as compared with 1970: the deterioration in the 
terms of trade caused by the changes in foreign trade price proportions have been 
counterbalanced by an improvement in efficiency. This positive formulation of the 
process does not change, of course, at all the reality of the statement that most of the 
advantages arising from the improvement of efficiency have been “cancelled” by the 
changes in relative foreign trade prices.

On the 1973 and 1978 bases the former statements hold only in connexion with 
the improved efficiency o f live labour. This is because the rise of the complex efficiency 
indicator slowed down in comparison with 1973 and fell in comparison with 1978, 
because of the fact that after 1978 — for reasons well known — economic growth slowed 
down and unused capacities appeared.

The above outlined interrelations are to be considered as valid, on the grounds of 
the restrictions and assumptions made, also for the CMEA turnover, as regards their order 
of magnitude.

The interrelation between foreign trade with the CMEA countries and the changes 
in efficiency in the material sectors can be further investigated in a way that the 
efficiency indicators of each sector are weighted by the value of the exports to and the 
imports from this market. The efficiency indicator thus received answers the question, 
how the (complex) efficiency indicator of the material sectors would have developed, if 
the sectoral proportions of net products in material production had corresponded to 
those of CMEA imports and CMEA exports.

Also from the aspect of the changes in efficiency indicators computed in this way 
(on 1973 base), the tendency turned after 1978.

Between 1973 and 1978 the efficiency indicator weighted with the values of the 
CMEA turnover rose faster — weighted either by import or by export values —, than the 
“real” indicator (reflecting the proportions of net product), and the indicator weighted 
by the value of imports rose somewhat faster than the one weighted by the value of 
exports. In 1979—1980 this changed -  on 1978 basis — in that the indicator weighted by 
the value of imports decreased, while the one weighted by the value of exports increased. 
(See Table 14)

This development of the indicators is due to the following phenomena:
— Between 1973 and 1978 efficiency improved in all the material sectors; in the 
engineering and the chemical industries this improvement was higher than the average. 
These sectors have high shares within exports and in imports.
— In 1978 the proportion of exports to imports shifted in the industrial sectors to the 
advantage of imports, also in the sectors in which efficiency improved more than the 
average.
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T able  14

Changes in the complex efficiency indicator weighted 
by the turnover in the rouble accounts*

C om plex e ffic ie n c y  in d ic a to r (p e rc e n t)
--------------------------------------------------------------  The “ rea l

w e ig h te d  by_______________ com plex

th e  e x p o rt the  im p o rt effic iency
--------------------------------------------------------------  in d ic a to r

tu rn o v e r o f  th e  ro u b le  acco u n ts

1 9 7 3 = 1 0 0

197 8 123.9 121 .8 117.3
19 8 0 115.2 124.5 116.0

1 9 7 8 = 1 0 0

1980 93 .0 102.2 98 .9

F o r  technical reaso n s , th e  d a ta  o f  tu rn o v e r  a cc o u n te d  in 
ro u b les  are included  in s te a d  o f  those  o f  th e  C M EA  tu rn o v er. (See 
also n o te  to  Table 1 0 .) I t  has to  be a d d ed : th e  sec to ra l e ffic iency  
in d ic a to rs  o f  each year a re  w eig h ted  w ith  e x p o r t  an d  im p o rt figures 
a t c u rre n t prices. The se c to ra l p ro p o rtio n s  a re  th u s  in fluenced  n o t 
o n ly  b y  th e  changes in  th e  vo lum e o f  tu rn o v e r, b u t  also b y  th o se  in 
e x p o rt  an d  im port prices.

— In the years after 1978 the sectoral export and import proportions have shifted to the 
advantage of exports in all the sectors transacting high turnovers in which the complex 
efficiency indicator has improved, and conversely.

Therefore, the sectoral structure of the Hungarian trade accounted in roubles have 
been more in harmony with the economic conditions of the country after 1978 than in 
earlier years.
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РОЛЬ СЭВ ВО ВНЕШНЕЙ ТОРГОВЛЕ ВЕНГРИИ 

Й. ВЕГВАРИ

В вводном разделе автор излагает динамику венгерского внешнеторгового оборота в течение 
истекших 30 лет и показывает те периоды, которые отличаются друг от друга с точки зрения 
интенсивности внешнеторговой деятельности. Он отмечает, что в рассматриваемый период торгов
ля со странами-членами СЭВ играла определяющую роль в венгерском внешнеторговом обороте.

В дальнейшем автор исследует венгерский внешнеторговый оборот со странами-членами 
СЭВ, различая при этом друг от друга периоды 1967— 1973, 1974—1978 и 1979— 1981 годов. Он 
констатирует, что доля стран-членов СЭВ в венгерском экспорте проявляет тенденцию к сокраще
нию таким образом, что роль Советского Союза возрастает, а других европейских стран-членов 
СЭВ — сокращается.

В товарной структуре оборота начиная с 1975 года наступают характерные изменения: считая 
в ценах 1973 года, в импорте сокращается, в экспорте возрастает доля материалов и продовольствия.

Вслед за этим автор исследует динамику соотношений импортных и экспортных цен в обороте 
со странами-членами СЭВ, отмечая влияние принципов ценообразования во взаимной торговле на 
процессы изменения упомянутых соотношений. Автор производит сопоставление импортных и 
экспортных цен и, соответственно, показателей соотношения физических объемов, и с помощью 
различных методов пытается установить связь между показателями соотношений импортных и 
экспортных цен в венгерском народном хозяйстве с показателями, выражающими движение 
экономической эффективности.

На основании обследования можно установить, что в течение последнего времени структура 
венгерского экспорта в страны-члены СЭВ смещается в направлении тех отраслей, в которых 
наблюдается улучшение эффективности производства, таким образом, взаимных оборот в большей 
мере, чем раньше, отвечает отечественным экономическим возможностям.
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I. MAJOR

TENSIONS IN TRANSPORTATION AND THE DEVELOPMENT 
LEVEL OF TRANSPORT IN SOME SOCIALIST COUNTRIES

Is th e  H ungarian t ra n sp o r ta tio n  system  and  th a t  o f  th e  E u ro p ean  soc ia list coun tries 
backw ard  re la tiv e  to  th e  eco n o m ic  d ev e lo p m en t o f  these  countries?  I f  so , w h a t w as th e  
e x te n t o f  th is  backw ardness re la tive  to  th e  E u ro p ean  cap italis t co u n tries  b e tw e e n  1960 and 
1980? Is i t  t ru e  th a t  th e  sole re aso n  o f  th e  regu larly  re p ro d u c e d  tra n s p o r ta tio n  tens ions in  
th e  E u ro p ean  socialist co u n tries  is  th e  backw ardness o f  tra n sp o rta tio n , o r  has th e  high 
tran sp o rt in te n s ity  o f  th e  socialist co u n tries , th e  “ ov e rh ea ted ”  dem and  fo r  tra n s p o r t,  a t least 
an equal im p ac t?  W hat eco n o m ic  p rocesses b o o sted  dem and  fo r tra n s p o r t  so high in th e  
socialist countries?! The stu d y  en deavours to  give answ ers to  these q u e s tio n s , m ostly  b y  
m eans o f  in te rn a tio n a l com parisons.

Shortage phenomena developing in socialist countries from time to time have not 
avoided transport, either.* Transportation tensions endangered in some periods even the 
smooth functioning of the economy. Thus, for example, serious transportation tensions 
developed in Hungary and Czechoslovakia in 1963—64 and in the course of the 1970s in 
Poland and the USSR. However, other European socialist countries were not free from 
regularly recurring transportation disturbances during the last decade either. In the GDR 
and Czechoslovakia international railway traffic had to be frequently restricted, because 
railway networks were not capable of simultaneously carrying the domestic and the 
international transport. Similar situations occurred in sea ports of socialist countries, 
what is more, occasionally even in road transport. Though the leading organs of the 
CMEA declared the increased and coordinated development of transport systems of 
member-countries as an outstanding target-programme in the 1970s, the situation has not 
considerably improved in recent years, what is more, it even further deteriorated in 
certain fields as e.g. port traffic, railway transport.

In Hungary several specialists maintain the view that tensions accumulated in 
transport — and in other fields of infrastructure — were consequences of the economic 
policy of forced growth and the ensuing increasing backwardness of infrastructure. The 
neglect of infrastructure — and within this of transport — is a fact already described by 
several other authors**, and we do not dispute that the backwardness of transport had an 
important part in the reproduction of transport tensions. In the course o f investigations, 
however, we have come to the conclusion that backwardness alone provides no expla
nation for the existence and occasional sharpening of transport shortages.

The periodical appearance of tensions contradicts in itself the concept according to 
which their determining factors should be looked for only in transport capacities. As a

*In m y s tu d y  I m ade use o f  w ell-know n s ta te m e n ts  in Ján o s K om ái % w ork  [11].
**C f. fo r exam ple  th e  w orks b y  A ttila  Csemok, Eva Ehrlich, G yörgy  Szilágyi [4], T. Iv án  Berend 

[3 ] as w ell as M ária A ugusztinovics [1].
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matter of fact, if the only reason for tensions had been the neglect of transport, then 
transportation tensions with at least relatively even and slowly increasing intensities ought 
to have been experienced during the last 30 years. Yet the actual situation was different.

Further doubts were raised against the explanation based on backwardness by the 
fact that the growth rate of transport performances of the Hungarian economy exceeded 
that of both net and gross national product in the period 1950—1980. While the gross 
national product increased yearly by 6.5 percent on the average, the growth rate of 
commodity transport was 6.8 percent. (The yearly average growth rate of passenger 
transport was near to that of commodity transport, amounting to 6.7 percent.) Similar — 
or even more extreme — was the deviation between the performances of the economy and 
transport in other European socialist countries. Between 1950 and 1980 in Bulgaria, 
Czechoslovakia, Poland, the GDR and Romania (taken as one group of countries) the 
yearly average growth rate of GNP was 5.9 percent, while that of commodity transport 
6.9 percent. In the USSR the yearly average growth rate of GNP amounted to 6.7 
percent, while that of commodity transport to 6.8 percent.*

As a result, the following statement can be made: it is possible that the backward
ness of transport increased during the last 30 years, nevertheless transport performance 
increased at a faster rate than the growth of the economy. Even so, transport demands 
could often not be met. Therefore, also some other factor or factors, beside backward
ness, had to exist and work having no less important part in the reproduction of transport 
shortages than the neglect of transport. Let us call this factor for the time being excessive 
transport demand, while a more precise definition of the notion will be given later on. 
Transportation tensions resulting from the backwardness of transport will be called lack 
o f  transport capacity and its definition will be given also later on.

Our study has a double purpose: firstly, we try to find appropriate methods for 
demonstrating the existence of backwardness (lack of transport capacity) and excessive 
transport demand, and measure their intensity. Then we shall make an attempt to decide 
which of these two factors had a more important part, in general, (which was “stronger”) 
in the reproduction of transportation tensions.

After all, we want to prove that shortage phenomena in transport would have been 
regularly reproduced even if the backwardness of transport had been considerably 
mitigated in the meantime. If we can prove our assumption, then it may be said that the 
reproduction of transportation tensions results from the system of management, it is an 
integral part of the functioning of the economy, and thus developing transport capacities 
at a faster rate or increasing the share of transport in investment alone can not eliminate 
transportation tensions.

In the analysis we are going to deal only with commodity transport in detail — 
though the development level of capacities also reveals much about the level of passenger 
transport — and even within this only railway and road transport will be examined.

♦Sources used  fo r  th e  c o m p u ta tio n  o f  th e  d a ta  su b m itte d : Stark  [14] and  [15].
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Indicators of backwardness

The transport system is called underdeveloped if the technical, economic and 
organizational indicators of transport lag behind those international standards that would 
correspond to the level of economic development of the given country.*

We have assumed, therefore, that to a certain level of economic development there 
belongs a definite level of the system of transport. This assumption is supported by 
international comparative analyses of infrastructure [4, 7]. At the same time one should 
be careful concerning the overall validity of this theorem (for example, “main interna
tional currents” may be shifted in time; official or corrected per capita GDP expressing a 
given level of economic development may be accompanied by different economic struc
tures in various periods). See [2]

The fact that the transport system of a country is lagging behind international 
standards does not necessarily mean that there exist transportation tensions in the 
economy. Backwardness will lead to transport shortages only if transport demand lags less 
behind the demand level corresponding to the economic development of the country — or 
even exceeds this — than transport capacities are below the international standards.

The development level of transport capacities relative to the international 
normative may be determined only through several steps. Namely, there is no single 
indicator, expressed in physical terms, that would reliably characterize the capacity of 
transport. (The development level of telephone services in a country is rather well 
expressed by the number of telephone sets per 100 inhabitans and this indicator is closely 
connected with the level of economic development of the country. There is no similar 
indicator available in the case of transport.) Therefore, first of all the large number of 
indicators in physical terms should be grouped according to certain viewpoints and 
converted into identical units. When making the grouping it is a rather obvious solution if 
capacity features are classified as network or rolling stock indicators on the basis of the 
two main parts of transport capacities — the network and the stock of vehicles. (We are 
not going to deal with manpower indicators in detail, first of all because of the deficiency 
of available data. However, it may be inferred from the press of socialist countries as well 
as from government and party decisions on transport that labour shortage and the low 
degree of mechanization of transport are permanently recurring problems of transport 
branches. For example, in Hungary the mechanization level of railway works and in 
“critical” fields — track maintenance and vehicle repair — their productivity hardly 
exceeded fifty percent of the level of West-European countries (8 countries) at the end of 
the 1970s.) Within the groups of indicators separated in this way there is only one

’ The tra n s p o r t  system  o f  a  c o u n try  m ay be qualified  as underdeve loped  also i f  th e  techn ica l 
an d  econom ic  in d ic a to rs  o f  its  capacities do  n o t reach  th e  level o f  sim ilar in d ica to rs  characte ris tic  o f  
o th e r  fields o f  th e  eco n o m y . On su ch  occasion  we m ay  speak a b o u t “ in n e r”  in d ica to rs  o f  the 
backw ardness o f  t ra n sp o r t.  By a “ n o rm a l level”  o f  in n er in d ica to rs  th e  rela tive  h arm o n y  betw een  
tran sp o rt capacities an d  those o f  th e  n a tio n a l eco n o m y  is m eant. In o u r  s tu d y  we are going to  deal 
o n ly  w ith  the  “ e x te rn a l”  (in te rn a tio n a l) in d ica to rs  o f  backw ardness in d e ta il.
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possibility to convert the individual indicators into identical units: to relate the indicators 
to similar ones of a selected country or group of countries.*

As a next step the relative network and stock indicators converted into identical 
units — practically into index-numbers — should be concentrated into a single combined 
network and vehicle indicator. The combined indicator may be the mean of various 
relative network or stock indicators computed in some way or, for example, the centre of 
such an adequately selected interval (this may be a geometrical mean, too,), to which a 
certain predetermined part of indicators belongs. With the computation of combined 
indicators we applied the second, “ interval” method.

In the course of this, first the weighted average of the groups of countries drawn 
into the international comparison was computed in the case of each network and stock 
indicator expressed in physical terms. The population of the countries belonging to the 
group was used for weighting. Then the corresponding indicator of Hungary was divided 
by the average indicator of the group of countries. Thus we obtained ratios without 
dimension. Computations were made in an identical way for each group of countries. 
Thus a large number of relative network and stock indicators was available for the 
selected years of the period between 1950 and 1980 and for each group of countries.

As a next step the combined relative indicators of the development level of network 
and rolling stock, of the Hungarian railway and road transport were computed — with the 
application of the “interval method” — for each date and group of countries.

Then the indicator of relative development level of railway and road transport was 
determined as the weighted average of the combined network and stock indicators. As 
weights the shares of the values of the Hungarian railway and road vehicle park as well as 
of networks within the total value of fixed assets of the Hungarian railway and road 
transport system were used.

As a last step the relative development level of Hungarian transport will be 
compared to the relative level of economic development of Hungary where the relative 
level of economic development is determined also as a ratio related to that of countries 
drawn into transport comparisons. It will be decided in this way whether the backward
ness of the Hungarian transport system as compared to international standards is smaller 
or greater than that of the level of economic development of Hungary compared to that 
of countries determining international standards. Since also the group of socialist coun
tries was drawn into this comparison, the questions raised in the foregoing may be 
answered on the basis of our results also in the case of socialist countries.

The development level of Hungarian railway transport

The Hungarian railway transport was compared to the level of railway capacities of 
three groups of European countries: developed West-European capitalist countries, North
ern countries and medium-developed capitalist countries. Concerning the rolling stock of

♦This m eth o d  is, in  its  p rincip les , sim ilar to  th e  “ score system ” ap p lied  in  th e  in te rn a tio n a l 
com parison  o f  in fra s tru c tu re  and  o f  its  ind iv idua l branches [4 ].
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European socialist countries the necessary data were not available, thus with the group of 
socialist countries only a comparison of railway networks could be made.* However, since 
the critical field of railway transport in Hungary and other socialist countries is first of all 
the railway network, important conclusions can be drawn from this comparison, too.

We have deliberately selected only European countries for the comparison. In this 
way, geographical and demographical factors will less influence results than if also 
countries of other continents had been drawn into the comparison.

The fact that three groups of capitalist countries and the group of socialist countries 
were selected makes comparisons rather reliable — even though these groups do not cover 
all European countries. It creates a basis for an interpretation of the results of the 
comparisons as the development level of Hungarian railway transport — and of the 
railway transport of socialist countries — compared to European international standards.

In the comparison of railway capacities of Hungary and of groups of European 
countries first of all differences in the development of railway networks and railway stock 
were examined in individual years between 1960 and 1980. Indicators of the develop
ment level of network were computed from five network characteristics expressed in 
physical terms and indicators of the development of vehicles from thirteen vehicle 
indicators also expressed in physical terms.

Within the capacities of the Hungarian railway transport the backwardness of 
network is usually greater than that of the vehicle park. (There is an inverse situation only 
in comparison with the Northern countries, which is mainly explained by the large area 
and low density of population of this group of countries,) The backwardness is especially 
striking as compared to the group of West-European countries in respect of both network 
and rolling stock. The development level of the Hungarian railway network was lower 
than that of other socialist countries, too. Since the backwardness is relatively insignifi
cant, the statement concerning the comparison with the group of West-European coun
tries also holds for the group of socialist countries.

In the knowledge of development indicators also the combined development 
indicators of the Hungarian railway transport may already be determined, namely, as a 
weighted average of the previous two indicators.

On the basis of comparisons made with the combined development indicators we 
may state that the Hungarian railway transport of both the group of West-European and 
to that of North-European countries, while it was of about the same level as in 
medium-developed capitalist countries. In the period examined the relative situation of 
Hungarian railways did not considerably improve as compared to the groups of European 
countries.

♦To th e  g roup  o f  West-European dev elo p ed  cap ita lis t co u n tries  A ustria , B elg ium , th e  U n ited  
K ingdom , F ran ce , th e  N etherlands, th e  F e d e ra l R epub lic  o f  G erm any , Ita ly  an d  Sw itzerland  w ere  
ran k ed . To th e  g ro u p  o f  Northern coun tries  be longed  D e n m ark , F in lan d , N orw ay an d  Sw eden. A m ong  
medium-developed c ap ita lis t countries G reece , Ire land , P o rtu g a l and Spain w ere ta k e n  in to  a cc o u n t. 
M em bers o f  th e  g ro u p  o f  socialist c o u n trie s  w ere B ulgaria, C zechoslovakia, Y ugoslavia, P o land , th e  
G erm an D e m o cra tic  R e p u b lic  and R om ania .

6 A cta  O econ om ica  30, 1 9 8 3
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Table I
The ratio o f  indicators o f  the level o f  development o f  capacities 

o f  the Hungarian railway transport*

Basis o f  co m p ariso n
Percen tage  o f  th e  value o f  H ungarian in d ica to rs

1960 1965 1970 1975 1978 1980

A verage o f  th e  g ro u p  o f  W est- 
E u ro p ean  co u n tries 41.1 42 .6

N etw o rk

42.7

in d ica to rs

42 .9 43 .8 43 .7
A verage o f  th e  g ro u p  o f  N o rth e rn  

coun tries 78.0 82 .0 99.5 107.3 106.4 105 .8
A verage o f  the  g ro u p  o f  m edium - 

developed co u n tries 93.1 89 .0 97.1 103.5 98.1 98 .2
Average o f  th e  g roup  o f  socialist 

coun tries 1 1 4 .0 “ 103 .8 100.5 92.1 87.7 9 2 .8
Average o f  th e  USSR 235.2 2 0 1 .0 192.5 192.7 191.6 197.7

Average o f  th e  g ro u p  o f  W est- 
E uropean  co u n tries 64.2

In d ica to rs  o f  ra ilw ay  stock 

6 3 .2  64 .9  64 .6  65 .2 65.4
Average o f  th e  g roup  o f  N o rth e rn  

coun tries 58.9 66 .3 71.8 83.0 84.9 84.3
Average o f  th e  g ro u p  o f  m edium - 

developed co u n tries •• 104.6 103.0 105.9 106 .0

‘ Average in d ic a to rs  o f  th e  individual g roups o f  c o u n trie s  w ere  c o m p u ted  as w eig h ted  averages, 
using th e  p o p u la tio n  o f  th e  given co u n tries  as w eights.

“ W ithout th e  d a ta  o f  R om an ia .
Note: Sources o f  th e  in itia l d a ta  used fo r o u r c o m p u ta tio n s  w ere b o th  here and in th e  fo llow ing: 
A nnual B ulletin o f  T ra n sp o rt S ta tis tics  fo r E u ro p e  (U N , N ew  Y ork), vo lum es o f  th e  years 1 9 6 5 —1980; 
In te rn a tio n a l S ta tis tica l Y earb o o k s o f  th e  H ungarian  C en tra l S ta tis tica l O ffice  published in  1 9 5 9 , 1971 
an d  1981, as w ell as s tu d ies m ade a t th e  M in istry  o f  T ran sp o rt an d  C om m unications an d  the  
E nte rp rise  fo r R oad  an d  R ailw ay  P lanning (U V A T E R V ).

Though data of Table 2 reflect the backwardness of Hungarian railway transport, it 
is still possible that Hungary is not more underdeveloped from the viewpoint of railway 
transport than from that of the level of economic development, and thus the develop
ment level of railways corresponds to that of the economy.

In order to decide whether this is true or not, we made comparisons also among 
levels of development of the economies of Hungary, European capitalist and socialist 
countries, respectively, when the per capita GDP of Hungary was related to the average 
indicators of the individual groups of countries. These indicators were computed in US
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dollars of 1970. In the course of the computation of average indicators the number of 
population of the countries belonging to the given group was used for weighting.*

Comparing the data of Tables 2 and 3, it may be stated that the backwardness of 
Hungarian railway transport — and of the railway networks of socialist countries — was 
greater as compared to both West-European and medium-developed capitalist countries 
than their backwardness in respect of the level of economic development. And, it holds 
for all the three groups of capitalist countries that Hungary’s relative level of economic 
development rose more rapidly than her railway backwardness diminished. This relation
ship holds both for the railway networks of socialist countries and their level of economic 
development, too.

T able 2

Combined development indicators o f  Hungarian railway transport in percentage 
o f  the average combined development indicators 
o f  the individual groups o f  capitalist countries

Basis o f  com parison 1960 1965 1970 1975 1978 1980

A verage o f  th e  g ro u p  o f  West- 
E u ro p ean  co u n tries  

A verage o f  th e  g ro u p  o f  N o rth e rn
4 8 .2 50.5 50 .3 50.8 51 .7 52.6

co u n tries
A verage o f  th e  g ro u p  o f  m edium -

71 .1 76.1 94 .7 90.3 90 .9 90.3

developed  c o u n trie s 99 .5 103.4 100 .7 102.6

T able 3

Per capita GDP o f  Hungary in percentage o f  average indicators
o f  the individual groups o f  capitalist countries

Basis o f  com parison 1960 1965 1970 1975 1978 1980

A verage o f  th e  g ro u p  o f  West- 
E u ro p ea n  co u n tries  

Average o f  th e  g ro u p  o f  N o rth ern
4 4 .3 46 .8 51.1 54.9 57 .3 58.2

co u n tries 30 .5 30.3 34.2 40.4 38 .9 39.1
A verage o f  th e  g ro u p  o f  m edium - 

developed  co u n tries  
A verage o f  th e  g ro u p  o f  socialist

1 24 .2 111.1 108.5 117.8 118 .0 118.8

co u n tries 88 .2 89.8 94 .2 94.5 97 .3 94.2
A verage o f  th e  U SSR 82.0 80.1 77 .8 85.2 9 6 .2 94.6

*A n e x ac t m easu rem en t o f  th e  re la tiv e  level o f  eco n o m ic  developm ent o f  H ungary  w as n o t 
co n sid ered  as o u r  ta sk . T herefo re, th e  d a ta  o f  Table 3  w ere a tt r ib u te d  som e im p o rta n ce  o n ly  in the  
co m p ariso n  o f  levels o f  tran sp o rt d ev e lo p m en t an d  even here o n ly  th e  re la tions “ sm aller -  g rea ter -  
e q u a l”  w ere co nsidered  an d  n o t  th e  ex ac t n u m erica l values.

6*
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International comparison of road transport

The place of Hungarian road transport among various groups of European countries 
was examined with methods similar to the ones used with railways. However, prior to 
submitting results, the reader’s attention should be drawn to some points.

In Hungary — and also in other European socialist countries except for 
Czechoslovakia and the GDR — road transport began to develop considerably only in the 
1960s. Considerable backwardness “had accumulated” already prior to 1945= When 
making international comparisons attention should also be paid to the fact that the 
organization of road transport is more complicated than that of railways. At the same 
time the interdependence of network and vehicle park is less close than in the case of 
railway transport. Therefore, organizational forms of road transport considerably deviat
ing from each other could and did develop in various countries, which may represent very 
different functions and shares within the entire transport system in the individual 
countries. (Let us only think of the deviating relationship between motoring and public 
transport, or of the deviating size structure of road transport enterprises in Hungary — as 
well as in other socialist countries — from that in Western Europe. Besides, the organiza
tion of road transport is fully centralized in European socialist countries — except for 
Yugoslavia and Hungary —, that is passenger and commodity transport are the field of 
exclusive national monopolies and big country enterprises, while the own vehicle park of 
producing enterprises does not exist.)

With a view to the foregoing it seemed justified that the international comparison 
of road transport be made not only for network and vehicle park, but, in addition, special 
investigations should be made for the road transport of passengers -  within this for 
motoring — and commodity transport on road as well. Comparisons were made with the 
same groups of countries as in the case of railway transport. (For this there were 
sufficient data available also on socialist countries — except for Romania.)

Comparison was made in several steps also here. On the basis of selected indicators 
in physical terms firstly the indicators of road networks and characteristics of the road 
vehicle parks of the groups of countries were compared with each other, then as a second 
step development levels of the capacities of motoring, passenger transport and com
modity transport were separately examined, finally, indicators of relative development 
level of the entire Hungarian road transport were computed on the basis of the combined 
indicators of passenger transport and commodity transport.

It may be seen from Table 4 that the backwardness of the Hungarian public road 
network and vehicle park as compared to the level of groups of European countries was 
greater than in case of railway transport — except for buses. Though the relative 
development level of road capacities has generally improved in Hungary since 1960, this 
rise was in many cases not without breaks.

As a next step the relative development levels of Hungarian motoring, passenger 
transport and commodity transport on road, respectively, were examined on the basis of 
the combined indicators. We wish to submit only some of the results in the following:
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T able 4

Indicators o f  development level o f  Hungary 's road network and vehicle park 
in percentage o f  average indicators o f  individual groups o f  countries

Basis o f  co m parison 1960 1965 1970 1975 1978 1980

A verage o f  th e  g roup  o f  W est- 
E u ro p ean  countries 33.2 33.3

R oad  n e tw o rk  

38.8  39.4 39.3 38 .9
A verage o f  th e  g roup  o f  N o rth e rn  

co u n tries* 102.7 96.3 101.6 115.6 112.7 102.1
A verage o f  m edium -developed 

c o u n trie s 84.0 84.3 78.9 68 .2 61 .3 67.1
A verage o f  the  g roup  o f  socialist 

c o u n trie s 95 .2 88.5 93.4 80.8 81.2 88 .2

A verage o f  the  g roup  o f  W est- 
E u ro p ean  countries 
— cars 20.7 22.2

Vehicle park  

30 .3  33.3 38.7 37 .6
— buses 69.1 69.1 86.2 103.4 129.4 132.5
-  tru ck s 31.1 30.7 35.6 48.6 50.0 59 .7

A verage o f  the  group  o f  N o rth ern  
c o u n trie s  
— cars 7 .7 8.9 28.4 35.7 39.3 38.9
— buses 41.1 51.0 58.1 69.6 84.7 91 .2
-  tru ck s 18.9 23.3 40.1 45.1 48 .2 53 .9

A verage o f  the  g roup  o f  m edium - 
developed  countries 
— cars 26 .0 27.9 39.5 50.3 56 .0 55.4
— buses 1 01 .0 99.0 112.7 117.5 148.5 164.6
— tru ck s 70 .8 53.4 53 .8 55.5 53.0 52.1

A verage o f  the  g roup  o f  socialist 
c o u n tries  
— cars 95.4 91.5 98.7 89.5 91.5 9 4 .3 * *
-  buses 94 .9 100.5 101 .0 101.0 108.8 115 .4**
— tru ck s 108 .0 105.5 97 .5 94.7 97.4 100 .2**

♦W ithout p rivate  ro ad s  w hose len g th  in  som e N o rth e rn  co u n tries  -  e.g. F in lan d s , N orw ay an d  
S w ed en  — exceeds th e  len g th  o f  the  p u b lic  ro a d  ne tw o rk  an d  w hose techn ica l level o f te n  reaches th a t 
o f  p u b lic  roads.

♦♦W ithout da ta  fo r  R o m an ia .
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— the greatest backwardness was experienced with motoring; the lag was 50—70 
percent as compared to the level of developed capitalist countries, 30-40  percent as 
compared to medium-developed countries and 10—15 percent as compared to the 
socialist countries;

— backwardness in the field of passenger transport (motoring and bus transport) 
and in commodity transport was much smaller and nearly of the same extent: it 
amounted to 40—60 percent as compared to developed capitalist countries, 20—30 
percent as compared to medium-developed countries and 5—10 percent as compared to 
the socialist countries.

As a last step the entire Hungarian road transport was placed among various groups 
of European countries on the basis of combined development indicators formed from 
vehicle indicators and road network indicators. The combined indicators were computed 
as weighted averages also here with estimated values of vehicles and network, respectively, 
used as weights.

The backwardness of the Hungarian road transport between 1960 and 1980 was 
even greater than that of railway transport. It results from this that the development level 
of road transport proved even lower than the relative development level of the Hungarian 
economy.

Table 5

Combined indicator o f  relative development level o f  Hungarian road transport 
in percentage o f  the individual groups o f  countries

Basis o f  c o m p ariso n 1960 1965 1970 1975 1978 1980

A verage o f  th e  g ro u p  o f  W est- 
E u ro p ean  co u n tries 33 .4 34.6 41.3 45 .2 47 .0 49 .2

A verage o f  the  g ro u p  o f  N orthern  
co u n tries 78.1 55.3 59.3 63.5 63.1 64.5

A verage o f  the  g roup  o f  m edium - 
developed  co u n tries 82 .4 78.5 72.5 64.6 66.0 68.1

A verage o f  the  g ro u p  o f  socialist countries 95 .4 89.6 93.9 85.8 87.0 91.2

The greatest backwardness of Hungarian road transport could be observed in 
comparison with developed capitalist countries, it was smaller as compared to medium- 
developed capitalist countries and its development level approximated mostly that of the 
European socialist countries.

The development of backwardness in time is also remarkable : while the develop
ment level of the Hungarian road transport gradually increased as compared to developed 
capitalist countries — starting from a low base —, it considerably diminished, with some

A c ta  O econom ica 30 , 198 3



I. MAJOR: DEVELOPMENT LEVEL OF TRANSPORT 231

fluctuation, as compared to medium-developed capitalist and European socialist coun
tries.

The results obtained in the course of our analysis unambiguously indicated the 
backwardness of both determinant parts of the Hungarian transport system — railway and 
road transport —, as compared to various groups of countries, and even related to the 
development level of the entire Hungarian economy. At the same time we could also state 
that though railway and road transport proved to be somewhat more developed in the 
group of socialist countries than in Hungary, the difference was much less than in the 
comparison of the Hungarian transport system with that of capitalist countries. It results 
from this that also the group of socialist countries lagged behind the development level of 
transport in European capitalist countries and that to a greater extent than the level of 
economic development of these countries lagged behind that of developed capitalist 
countries. Therefore, the neglect of transport capacities must have surely had some part 
in the reproduction of transportation tensions.*

In case of Hungary this meant that while the value of fixed assets of the national 
economy increased to more than fourfold between 1950—1980, the share of fixed assets 
of transport within the total fixed assets of the national economy decreased from 23 
percent of 1950 to less than 14 percent by 1980. The volume of investment “failed to 
realize” during three decades — that is which would have been required for the establish
ment of a transport system corresponding to the development level of the economy — 
approximated 250 thousand million forints (at 1968 prices). This sum exceeded the total 
value of transport investments realized during the entire 1970s (together with road 
construction investments, computed at current prices) by more than 20 percent.

The pushing into background of transport among various economic sectors — and 
within economic policy endeavours — was a consequence of several factors. I would like 
to mention only one of them here: considering transport as a political issue. This 
statement may perhaps be surprising for all those who think that when some economic 
field is declared a political issue by economic management in a socialist country this 
entails preference and advantages to the field in question. However, it more and more 
economic problems are ranked among political issues, then an order of importance is 
determined among them and thus certain fields are placed among the last ones. At the 
same time, the enforcement of political viewpoints may prevent that the importance of a 
given sector or economic field be evaluated also on the basis of economic viewpoints. It 
thus happens that branches of infrastructure — and among them also transport — are 
usually to be found at the end of the “queue” and mostly only the remainder of 
investment resources is allocated to their development and that the cutting down of 
investment usually begins with them when economic management wishes to restrict the 
investment process. Transport is suitable for such a “ role” for several reasons. Firstly, the 
economic result of its services may be measured with greater difficulty than that of

*The neglect o f  tra n sp o r t is i llu s tra te d  also by  th e  in te rn a tio n a l co m parison  o f  th e  share o f  
peop le  em ployed  in tra n sp o r t an d  o f  in v es tm e n t in tran sp o rt, w ith in  the  e n tire  n a tio n a l econom y. (Cf. 
e.g . [4J p . 48  and  p p . 3 5 7 —3 6 0 .) ’
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material production in general. Besides, neglect of the development of transport will 
reach a critical level only if it accumulated over a relatively longer period, since in the 
transport system capacity reserves can be usually found — that may be exploited, for 
example, through reorganization, or, as it was done in the majority of socialist countries, 
by the employment of additional manpower and the extraordinary extension of working 
time. It may seem, therefore, that the tolerance of transport is “ almost infinite” .

Demand for transport and transport performances

The total demand of the national economy for commodity-transport in a certain 
period can be neither observed nor measured. The observation of demand was not 
possible in Hungary in the period of economic management based on plan directives 
either, though enterprises were obliged to report on their transport demands in advance 
and on this basis central planners then made national economic plans of commodity 
transport. However, transport demands reported in advance and effective ones did almost 
never coincide.

In the 1960s the obligation of enterprises to report on their transport plans was 
eliminated in Hungary and following the 1968 reform of economic control and manage
ment transporting enterprises have been trying to obtain information on demands of 
more important customers through “market research” . (Parallel with this the obligation 
of road transport enterprises to undertake transportation of any commodity was lifted 
and this obligation remained only with railway transport.) Transport forecasts and 
effective demands do, however, regularly deviate from each other also further on.* Yearly 
and medium-term national economic plans of commodity transport — made with extra
polation on the basis of the planned growth rate of the economy — give also rather 
uncertain forecasts on transport demands and performances.

In other European socialist countries working under plan directive system it is an 
often returning complaint of economic management, too, that they do not succeed in 
creating harmony between the transport demands and transport performances, respec
tively. The elimination of tensions is expected in many cases from more and more 
detailed plan directives and stricter control (as, foi example, it has recently happened in 
the GDR).

A possible way of assessing transport demands is the interviewing of enterprises 
concerning their production, investment and sales plans as well as connected transport 
demands. However, this method is very labour-intensive and, at the same time, the 
information obtained in this way rather unreliable: transport demands of the enterprises 
may be influenced by several unforeseeable factors (for example, the inadequate rhythm

*Prelim inary  ideas o f  en te rp rises  co n cern in g  th e  volum e and d is tr ib u tio n  o f  tra n s p o r t  p erfo r
m an ces  requ ired  b y  th e m  in a given p e rio d  are  called tran sp o rt fo recasts. T ran sp o rt d em an d s already 
in d ic a te  concre te  re q u ire m e n ts  o f  c u sto m ers arising  a t railw ay s ta tio n s  o r  w ith  ro a d  tran sp o rt 
e n te rp rise s .
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of production due to disturbances in material supply, prolongation of investments); 
greater transport demands are indicated than justified (reserve forming behaviour), etc.

Another possible way is the approach at macro-level: on the basis of transport 
performances connected with major economic processes in a previous period (production, 
national economic investment, foreign trade turnover, personal consumption) and of the 
planned growth of these major economic processes the expected total transport demands 
of the national economy may be determined. However, the forecast obtained in this way 
may also contain a high degree of uncertainty.

Though transport demand cannot, yet transport performances of the national 
economy may be directly observed and measured. Pèrformances may be regarded as the 
“lower estimate” of transport demands.*

On the basis of an international comparison of transport performances we may 
establish whether the intensity of the total demand for transport of the national economy 
corresponds to the development level of the economy or it is greater or smaller than 
could be expected on this basis.

In the international comparison of transport performances two kinds of indicators 
are used: the transport intensity of the economy and the transport elasticity of economic 
growth. The former is measured by the performance of commodity transport (freight 
ton-kilometres) per 1 dollar of GDP. The latter indicates how many percent of growth is 
required in the performances of commodity transport for a 1 percent growth of the 
national economy (or GDP). [8]

Indicators of transport intensity are not fully independent of the development level 
of transport — for example, of organizational relations of transport, “division of labour in 
transport” — but their development is influenced mainly by factors of transport demand 
— thus by the production and regional structure of the economy, the extent and intensity 
of foreign trade relations. At the same time, in changes in transport demands central 
economic decisions and economic endeavours of the enterprises are almost always 
reflected, too. Therefore, the transport intensity of the economy is determined, after all, 
by the development level of the economy and the rules of operation of the management 
system.

International comparative analyses have shown that at lower levels of economic 
development, in the initial stage of industrialization the transport intensity of countries 
was usually growing very rapidly, reaching a high value. With the rise in the level of 
economic development transport intensity is firstly stagnating for a while, then begins 
gradually to diminish. [8], [13]. In the course of our analyses it has also turned out that

♦ T ransporting  en te rp rises  usually reg ister beside pe rfo rm an ces also unsatisfied  d e m a n d s, o r  if  
th is is n o t  th e  case, th e n  reliable in fo rm a tio n  m ay  be  o b ta in e d  o n  th em  b y  m eans o f  in terv iew ing  
en terp rises req u irin g  tra n s p o r t.  T hus, fo r ex am p le , in  H ungary  d em an d s unsatisfied  b y  ra ilw ays in  due 
tim e  reach ed  6 - 1 0  p e rc e n t o f  th e  to ta l tra n s p o r t  p e rfo rm an ces  o f  railw ays also in th e  1970s. If  
re jec ted  o rd e rs  are  a ccu m u la tin g  in a given p e rio d  an d  deliveries are cen tra lly  ranked , fu r th e rm o re , the  
n um ber o f  cen tra l in te rv en tio n s  aim ed a t “ ensuring  u n d is tu rb ed  tran sp o rt ac tiv ity”  is g ro w in g , th e n  it 
m ay be ta k e n  fo r su re  th a t  tran sp o rt p erfo rm an ces are  lagging b e h in d  dem ands.
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in the case of relatively late industrializing European capitalist countries (previously 
called medium-developed countries) the period of growing and high transport intensity 
was shorter than in countries industrializing earlier. Therefore, if the transport intensity of 
a country considerably and permanently exceeds the value corresponding to the level of 
its economic development, this indicates that transport demands accumulated in the 
economy are “overheated” and unrealistically great. Too intensive transport demands 
may also be the consequence of structural particularities (disproportions) of the ec
onomy, of the mechanism of economic management or of both.

A comparison of transport intensity indicators of Hungary and various groups of 
European countries was made for the period 1950-1980. Average transport intensity 
indicators of groups of countries were computed as weighted averages, with GDP figures 
of the countries belonging to the group used as weights (in dollars of 1970). The results 
obtained are given in Table 6.

Table 6
Transport intensity indicators o f  various groups 

o f  European countries and Hungary (on the basis o f  GDP)

C oun try  o f  g ro u p  F re igh t to n -k ilo m e tre s  p e r  1 do llar o f  G D P
o f co u n tries 1950 1955 1960 1965 1970 1975 1978 1980

A verage o f  th e  g roup  o f  W est- 
E u ro p ean  countries

*
2.1 2.2 2.3 2.2 2.2 2.0 1.7 1.5

A verage o f  the g ro u p  o f
N o rth e rn  coun tries 2.0 1.9 1.8 1.7 1.8 1.6 1.5 1.3

A verage o f  th e  g ro u p  o f  m edium -
developed  coun tries 3.2 3.5 4.1 3.5 3.0 3.0 2.9 2.9

A verage o f  th e  g ro u p  o f  socialist
coun tries* 3.9 3.8 4 .4 4 .8 4.7 4 .8 4 .7 4 .9

U SSR . . 11.3 16.7 16 .4 15.1 16.1 16.0 16.2
H ungary 3.2 3.8 4.2 4 .5 4.1 3.9 3.9 3.9

*On the basis o f  d a ta  o f  B ulgaria, C zechoslovakia, P o la n d , H ungary  and  th e  G erm an  D em o
c ra tic  R epublic.

While with European capitalist countries the afore-mentioned relationship between 
the level of economic development and transport intensity — the decreasing trend of 
transport intensity — could be unambiguously observed, in the case of the European 
socialist countries — among them Hungary — there was a different situation. While their 
indicator of economic development level reached the average of the group of West- 
European countries of the 1960s by the late-1970s and exceeded that o f medium- 
developed countries already in the 1950s, their transport-intensity remained very high 
over the entire period and was rather of increasing than of decreasing trend. The transport 
intensity of Hungary developed little more favourably than that of the entirety of
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per capita GDP in dollars

Fig. 1. Transport intensity o f  groups o f  European countries and Hungary between 1920 and 1978 
as a function o f  changes in their level o f  economic development*

*The g roup  o f  developed  co u n tries  in c lu d es W est-E uropean  and  N o rth e rn  co u n tries . In d ica to rs  
o f  c o m m o d ity  tran sp o rt in te n sity  and per cap ita  G D P (o r G N P) p rio r to  1950  w ere c o m p u te d  o n  the  
basis o f  d a ta  o f  Belgium , D en m ark , F in lan d , F ra n c e , th e  N e th erlan d s , W est-G erm any an d  Ita ly . D ata 
were tak en  in to  acco u n t a t cu rren t prices. Sources o f  in itia l d a ta  were p a rtly  th e  in te rn a tio n a l 
s ta tistica l yearb o o k s a lready  m en tio n ed  an d  p a rtly  B. R. MitchelTs E uropean  H isto rica l S ta tistics, 
1 7 5 0 -1 9 7 0  (M acM illan, L o n d o n , 1975). M itchell’s d a ta  d id  n o t con ta in  co m m o d ity  tra n sp o r t on 
road , b u t  th is  w as o f  a negligibly small e x te n t  as against ra ilw ay  tran sp o rt un til th e  1920s.

socialist countries, but was greater than that of the group of capitalist — and even of 
medium-developed — countries over the entire period. It may be stated, therefore, that in 
case of Hungary and other European socialist countries the international trend of the 
relationship between the level of economic development and transport intensity was not 
(or hardly) asserted.

In the European socialist countries not only the transport intensity of the 
economy, but also the transport elasticity of economic growth exceeded the level 
corresponding to their economic development.**

**O n th e  basis o f  in te rn a tio n a l com parisons th e  general conclusion  was d raw n  th a t  a t lower 
levels o f  eco n o m ic  d ev elo p m en t -  up  to  a per cap ita  G D P a m o u n tin g  to  a b o u t 8 0 0  do llars -  the  
tran sp o rt e la s tic ity  o f  co u n tries  exceeds 1. In  m ed ium -developed  co u n tries  (w ith  8 0 0 - 1 5 0 0  dollars 
per cap ita  G D P) e lastic ity  decreases to  1 an d  rem a in s a ro u n d  th is  value. In  coun tries  a t  h igher levels o f  
developm en t tran sp o rt e la s tic ity  is g radually  decreasing  below  1. In E uropean  socialist co u n tries  
tran sp o rt e la stic ity  f lu c tu a te d  a ro u n d  1 even a t th e  end  o f  th e  1 970s, w hile it a m o u n te d  to  0 .4 - 0 .7  in 
developed cap ita lis t coun tries .
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According to a rather widely spread view high transport elasticity was a con
sequence of the fast growth and stepped-up industrialization of socialist countries. 
However, our correlation analyses indicated that transport elasticity was much less 
connected with results of the national economy than with inputs: that is, the growing 
volume of transport was not connected with the increase of national product or national 
income, but much more with the material consumption of production (productive 
consumption of the economy), with the increase of investment and foreign trade 
turnover. Besides, transport demand was permanently kept at a high level also by the 
over-centralized production and settlement structure of socialist economies. Therefore, 
economic growth in these countries was accompanied by great transport performances 
(and intensive transport demands) meaning a more and more serious burden among 
national economic inputs.

Reasons for transport shortages

In the first part of our study we have shown that the transport capacities of 
Hungary and the other European socialist countries are backward as against the European 
level and their own level of economic development. The backwardness of capacities could 
itself result in the development of tensions in transport. However, we could experience in 
the foregoing that socialist countries are “over-developed” as regards transport intensity, 
that is, in these countries commodity transport of a much greater volume and growing at 
a faster rate is needed for a unit of national product or its increase, respectively, than in 
other European countries or that would correspond to their economic development level. 
Therefore, in the regular occurrence of shortage phenomena in transport also “over
heated” transport demand has a part beside the backwardness of capacities.

Transport tensions resulting from “capacity shortages” and “excessive transport 
demand” do almost never appear in pure form, but usually in interrelation. It cannot be 
directly determined, therefore, whether capacity shortages or shortages rooted in ex
cessive demand were more intensive when tensions developed.

Separation of the two kinds of shortages is made difficult — beside their inter
penetration — by one more important circumstance. Namely, in a shortage economy not 
only transport demand, capacities and their utilization have a certain level, but even 
transport shortage has a usual, “normal” intensity [ 11 ], to which enterprises have already 
accommodated themselves, but which is not considered as a “real” shortage even by the 
transport sector itself. And, normal shortages can not be expressed in comparison with 
the usual level of demand or capacities, since they belong precisely to the usual level of 
demand or capacity. However, these shortage phenomena may also be determined — by 
means of international comparisons — and divided into shortages resulting from capacity 
shortages or excessive demand, respectively. If, however, shortage phenomena falling into 
the interval of normal shortages have already been separated, then in this way all shortage 
phenomena -  with higher intensity than normal shortages — become separable.
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For the estimation of intensity and for the separation of the two kinds of shortages 
Jánossy—Ehrlich’s “placing method” [9, 5] was applied. Hungary was thus placed on the 
basis of the indicator of economic development on international functions indicating 
relationships between transport intensity and economic development as well as between 
capacity level and development level, respectively. (Computations were made separately 
for railway and road transport.) Then two kinds of shortage indicators were formed.

The first indicator expresses what the extent of transport shortage would be if 
Hungary’s railway and road transport demands corresponded to her level of economic 
development — i.e, were considerably less — while performance of railway and road 
transport, respectively, developed according to the effective development level of capac
ities' — i.e. according to the extent of their lag behind international standards. This 
indicator shows, therefore, the existence and measure of transport shortages resulting 
from insufficient capacities. The intensity of shortages is expressed as a proportion: 
intensity may vary between 0 and 100 and will be the greater the farther the value of the 
indicator is from 100.

As it may be stated from data of Table 7, if the transport intensity of Hungary had 
corresponded to the level of her economic development — i.e. had been by about 40—50 
percent less than at present — then capacities of railway and road transport would have 
hardly lagged behind transport demands. It may also be seen from the table that the 
backwardness of road capacities had been considerably greater than that of railway 
capacities in the 1960s, but this difference almost completely ceased by the late 1970s.

Table 7
Transport performances that would correspond to the development level 

o f  capacities in Hungary in percentage o f  transport performances corresponding 
to transport intensity according to international standards

D en o m in a tio n I9 6 0 1965 1970 1975 1978 1980

R ailw ay tran sp o rt 78 96 89 97 97 98

R o ad  tran sp o rt 61 66 88 94 95 97

The meaning of the second indicator is the following: what would be the measure 
of transport shortages if railway and road capacities (and thus also transport perfor
mances) reached the international level corresponding to Hungary’s economic development 
level, while the transport intensity of the Hungarian economy remained at the present 
level. In this case the shortage indicator shows transport shortages resulting from intensive 
transport demands. (This second shortage indicator may be read in the same way as with 
the first type.)

From Table 8 it may be stated that the raising of railway and road capacities to the 
international level corresponding to the development level of the Hungarian economy
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Table 8
Normative value o f  capacities in percentage o f  transport performances 

corresponding to the effective transport intensity o f  the economy

Denomination 1960 1965 1970 1975 1978 1980

Railway transport 76 79 80 83 82 83
Road transport 55 63 61 64 67 69

would not have been of any use, since they would have fallen short of effective transport 
demands even so. It is especially striking that the deviation between railway and road 
transport is also considerably greater from the viewpoint of excessive transport demand, 
than the one experienced between capacities of these two sub-branches.

Excessive transport demands had a greater part in transport tensions of other 
socialist countries, too, than the lack of capacities. In the second part of the 1970s 
96—98 percent of transport performances according to international standards were 
achieved because of the backwardness of capacities, while with capacities according to 
norms only 65—75 percent of effective transport demands could have been satisfied.

From these results important conclusions may be drawn. They show, on the one 
hand, that in the development of transport tensions capacity shortages and driving forces 
of excessive demand have both had a part. In the course of the analysis it has turned out, 
however, that the intensity of shortages resulting from the demand side have always been 
greater than that of those resulting from insufficient capacities during the last three 
decades. This supports our assumption formulated in the introduction that transport 
shortages would have developed and reproduced themselves even if capacity shortages had 
been considerably mitigated in the meantime. Therefore, the “stronger” cause of trans
port shortages is excessive transport demand and not capacity shortage.

The backwardness of transport capacities — just as the neglect of the entire 
infrastructure — and overheated transport demands are all products of the functioning of 
the economic system. Therefore, acceleration of the development of transport capacities, 
increasing the share of central investment falling to transport — however necessary it may 
be — alone can not eliminate the reproduction of transport tensions, nor the causes of the 
development of these tensions. A proper solution may be expected only from the 
creation of such management conditions, under which issues of the development of 
transport and of the transport market belonging to the central and enterprise spheres, 
respectively, are separated first of all according to economic criteria, furthermore, which 
will induce institutions of economic management as well as transporting and producing 
enterprises to make decisions on issues of development and management belonging to 
their sphere of decisionmaking as economic entrepreneurs.
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«ДЕФИЦИТ» ТРАНСПОРТНЫХ ПЕРЕВОЗОК И УРОВЕНЬ РАЗВИТИЯ 
ТРАНСПОРТА В НЕКОТОРЫХ СОЦИАЛИСТИЧЕСКИХ СТРАНАХ

И. МАЙОР

Среди диспропорций, наблюдаемых в экономике европейских социалистическйх стран, мало 
таких, которые были бы столь прочными, как явления транспортного дефицита. Многие экономисты 
и хозяйственные руководители считают, что напряженное положение с транспортом является 
следствием формированного экономического роста при запущенном состоянии инфраструктуры, 
включая транспорт.

Автор, хотя и согласен с тем, что недостаточное внимание к развитию транспорта на 
протяжении нескольких десятилетий сыграло важную роль в воспроизводстве напряженного
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состояния в области транспортных перевозок, стремится, однако, доказать, что более существенной 
причиной явлений дефицита транспортных перевозок является не относительная отсталость 
транспорта («недостаток мощностей»), а раздутый спрос на перевозки («превышение спроса»), что 
вызвано функционированием экономики в целом.

Сначала в статье на основе международного сопоставления анализируется уровень развития 
двух определяющих отраслей венгерской транспортной системы — железнодорожного и автодорож
ного транспорта. В ходе сравнения автор соразмеряет венгерский транспорт с уровнем развития 
транспорта в трех группах европейских капиталистических стран и в группе европейских социалисти
ческих стран. Он констатирует, что на протяжении всего периода 1960— 1980 гг. Венгрия и 
европейские социалистические страны отставали от европейских капиталистических стран по 
развитию транспорта в большей степени, чем по общему уровню развития экономики (по 
производству валового национального продукта на душу населения). Затем он показывает, что в 
европейских социалистических странах, в том числе в Венгрии, потребности экономики в перевозках 
слишком высоки, по сравнению с развитыми капиталистическими странами, то-есть в этих странах 
для производства единицы национального продукта требуется гораздо больше товарных перевозок, 
чем в капиталистических странах.

Автор кратко излагает причины высокой транспортоемкости и «перегретого» спроса на 
перевозки. В этом решающую роль играет чрезвычайно высокая материалоемкость производства, 
организационная централизация производства, которая, однако, не сопровождалась формирова
нием оптимальных размеров производства, соответствующих степени централизации, «инвести
ционный голод» и повышенный спрос на капитальные блага, распыление капитальных вложений, а 
также товарная структура внешнеторгового оборота. И наконец, но не в последнюю очередь, в 
воспроизводстве дефицита перевозок в качестве определяющего фактора участвует хозяйственный 
механизм.

В заключение автор стремится на основе международного сопоставления и применения 
нового метода ответить на вопрос, какую роль в образовании транспортного дефицита в Венгрии и 
европейских социалистических странах сыграла отсталость транспорта и какую — завышенный 
спрос на перевозки. В результате этого анализа он констатирует, что более существенной причиной 
напряженного положения с перевозками в 1960—80 гг. являлся все же слишком большой спрос на 
перевозки.
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I.SLÁMA

GRAVITY MODEL AND ITS ESTIMATIONS 
FOR INTERNATIONAL FLOWS OF ENGINEERING PRODUCTS, 

CHEMICALS AND PATENT APPLICATIONS

A  g rav ita tio n  m odel w as used fo r  th e  sim u la tio n  o f  in te rn a tio n a l trad e  flow s an d  
in te rn a tio n a l flow s o f  p a te n t  app lications. T he m o d el w as es tim a ted  o n  a  log-linear basis over 
th e  p e r io d  1965 to  1978 in  re sp ec t o f  27 c o u n tr ie s  (7 C M E A -countries, 19 W estern  in d u stria l 
co u n tries  an d  Yugoslavia).

W ith  regard  to  th e  basic  m odel p re fe ren ces o f  varying s tre n g th  fo r  trad e  o r  p a te n tin g  
b ey o n d  n a tio n a l fro n tie rs  o f  CM EA an d  o th e r  in te rn a tio n a l c o m m u n itie s  w ere q u a n tif ied  and  
in te rp re te d . The estim ates p ro d u c ed  b y  th e  m o d e l fo r 1 9 6 5 —1978  p e rm itte d  an  analysis o f  
th e  tre n d  over th e  tim e  in th e  co rre la tio n s stud ied .

The present article reports shortly upon a series of analyses (cf. references) that 
were dealing with the international transfer of technology, in particular between East and 
West, in the years 1979-1982. These works were concentrated on two fields which play 
key roles in international transfer of technology, and which at the same time offered a 
sufficient data basis for statistical and econometric analyses:

1. Patent applications abroad which are here considered as a measure of the 
production of new technological knowledge and as a kind of transfer of technology.

2. International trade in products of the engineering industry which mostly serve as 
material carriers of technology and in products o f the chemical industry which very often 
incarnate high technology production and therefore also can be considered as carriers of 
technology.

Due to insufficient data basis, other important spheres of the transfers of technol
ogy had to be disregarded, in particular licences of patents and know-how and direct 
investment in foreign countries. Methodologically, the linkage of the reported analyses 
was done by using mass data interpreting them by means of statistical and econometric 
modelling. The so-called gravitation model turned out to be extremely appropriate for the 
purpose of this inquiry. The aims of this study are as follows:

— to explain the international flows of technological goods and of patent applica
tions in terms of economic and economically relevant variables,

— to identify the general determinants of patenting and trading activity beyond
national frontiers, and

— to carry out a quantitative analysis of the degree of variation from the overall
pattern of patenting and trading activity that can be observed in the various
countries and groupings of countries with different economic systems.
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The meanings of the gravity model

The gravity model, which had been in use in the field of economic analyses over a 
period of several decades, is analogous to the physical law of gravitation.* In the social 
sciences, a number of phenomena and problems examined are very similar to those of the 
universal law of gravitation. Particularly in the field of economic analysis, which includes 
spatial compenents, the gravity model provides an explanation for various flows of goods 
between various points in an economic network in the light of the specific characteristics 
of these points and the distances between them.

The nature of the processes in a given sector of economic activity described in the 
gravitation formula is stochastic. It is reflected, on the one hand, in the existence of a 
random residual of the function and, on the other hand, in the fact the coefficients 
(exponents) of the masses and distance variables and the constants of the function have 
no fixed predetermined value but must first be worked out on the basis of statistical 
estimates.

For the mass variables of the gravity model, used in economic analysis, frequent use 
is made of the concept of potentials, e.g. the supply potential and the demand potential. 
So, in order to determine the supply potential and the demand potential in the case of 
the flows of patent applications between two countries or between the potentials of these 
two countries, the domestic patent applications by domestic applicants have been treated 
for the purposes of this study as the measurable expression of the output of new 
technical knowledge. However, only a part of this knowledge reaches other countries in 
the form of patent applications. Thus domestic patent applications constitute an alter
native potential which can be used for applications beyond the national frontiers.

The output of scientific and technical knowledge achieved by a given economy 
reflects its general productive capacity which can be measured in terms of gross national 
product. GNP is therefore an alternative potential variable as far as the measurement of 
patent flows is concerned.

We have so far considered only the potential of exports and of ‘active’ patent 
applications beyond the national frontiers (i.e. the ‘export’ of patent applications). In the 
case of import and of ‘passive’ patent applications from outside the national frontiers (i.e. 
‘imports’ of patent applications) the potential of the GNP variables is even less proble
matic because it roughly corresponds to the size of the market for non-domestic 
applicants. The population variables reflect the increasing internationalization of trade 
and of patent activities of the smaller countries.

Another key variable of the gravity model is the ‘distance’ separating the countries 
between which the patent flows are maintained. In this context ‘distance’ is more than

* m , • m ,
F  =  G --------------------------

r J
(F  = th e  fo rce  o f  a tt r a c t io n ;  m , ; ш г =  m asses; r  =  d is tan ce; G  =  grav ita tional c o n s tan t.)
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geographical and must allow, inter alia, for the degree of ‘foreignness’ of the various 
foreign countries. Distance, therefore, embraces more than the cost factor. It is assumed 
in fact that distance exercises a negative effect on the regional distribution of trade and 
patent applications (declining numbers of trade and patent applications as distance 
increases) although its effect is less pronounced, than in the case o f flows of physical 
products.

The explanatory variables of the model were therefore GNP, population, distance 
between countries, and ‘dummy’ variables.

The 27 countries considered, namely 7 CMEA countries, 19 Western industrial 
countries and Yugoslavia, were also those examined in the study. A hierarchically 
structured set of dummy variables was employed to represent specific behaviour in 
respect of the following relations between countries: CMEA, the EEC and EFTA before 
and after enlargement of the EEC, and the individual CMEA countries. Dummy variables 
were also used in the model to represent Eastern patenting and trading behaviour in the 
West and Western patenting and trading behaviour in the East.

The systematic part of the model was as follows:

Pÿ = a0 Yi*1 Yj5* N? 3 Nj5'  e S5 edD.
The estimating equation was therefore as follows:

InPij =  In â0 + bi In Yj + Ьг In Yj + b3 In N; + b4 In Nj + bs In Ejj + dD + In û

where

Ру — trade and patent flows beyond the national frontiers for 27 coun
tries in respect of export activity and for the same 27 countries 
in respect of import (j) activity P*j Ф Pjj (i, j , 1 . .  . 27)

Y* — GNP for the 27 countries
Ni — total population for the 27 countries
Ey — distance between i- and j-countries, Ey = Ej,
D — vector of dummy variables
d — vector of coefficients of dummy variables
â.bi.Sj;
6 3 , 6 4 , 6 5  -  further coefficients of the function
In û — random error of the estimating equation.

Results obtained by estimating the gravity model

The model was estimated over a period of 13 years (1965—1978) for 27 highly 
industrialized countries in East and West. The results are presented in the following tables 
1—7. The aggregates of data used for the sample of countries analyzed is shown in Table 
8. Table 1 contains the results for 1977; it shows the estimated coefficients for trade,
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Table 1
Gravity model estimations for 1977, coefficients 

( t-S ta t., 27 c o u n tr ie s , 702 observations)

D ependen t variables
E ngineering  

p ro d u c ts  
(S IT C  7)

C hem icals 
(SITC 5 )

P a ten t
app lica tio n s

ab road

E x p lanato ry  variables:

C onstant 11.5 14.0 9.6

(1 0 .3 ) (1 2 .2 ) (1 1 .1 )

GNP exp . c o u n try 2 .00 1.85 2.24
(1 8 .6 ) (1 6 .7 ) (2 6 .8 )

GNP im p. c o u n try 0 .6 0 0 .4 0 1.05

(5 .6 ) (3 .6 ) (1 2 .5 )

Popula tion  e x p . co u n try - 0 .9 9 - 0 .8 8 - 1 .3 0

(8 .2 ) (1 8 .6 ) (1 3 .7 )

P opula tion  im p. co u n try 0 .1 3 0 .5 0 - 0 .2 7

(1 .1 ) (1 0 .6 ) (2 .8 )

Distance - 1 .0 7 - 1 .2 8 -0 .5 7

(1 7 .3 ) (2 0 .2 ) (1 1 .8 )

In tra-EEC 0 .2 0 0 .0 5 0 .17

(1 .0 ) (0 .2 ) ( 1 0 )

In tra-E FT A 0.6 2 0 .1 5 0 .53

(2 .7 ) (0 .6 ) (3 .0 )

Intra-CM EA 1.62 - 0 .0 7 0.55

(6 .7 ) (0 .3 ) (2 .9 )

West -  CM EA - 1 .4 4 - 1 .5 9 - 1 .4 7

(9 .7 ) (1 0 .5 ) (1 2 .7 )

CMEA -  W est - 1 .6 7 - 1 .8 0 -1 .0 1

(1 7 .3 ) (2 0 .2 ) (1 1 .8 )

S tatistics:

R 1 .718 .6 9 8 .791
F-S tat. 179 163 266
St. E rro r 1.30 1.32 1.02
Mean 5.78 9 .6 5 3.85
St. Dev. 2.45 2.41 2 .22

Source: S lám a [23], [25]
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respectively patent activities. In the case of the key variables of the model, the coeffi
cients represent elasticities. The signs which precede them express expectations and are 
the same for patents and for international trade. The values of the coefficients in respect 
of GNP of the exporting country are around 2 and differ slightly between patents and 
goods. The most important difference consists in the value of the coefficients in the case 
of exports and imports.

The negative and partly reliably established value of the coefficient in the case of 
the corresponding population variables confirms that here also, as far as patents or trade 
are concerned, the larger countries show a relatively lower quota of exports than do the 
smaller countries. If one takes the causal connection between the variables for GNP per 
capita and population into account, it is clear that the elasticity well in excess of any 
unity of exports can be attributed exclusively to GNP per capita because the elasiticity of 
exports with respect to population is near to 1.

The results in respect of trading and patenting behaviour in the case of imports 
present a slightly different picture. Here also, the larger countries show a smaller quota of 
imports. And the GNP of the ‘receiving’ country is again a more important factor than 
population. Elasticity in relation to GNP per capita and population elasticity are mostly 
below 1.

A comparison of both pairs of coefficients (GNP and population) both on the 
active and on the passive side, points to the same results for various estimations of the 
model. Here also, countries with a higher GNP show a comparatively larger number of 
patent applications and volume of trade than do countries with a lower GNP. Further, if 
we take account of the connection between the coefficients, we can ascribe this phenom
enon to GNP per capita. In other words, more highly developed countries with higher 
GNP per capita tend to show a surplus of exports over imports.

Other variables of the basic model are represented by distance. The fact that the 
estimated values of the negative coefficients are so high and so significant where distance 
variables are concerned may appear surprising. Conceivably, (in contrast with the situa
tion in the field of international trade in raw materials) distance, roughly amounting to 
transport costs and the like, is not a major determinant of international flows of patent 
applications or highly sophisticated products.

Let us now consider the coefficient in the case of the dummy variables. Firstly, 
there is a considerable difference in the values of the coefficients of dummy estimated for 
the analysis of intra-CMEA patent flows and those estimated in the analysis of trade 
flows.

In contrast with the gravity models for trade in engineering products, where this 
coefficient is invariably positive and highly significant, the situation is reversed in the case 
of patent flows in that this coefficient is negative and in all cases significantly so. In other 
words, whereas the CMEA countries show a positive preference, in the context of the 
basic model for intra-CMEA trade in engineering products they show an exactly opposite 
preference when it comes to patent applications. There is a far weaker flow of patents 
among them than one would normally expect to find according to the basic model,

J. SLÄMA: GRAVITY MODEL AND ESTIMATIONS FOR INTERNATIONAL FLOWS 2 4 5
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amounting in fact to just about 35 percent of the ‘normal’ value in 1967, 58 percent in 
1977 and still only 59 percent of that value in 1978. (See Table 5) When interpreting this 
result one must also take account of the dummy which quantifies the patenting activities 
of CMEA countries in the West. The results show that this pattern of behaviour applies 
not only to patent flows with in the CMEA but also to CMEA patent activity in the West. 
In other words, the external patenting activities of CMEA countries, both within the 
CMEA and in the West, are far less intensive than the flows of patent applications 
between the other countries in the sample. After a brief improvement at the end of the 
60’s and at the beginning of the seventies, the level of CMEA external patenting activity 
declined in the second half of the seventies both within the CMEA and in the Western 
countries. With exception of the intra-CMEA trade in chemicals and engineering products 
we have the same situation in both these cases, too.

The actual flows of goods or patents are compared with the estimated level within 
the West (=  100) over time for CMEA-totals and for individual CMEA-countries in the 
Tables 3 —7, where also the respective preferences are calculated. A similar comparison 
was made for the trade in engineering products within EFTA and EEC in connection with 
the change in the number of the associated countries (see Table 2).

246 J. SLÄMA: GRAVITY MODEL AND ESTIMATIONS FOR INTERNATIONAL FLOWS

Table 2
Preferences fo r trade in engineering products within EEC and EFTA 

C oeffic ien ts (t-S ta tis tic s)

D um m y variable 1971 1972 1973 1974 1975 1976 1977

In tra  EEC 6 0 .6 2 2 0 .481 0 .4 4 8 0 .475 0 .390 0 .4 4 0 0 .4 1 4
(2 .1 ) (1 .7 ) (1 .6 ) (1 .7 ) (1 .4 ) (1 .5 ) (1 .4 )

In tra  E F T A  9 0 .711 0 .643 0 .5 4 0 0 .5 3 9 0 .555 0 .529 0 .477
(4 .0 ) (3 .7) (3 .1 ) (3 .1 ) (3 .2) (3 .0 ) (2 .6 )

In tra  EEC 9 - 0 .1 0 0 -0 .0 2 7 0 .0 8 8 0 .1 5 6 0 .173 0 .311 0 .4 0 0
(0 .3 ) (0 .1 ) (0 .5 ) (0 .8 ) (0 .9) (1 .6 ) (2 .1)

In tra  E F T A  6 0 .6 2 4 0 .596 0 .561 0 .5 5 2 0 .581 0 .5 8 9 0 .5 4 0
(3 .0 ) (3 .0 ) (2 .8 ) (2 .7 ) (2 .9 ) (2 .9 ) (2 .6 )

Source: L öffelm ann-S lám a (16)

In most cases we have calculated trends showing the process of opening of the 
CMEA towards the West. This process stopped in the last years. Some differences in 
behaviour of the individual CMEA-countries are striking. The exceptional position of 
Hungary and its trading and patenting behaviour abroad is clearly connected with the 
market modification of the socialist system. What follows is a short comment on some 
results that have been presented in the Tables.
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Table 2 shows the preferences for trade in machinery within the European Eco
nomic Community before and after its enlargement by Great Britain, Denmark and 
Ireland in 1972 (EEC 6, EEC 9) and within the European Free Trade Association 
(EFTA). It can be seen that the intra-CMEA trade in machinery reaches approximately 
five times the level of the Western standard. Intra-EEC trade, on the contrary, does not

T able 3

CMEA preferences fo r exports and imports o f  engineering products 
(Level w ith in  in d u stria l W e s t= 1 0 0 )

T rade d irec tio n 1965 1966 1967 1968 1969 1970 1971

In tra  CM EA trad e 550 .1 518.1 5 0 8 .4 4 90 .9 5 0 9 .9 4 18 .3 3 6 3 .6
W estern e x p o rts  to  CMEA 25.5 29.1 33 .3 30.6 32.4 23.8 24 .2
CM EA e x p o rts  to  in d u str. West 5.6 6.1 5.5 4.9 4 .9 4.9 5.9

T rade d irec tio n 1972 1973 1974 1975 1976 1977 1978

In tra  CM EA trad e 4 4 6 .8 425 .5 3 1 5 .8 305 .0 287.2 302 .2 277 .5
W estern e x p o rts  to  CMEA 26.8 25.3 21 .6 32.7 33 .7 33.4 28 .8
CM EA e x p o rts  to  in d u str. West 5.8 6.4 6.5 6.1 6 .3 6 .0 6.1

Source: S lám a [25]

deviate significantly from that standard. There is a stronger preference for intra-trade in 
the EFTA-countries but it still lies far below the level of the intra-CMEA trade. Table 3 
shows the preferences of the CMEA-countries for trade in machinery within the CMEA 
and with countries that do not belong to the Eastern Economic Community in compari
son with the Western standards. There is a clear falling trend for preferences for 
intra-CMEA trade.

Table 4 presents the preferences of single CMEA-countries for intra-CMEA trade in 
machinery. Here, too, the opening of the CMEA towards the West during the 1970s is 
given clear expression. However, substantial differences still existed in 1977, e.g. exports 
of Bulgaria and the USSR.

In Tables 5 -  7 the preferences of the CMEA-countries concerning patent applica
tions are exhibited. Altogether the CMEA by far does not reach here the Western level. In 
general, the number of Western patent applications in CMEA-countries reaches just 20 
percent of the level that is normal among western industrially developed countries. 
Looking at single countries Hungary occupies the position that is significantly above the 
average. In 1978 Hungary filed 3.71 more patents in the West than is usual within the 
West. It seems that Hungary is also preferred among the CMEA-countries when Western 
patents are filed.
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T able 4

Preferences o f  individual CMEA countries for imports and exports o f  engineering products to /from CMEA
(Level w ith in  in d u stria l W est-100)

C o u n try
Preferences fo r  im p o rts

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977

B ulgaria 4 93 .3 5 3 0 .2 698 .0 617 .3 626.5 366.6 398.3 5 7 2 .0 4 6 4 .6 352.5 316.5 316 .8 331.7
C zechoslovakia 738 .2 672 .6 5 4 9 .0 558.5 599.5 4 3 8 .0 346.3 407 .1 4 2 2 .9 351.1 357 .2 261.7 288.3
G D R 608.0 641.1 579.5 604 .4 834 .8 684.1 529 .6 704.3 742.6 5 29 .6 552.3 522.3 570.3
H ungary 505.8 4 4 5 .0 4 9 1 .8 4 6 1 .4 4 39 .7 4 75 .4 4 2 0 .0 4 3 2 .8 331.7 279 .3 312.7 337.4 3 68 .8
Poland 4 74 .9 4 2 1 .6 397.1 365 .8 382.3 331.7 311.4 360.4 396.7 237.0 206.1 191.9 209 .6
R om ania 218.6 205 .9 232 .8 237.5 2 4 9 .2 219.5 218 .8 241.1 213 .0 193.9 177.2 186.6 175.8
Soviet U nion 1656.0 1331 .6 1126 .8 1059.1 953 .5 824 .8 649.5 809.3 741 .9 502.3 4 9 9 .3 4 2 5 .0 4 6 3 .7

C o u n try
P references fo r  e x p o rts

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977

Bulgaria 1219.5 1376.3 1095.7 1239.1 1329 .0 1131 .4 1084 .8 1084.8 9 75 .7 862 .8 925 .3 962.1 9 71 .8
C zechoslovakia 442 .4 4 2 5 .0 4 4 1 .5 395.9 398.7 396.3 340 .8 4 79 .7 353.6 259.1 254.7 210.7 270.5
G D R 643.7 633 .4 6 58 .0 599 .5 522 .8 4 7 1 .6 485 .5 4 9 2 .8 4 28 .4 326 .7 325.1 371 .0 325 .8
H ungary 6 0 6 .2 550 .7 4 3 9 .8 4 87 .9 472.1 380 .8 4 4 8 .6 546.3 538 .2 4 2 2 .2 4 7 0 .7 2 91 .8 286 .9
Poland 4 6 7 .9 4 1 7 .9 4 6 8 .8 471 .6 6 5 6 .0 4 8 6 .0 211.1 4 86 .0 4 5 2 .2 4 0 8 .0 399 .9 4 1 5 .8 397 .9
R om ania 682.1 5 24 .9 5 23 .8 542.5 550.7 4 5 2 .7 4 3 7 .5 394.3 4 49 .5 826.8 202 .0 145.5 227 .0
Soviet U nion 284.3 253.2 261.4 255.0 263 .8 169.0 169.9 175.1 184.4 146.1 118.6 113.7 145.1

S ource  :S lám a  [25]
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Table 5

CMEA preferences for patent applications abroad 
(Level w ith in  in d u stria l W es t= 1 0 0 )

C o u n try 1967 1971 1975 1976 1977 1978

P aten t ap p lica tio n s o f  CMEA 
countries w ith in  CMEA 35.0 87.1 64 .2 64 .9 57 .8 58 .8

W estern p a te n t  app lica tions in  C M EA 21.5 24.4 27.1 24.4 23.0 20.4
CMEA p a te n t  app lica tions in  th e  W est 43.0 5 5 .8 41 .4 39.7 36.4 4 0 .6

Source: S lám a [25]

T able 6

Preferences o f  individual CMEA countries fo r patent applications abroad 
(Level w ith in  in d u stria l W e s t= 1 0 0 )

C o u n try 1967 1971 1975 1976 1977 1978

B ulgaria 63 .3 72.3 131.1 172.6 117.8 106.8
C zechoslovakia 64 .9 44.8 4 6 .0 35.9 24.6 28.6
G D R 49.1 74.3 39.1 37 .2 29.6 35.3
H ungary 109.3 417.9 3 41 .4 382 .7 359.3 371.0
P oland 4 1 .9 41.6 28 .0 25.4 30.1 34.3
R o m an ia 30 .7 50.6 14 .2 11.6 14.2 17.0
Soviet U nion 6 .4 11.4 7 .2 6.7 8.2 9.1

S ource: S lám a [25]

T able 7

Preferences o f  foreigners fo r  patent applications
in individual CMEA countries

(Level w ithin in d u stria l West;= 1 0 0 )

C o u n try 1967 1971 1 1975 1976 1977 1978

B ulgaria 37 .0 40.7 32 .7 35.5 32 .2 33.9
C zechoslovakia 27 .4 38.7 37.4 32 .4 32.9 28.1
G D R 23 .9 32.7 34.1 31 .6 26.4 27.6
H ungary 30 .5 48.4 54.1 47.1 48 .4 47 .2
P oland 23 .2 23.7 27 .9 26.2 25 .8 23.2
R o m an ia 28 .5 33.7 28.5 22.4 18.9 17.9
S ovie t U nion 9 .8 11.5 12.9 10.8 10.1 7.1

S o u rce : S lám a [2 5 ]
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Table 8

Sample o f  countries and total o f  data used for estimating the gravity models in 1978
(T o ta l sam p le= 1 0 0 )

C o u n try G N P Popu la tion
Scientifical
researchers

P a te n t app lica tions Engineering  p ro d u c ts Chem icals

o f
residen ts

o f
foreigners

ab ro ad E x p o rts Im p o rts E x p o rts Im ports

1. Bulgaria 0 .36 0.81 0 .66 0.64 0 .23 0 .1 3 0 .94 0 .9 8 0 .2 9 0 .5 7

2. C zechoslovakia 1.04 1.38 1.60 1.52 0 .74 0 .4 5 1.57 1.45 0 .6 3 1.38

3. G D R 1.17 1.53 1.50 1.23 0.71 0 .7 6 1.96 1.40 1.38 1.16

4 . H ungary 0 .4 8 0 .9 8 0 .7 6 0 .2 8 0 .55 0 .6 3 0 .6 2 1.23 0 .6 2 1.47

5. Poland 1.58 3.20 3 .26 1.52 0 .6 4 0.21 1.69 2.00 0 .8 0 1 .72

6 . R om ania 1.00 2.00 0 .9 8 0 .5 6 0 .28 0 .05 0 .6 6 1.07 0 .71 0 .6 8

7. Soviet U nion 17.40 2 3 .88 4 3 .9 6 30.33 1.24 1.28 2 .78 7 .12 1.37 4 .1 9

8. A ustria 0 .73 0 .6 9 0.07 0 .5 0 2.54 1.06 0 .95 2.01 1.08 2.18

9. B elgium /L uxem b. 1.27 0 .9 3 0 .3 8 0 .2 4 4 .13 1.23 3 .04 5.23 6 .38 6 .23

10. C anada 3.22 2.15 0 .5 7 0.41 8.18 1.64 4 .1 3 7.82 2.36 3.73

11. D enm ark 0.67 0 .47 0 .1 8 0 .2 0 1.77 0 .75 0 .8 3 1.73 0 .9 2 1.90

12. F in land 0 .4 7 0.43 0.21 0 .29 0 .9 8 0 .4 4 0 .5 0 0 .89 0 .3 8 1.08

13. F rance 6 .56 4 .87 2.28 2 .48 9 .22 7.61 7.81 7.86 9 .88 10.62

14. F R G 8.21 5 .60 3.76 6.56 10.11 19.75 18.76 9.72 21 .07 12.82
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15. G reece 0 .4 6 0 .8 6 0.04 0 .34

16. Ireland 0 .16 0 .50 0 .0 8 0 .07

17. Italy 3.28 5 .18 1.22 1.52

18. Japan 10.07 10 .50 14.11 30 .64

19. N etherlands 1.59 1.23 0.85 0 .44

20. N orw ay 0 .56 0 .37 0 .2 0 0 .17

21 . Portugal 0 .29 0 .90 0 .0 8 6 .03

22. Spain 1.88 3.36 0 .3 4 0 .3 9

23. Sw eden 1.22 0 .7 6 0 .44 0 .9 9

24. S w itzerland 0 .98 0 .5 8 0 .5 4 0 .9 9

25. G reat B ritain 4 .3 0 5.10 1.64 4 .2 0

26. USA 30.35 19.93 19.66 13.24

27 . Yugoslavia 0 .7 0 2.00 0 .6 2 0 .25

CM EA co u n tries 23 .05 3 3 .78 52 .73 3 6 .08

W estern countries 76 .26 6 4 .2 2 4 6 .65 63 .67

T ota l 100 .00 100.00 100.00 100.00

S o u rc e :Slám a [25)

0 .4 9 0 .0 6 0 .0 3

0.81 0 .0 5 0 .2 2

7.35 3 .2 8 5 .16

8.81 8.33 15 .58

3.83 3 .22 2.55

1.31 0.41 0 .8 4

0 .5 2 0 .0 5 0 .0 9

3.25 0 .5 7 0 .94

3.20 3.03 2 .62

3.14 6 .8 2 2 .20

11.10 7.92 6 .0 5

14.16 30 .27 16.89

0.71 0 .0 6 0.51

4 .4 0 3.51 10.22

9 4 .9 0 9 6 .43 89.27

100 .00 100 .00 100.00

1.26 0 .1 6 0 .8 9

0 .8 9 0 .7 6 1.24

4 .3 8 4 .15 6 .9 0

1.84 5.63 5 .26

5 .26 8.31 6 .0 9

1.62 0 .7 4 1.11

0 .6 3 0 .1 4 0.91

1.51 0 .9 6 2 .66

2.43 1.25 2.71

2.56 5.37 3.53

7.19 9 .0 2 7 .7 2

18.25 15.07 9 .7 4

1.68 0 .4 8 1.65

15.24 5 .88 11 .02

83 .09 93 .64 87.33

100.00 100 .00 100 .00
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Г Р А В И Т А Ц И О Н Н А Я  М О Д Е Л Ь  О Ц Е Н К И  М Е Ж Д У Н А Р О Д Н Ы Х  П О Т О К О В  П Р О Д У К Ц И И  
М А Ш И Н О С Т Р О Е Н И Я , Х И М И Ч Е С К О Й  П Р О М Ы Ш Л Е Н Н О С Т И  И  П А Т Е Н Т О В

Й . С Л А М А

Ц ель статьи  со сто и т  в то м , чтобы  объ ясн ить м еж дународны е потоки  технических благ и 
п атен то в  с  п ом ощ ью  экономических и экономически значим ы х переменны х, определить общ ие, 
определяю щ ие ф акторы  патентной и т о р го в о й  деятельности вне пределов государственны х границ, 
д а т ь  количественны й а н ал и з структурны х различий патентной и торговой  деятельн ости  стран  с 
разли чн ы м и  экономическим и системам и.

Д л я  сим улирован ия м еж дународны х торговы х  об о р о то в  и патентного  спроса  использовалась 
гравитац ионная  м одель. М одель б ы л а  оценена на основе натуральн ы х  л о гар и ф м о в  на  период 
1965— 78 гг. в отнош ении 27 стран  (7 стр ан  С Э В , 19 западны х стран  и Ю гославии). В измененных 
в ари ан тах  модели и спользовались различн ы е потенциалы , которы е о к азы в аю т  сущ ественное 
влияние на объем  то р го в л и , а  такж е на  «активны й» и «пассивны й» спрос на  патенты  вне 
национ альны х границ. Э ластичн ость патен тн ого  потока и то р го в л я  техническими товарам и  
(м аш и н ы , химические т о ва р ы ) по отнош ению  к валовом у н ацион альном у продукту  б ы л а  горазд о  
вы ш е единицы  д л я  стран-экспортеров , а  д л я  стран-им портеров  —  т о л ь к о  по  патен там . К ак 
о ж и д алось , эластичность патентов  в зависим ости  о т  расстояния м еньш е, чем то р го вл и .то вар ам и , но 
тем  не менее сущ ественна.

С  п ом ощ ью  основной  м одели  б ы л а  д а н а  количественная оценка и прогн оз различн ой  степени 
предпочтений в отнош ении торговли  и патен тован и я  меж ду разн ы м и  стран ам и , входящ им и в С Э В  и 
другие меж дународны е сообщ ества . П роведенны е с п о м о щ ью  м одели  расчеты  на 1965— 1978 гг. 
позволили  п р о ан ал и зи р о вать  изучаемы е корреляции во времени.
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REVIEWS

A. NYILAS

EMPIRICAL RESEARCH IN HUNGARIAN ECONOMICS

The Departments and Committees of the Hungarian Academy of Sciences review 
regularly the development and situation of the various scientific disciplines. The Com
mittee of Economics discussed in 1975 the development of Hungarian economics 
between 1968 and 1975. The report of the Committee indicated the direction of the 
further development of economic methodology in an increased application of the 
research methods and techniques developed in other disciplines (primarily in sociology) 
and useful for economics.

The development of economics since 1975 and its present situation will be analysed 
in the near future. With a view to promoting this analysis we have investigated -  upon the 
request of the Committee of Economics — the fields of economics which are most in need 
of empirical research methods,* in order to find out,

1. what progress has been made in applying the empirical research techniques,
2. what help is provided by investigations carried out with empirical methods in 

solving the practical questions of economic policy and economic management and in 
supporting the measures (to  be) taken,

3. to what extent the further development of economic theory, the revision of 
earlier theoretical statements and the establishment of new ones has been promoted since 
1975.

The analyses review books and studies of the last five years, though some of them 
cover a longer or a shorter period. The bulk of several thousand works has been 
published, but the analyses also dealt with works made within the different management 
organs and which have not been published.

With a view to a uniform interpretation of the analyses it has been defined what is 
considered to be empirical research.

The starting-point was that empirical experience is of a descriptive character: it 
describes what appears, that is, it informs about the functioning of the economy on the 
level of the phenomena. From the phenomena, it is through theoretical abstraction that 
we can come to reveal essential interrelations and processes. Also theoretical knowledge

•M em bers o f  the  W ork ing  G ro u p  w ere: László Antal, M ihály Fecske, Mrs. J. Huszár, T eréz  Laky; 
János Radnóczy, S ándor Szorcsik, M árton Tardos, János Tímár, M ihály  Zafír, the  W orking G ro u p  was 
headed  by  A n d rás Nyilas.
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rests on empirical experience, only theory does not handle facts directly, but concepts 
established by means of abstraction.

As regards the connexion between theoretical and empirical knowledge, the most 
difficult question is, how to connect the two, that is, in which way the theoretical and 
empirical research methods are interactive. Since these are two different levels of 
cognition, the shift from one to the other is a special, two-way, multi-stage process. On 
the one hand, any empirical experience can be utilised correctly only if it relies on 
adequate theoretical basis. On the other hand, after acquiring empirical experience, 
theoretical analysis is needed to reveal essential deeper interrelations of a general validity. 
Therefore, in the course of anaysis we made no attempt at separating “empirics” and 
“ theory” , but drew the border-lines in two different manners as it suited our purpose.

First: works describing the real functioning of the economy were separated from 
the normative approach (“how it ought to function”). This we considered all the more 
justified as, of the two ways of approach, in Hungary it has been the normative one that 
has enjoyed and is still enjoying advantage, in several fields, thus hindering the spread of 
the collection of empirical experience.

Second: the empirical research methods have been interpreted in a somewhat 
narrow sense, for such empirical methods have been disregarded as econometrics, the 
input-output relations of macrostructure, etc. The independent examination of these 
methods was no subject of our investigation.

Without aiming at completeness, and without any order of importance, the follow
ing methods have come under the scope of our investigations:

-  analysis of comprehensive (macro-level) statistical documents and sources;
-  representative statistical data collection (sampling);
-  case studies: the descriptive-analytical examination of a particular subject in the 

microsphere;
-  subject studies: the analysis, by various empirical methods, of a certain subject of 

the medium- (mezo-), or micro-sphere;
-  independent and comparative analysis of documents, proposals, sources;
-  direct observation, such as personal questioning (interviews, consultations, 

inquiries); questionnaires (of facts, opinions, etc.).
Notwithstanding the strict interpretation of empirical observations and of analyses 

relying upon them, it is in some cases difficult to draw the line, that is, to  qualify the 
works. This is partly because the majority of the works using empirical methods try to do 
more than just describe the phenomena: the best of them are aimed at revealing 
interrelations on the theoretical level. Further, the same interrelations are used, more or 
less indirectly, by the works not applying directly empirical methods.

In the following we shall sum up the most important findings of the investigation, 
relying on the partial studies.
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The spread of the empirical research methods

Although the empirical research of the functioning of macro-economy has certain 
traditions in Hungary (for example, the articles of György Péter in “Közgazdasági 
Szemle” between 1954 and 1956, and the book “The over-centralisation of economic 
management” , 1957, by János Komái), these research methods, started in the 1950s had 
no continuation for a long time. Even at the time of introduction of the economic reform 
in 1968 and the years afterwards such economic analyses prevailed which did not ask the 
question: “what is the situation? ” , but: “what should be the situation? ” , and often took 
the desired state of things for a real one. In consideration of the given period, this can be 
understood since, in want of practical experience, it was necessarily the abstract 
rationality of a conceived model that was at the centre of discussions. The period in question 
brought, however, the positive change that the discussion in the difficult terminology of 
categories deduced from political economy was replaced by a more pragmatic approach. 
This allowed to ask a number of such questions which could not be the subject of 
discussions before. (Apart from a few outstanding works, it is generally characteristic of 
economic literature, that is, of the relationship between theory and practice that new 
questions are formulated pragmatically at first, and it is much later, after changes in 
practice, that a theoretical generalisation takes place.)

In the application of empirical methods a considerable progress was made about the 
mid-1970s. New disputes started in the economic periodicals, some of which remained 
within the sphere of problems of theoretical categories. The majority, however, reflected 
in some form already questions that are decisive for economic functioning (such as wage 
control, the export-oriented or import-substituting character of the economic policy to 
be pursued, economic efficiency to be asserted through computations or through the 
existing economic mechanisms, or whether the prevailing, so-called competitive price 
system is a forward step or not). The critical approach strengthened: the one-sided, 
positive appreciation of current measures has, if not ceased, yet abated. In economic 
research empirical or partly empirical works have gained a more important position. A 
few of these studies [for example: Gazdaságpolitikánk tapasztalatai és tanulságai (Ex
perience in Hungarian economic policy and lessons drawn) 1976, by István Friss and 
co-authors, Tervgazdaság, beruházás, ciklusok (Planned economy, investment, cycles) by 
Tamás Bauer, 1981] represent important phases in the empirical economic research work. 
At the same time — mainly after 1978 -  remarkable analytical works were accomplished 
also within the government organs (on the economic processes of the 1970s, the causes of 
the imbalance of the budget, the changes in the value of money, the development of 
economic efficiency, the cyclical character of economic development), which started with 
a thorough processing of facts and data.

The upswing in economic analytical works was closely related to the functioning of 
the economy. The economic experiments, successes and failures made it clear to many in 
the field of economic policy and of scientific research in Hungary that the models 
describing the management systems and the normative theories deduced had not provided
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sufficient help either in explaining the essential achievements of management, or in 
eliminating the deficiencies. Therefore, it became a general effort to reveal the real 
functioning of the economy and together with it, to use the methods of direct observa
tion.

However, the application of empirical methods has not been uniform even in the 
fields examined, which are those using them most.

As before, the examination o f  living standards, o f  personal incomes, and o f  
consumption is carried out mostly with empirical methods, as it follows from the nature 
of the subject. (There is very little research of living standards not linked to empirical 
experience and of purely theoretical nature; and it is found mainly in the field of 
econometrics disposed to model construction.) The literature of the subject is among the 
richest.

Economic prognoses and enterprise tests are based on empirical — mainly statistical 
— data. (There is, however, much less literature on the subject.) In Hungarian forecasts 
the most frequent subjects are those which are also internationally the most popular, and 
methodologically the most tested: consumption and transport. The third one of the most 
frequently treated spheres of subjects consists of the production and labour forecasts 
usually of the nature of a fact-finding investigation.

However, the export forecasting of a number of the fundamental questions of 
economy is missing from the subjects.

In comparison with the earlier situation, considerable progress was made in the field 
of agricultural economics, in which the long prevailing physical analyses concentrating on 
the quantitative aspect of economy began to give place to the macro-level agroeconomic 
works. The Research Institute of Agricultural Economics and later also the Statistical and 
Economic Analysis Centre of the Ministry of Agriculture and Food did a pioneering work 
first of all as regards analyses according to value categories, by carrying out several 
representative investigations. These empirical observations provided the grounds for 
deeper analyses than previous ones, and enabled today’s examination of a number of 
special fields of the food economy* (profitability, productivity, efficiency, etc.).

In recent years the researches into labour management, wages and earnings have 
also changed considerably. The earlier approach, normative and regulation-centred, began 
to give way to fact-finding investigations, covering questions of activity, work force 
structure, employment policy and labour management, labour mobility and fluctuation, 
control of wages and earnings, as well as the functioning and structure of the labour 
market. Although fact-finding investigations have multiplied, there are a few fields -  for 
example, the examination of relative wages and earnings — in which still the normative 
approach is prevailing.

The most important change has taken place in the examination of the mutual 
relationship between the enterprise and its socio-economic environment. Instead of the

♦A griculture p lu s  fo o d  in d u s try —tra n s la to r ’s n o te .
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earlier, often speculative descriptions of the socialist enterprise, case studies and analyses 
of the real functioning have appeared in an increasing number. These works continued the 
best traditions of the empirical economic research started in the 1950s and, completing 
and interpreting the data of economic statistical observation, they began to analyse 
several decisive factors of enterprise functioning, from enterprise decision and the 
characteristic features of the decision process to the circumstances transforming the 
product pattern, competitiveness, etc.

On account of its nature, the research work of the last years on the relationship 
between enterprise planning and national economic planning also comes under this sphere 
of subjects. A number of investigations into the practice of enterprise planning and its 
relationship to national economic planning have been carried out with empirical methods 
in the various economic management organs, social organisations, and primarily in 
scientific institutes.

In a few fields of economics, however, no genuine change has taken place. Except 
for a few outstanding works, to learn the real functioning of the economy, and to 
accumulate information on this real functioning have not become a general requirement.

That is the situation first of all with the economic mechanism, in the field of 
analyses treating macro-economy. The majority of even such works as rely on facts and 
contrast assumptions to reality base their train of thought on a normative rationality of 
an abstract national economic level. (For example, the books on economy-wide planning, 
and on the relationship between living standards and foreign economy, the debate on the 
control of wages and earnings in “Közgazdasági Szemle” , etc.) A thorough analysis of the 
reality is found only in a minority of the works, even though it has been increasingly 
expected from the mid-1970s; for the majority, the precedings statement holds.

The situation is similar with the examinations of investment. Most of the about one 
and a half thousand publications and papers for internal use do not go beyond a 
speculative, logical description of the investment process or of certain elements of the 
process, or a mere grouping of the statistical data. Only about ten percent of the 
literature on investment are works made in functional management organs and research 
institutes, based on analyses of actual documents and their statistical grouping, which 
provide a satisfactory description of the system. (However, the value of the analyses is 
often diminished by the distortions arising from internal “collations” and the particular 
situation of the organs making the analysis.) There is a relatively small number of 
empirical research based on a direct questioning of the actors of the economic processes. 
The few works that come under this category usually rest on a thorough and extensive 
study of the enterprise or investment.

An empirical approach is not characteristic, either, in the examinations of the 
interrelations between society and economy, though the research techniques based 
primarily on quantitative criteria, earlier applied generally, are now on the retreat, while 
the systems and instruments demonstrating also the quality of phenomena and processes 
are gaining ground (especially in the works made in the Central Statistical Office and in 
the Institute of Planned Economy of the National Planning Office covering the socio
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statistical signal systems and social indicators). Notwithstanding, the majority of the 
research works dealing with the phenomena and processes of the economy and society do 
not use methodical observations of real phenomena to check upon the validity of their 
statements.

To sum up: the application of empirical research methods has largely spread in 
economics. Research work has started to cover new fields (particularly in regard of the 
mutual relationships between economy and sociology), and to look increasingly for the 
causes that lie behind the superficial phenomena of economic operations. The spread of 
empirical methods has been promoted by the demand for a real knowledge of the 
functioning of the economy, by genuine debates, and an increasing openness. Slower 
progress in certain fields has a few special reasons, which may be the situation of the 
given field, the sphere of interest of the researchers, or their inexperience in applying 
empirical methods. A special reason is considered, for example, the difficulty of gaining 
access to information, to data, in macroeconomic research. (This is very characteristic in 
the realistic evaluation of the budgetary situation, of the external balance relations, and 
of the Hungarian economic policy, for which even factual information is hardly avail
able.) In certain cases it is the cost and labour intensity of empirical research that presents 
a difficulty.

Among the general reasons for a slower progress may be listed that those doing 
empirical research still hit limits — not only in economics but also in sociology and 
elsewhere — in examining such questions decisive also for economy as power and interest 
relations, or the decision system beyond the microsphere, etc., especially if the sphere 
and functioning of the political power are also involved. A further general reason is the 
judgement of the activities of research workers revealing new interrelations that are not 
always welcome. Although some progress has been made in this field during recent years, 
at certain places research workers are still warned against a “one-sided” revealing of 
“negative” phenomena, and their works are still received with some mistrust. Finally, it is 
also one of the general reasons that, in spite of the research workers’ recommendations, 
economic policy decisions are taken to the contrary effect in certain cases.

Evaluation of the methods applied

The methods of empirical economic research are not specifically those of eco
nomics; most of them are widely used in several other fields of social sciences. They are 
further complemented by some specific methods in several fields (for example, in 
psychology by empirical observation, personality tests, attitude examinations, etc.).

It is a characteristic complementary method of economics to construct abstract 
models with the aid of empirical data, and to attempt to reveal, by various instruments of 
mathematical analysis (factor analysis, cluster-analysis, etc.), general regularities. As it is 
known, the result thus received depend largely on the data used. Therefore, we do not 
treat them separately, only the fundamental methods of data collection.
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The use of empirical methods in economics has undergone two particular changes 
during the last years. The analysis started (rising from the “autodidactic” level) to 
integrate the methodological knowledge of Western economic research works of a similar 
character on the one hand, and to make use of the instruments, knowledge and conceptual 
system of the related branches of science; mainly of sociology, on the other hand.

Most of the research works combine today several methods; there is an increased 
demand for many-sided foundation. However, results are not uniform in all the fields. 
The typical problems in applying the methods follow here-under:

1. The examination o f  economic phenomena requires different methods according 
to the subject treated and to the extent to which the phenomenon (perhaps partially 
verified already by other research works) is known. It can be established in general that, 
the less known and the more complex the phenomenon under examination, the more 
diversified foundation it requires.

However, diversified foundation is not yet fully characteristic of the research 
works. One or another fashionable technique prevails in certain fields, for example, 
questionnaires. (Investigations by questionnaires are now driven back in examination of 
the mutual relationships between society and economy, while they are growing in number 
in works concerned with labour and wages, in certain cases at the expense of the regular 
statistical data supply.) The data obtained in the questionnaires are not always comple
mented by information from other sources (documents, interviews), and their reliability 
is not measured by other methods (such as official statistics). To narrow down examina
tions to one single method weakens the reliability of the conclusions drawn, and thus 
discredits empirical research.

2 .  Delimitation o f  the scope o f  the examinations. It is justified to expect from 
empirical research that it should come to conclusions generally characteristic of the 
functioning of the economy, that it should describe such phenomena as contribute, 
beyond individual observation, to the understanding of the whole functioning of the 
economy. There is, however, no general mle as to the size of the sample. Although every 
research worker would like the sample to represent “the whole” , this is rarely possible, 
particularly with the enterprise and sectoral case studies, except for the national statis
tical investigations. The possibility of generalisation depends in such cases on several 
criteria. General conclusions can be drawn even from some case studies, for example, if 
the phenomenon revealed is typical and general according to experience (such as the 
phenomena of the shortage economy; the existence of bargains between enterprises and 
management organs). In such cases research can contribute to the “well known” , with its 
scientific tools, more exact and more precise knowledge, correcting the public opinion in 
certain respects, revealing causes and interrelations. But the examination of phenomena 
and changes not known from experience always wants a careful marking out of a 
sufficiently wide sphere of investigation. Today it still is a rather general practice in 
Hungary that the sphere of an empirical research work is accidental, and general 
conclusions are drawn from an insufficient “sample” . (For example, statements are made 
on “ the enterprise” upon the basis of a research work covering but a few large enterprises,
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or the phenomena found in industry are projected — in a kind of industry-centred 
approach — to the whole of the economy.) In the course of the empirical study of 
enterprise and of national economic planning, for example, while applying extensively the 
instruments of direct observation, not enough attention was paid to the sphere of the 
investigation. The innumerable examinations of the various research centres and higher 
authorities have been limited in most cases to the large enterprises. While a practically 
identical sphere of large enterprises has been repeatedly studied, smaller enterprises and 
cooperatives have been left out of the analyses.

3.Interpretation o f  the data. By means of direct observations, research workers 
obtain data of different scope and depth. The most general problem is presented by the 
utilisation of the data and the conclusions drawn from them.

In almost every field of empirical research the use of statistical data is the most 
general. In several fields (such as living standards, personal incomes, consumption) the 
fundamental data are supplied by the regular statistical publications. Those using the 
statistical data are, however, not always duly acquainted with the contents of the data 
and their methods of computation, therefore, some of their conclusions may be wrong, or 
at least not convincing for those well acquainted with the subject.

The most general mistake in this respect is that the user considers statistical data as 
“absolutely” reliable, neglecting the margins of error and the objective limits of reliability 
altogether, whereas in most data collections the computed margins of error are indicated 
and references are made to the less reliable data. In a number of fields no reliable data 
exist at all, for example, on incomes earned in the “second(aiy) economy”. In spite of 
this, some works — lacking due foundation — dealt with the size and proliferation of the 
second(ary) economy.

It is also general practice to use statistical data in forecasts, which is undoubtedly 
an important means of forecasting. The starting-point of a forecast is, namely, the 
empirical analysis of the past, relying on the facts of statistics. The scope and depth of 
the data used are, however, different. They may be considered satisfactory in most of the 
methodological articles in which a wide variety of data is used so as to provide the basis 
for the system of conditions of the forecast. However, in the fact-finding analyses 
concerned with certain products or factors of production or sales, complemented with a 
forecast of the future development of a special sector — and the majority of the forecasts 
under examination are of such kind — the statistical data base is deficient and in some 
cases limited to a table serving for illustration.

One way of using the data is the so-called secondary analysis. (As a research 
method, this is mostly used in investigations covering society and economy.) The problem 
presented by the secondary analyses published during the period under examination is 
that the partial research works with different objectives enable a comparison of only an 
uncertain value because of the different degree of aggregation and truth contents of the 
results.

To sum up: in the empirical examinations there is a growing demand for many- 
sided foundation and for a combined use of the applicable methods. In the conclusions
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drawn from the data distortions and inexactness still prevail in rather a great number of 
cases. The greatest risk involved is that the phenomena revealed are not duly considered 
from the aspect of validity: whether they are valid only in the field under examination, or 
in a wider field, perhaps in the functioning of the whole economy. It still often happens 
that the research worker draws conclusions — without sound foundation — from the 
results gained in a partial field for the whole field.

The practical utilisation of the empirical researches

It is a characteristic feature of the relationship between science and practice that 
scientific results can rarely be put to use in a direct manner. It is particularly under the 
very narrow possibilities of action of economic policy that the prompt utilisation of the 
new knowledge produced by the various disciplines — economics among them — always 
meets with difficulties.

One of the important values of empirical research is the new knowledge about the 
real functioning of the economy, at least on the level of phenomena. The acceptance of 
the new knowledge in social consciousness, the realisation of the necessity of changes, 
and then action always take some longer time. The time that passes between recognition 
and action is the longer, the deeper and more fundamental the interrelations revealed 
about the functioning of the economy, since changes are all the more difficult. Knowing 
all this, it still seems that so far a relatively little amount of the empirical knowledge has 
been utilised by the organisations representing and guiding economic policy in Hungary.

Economic policy wishes obviously to use mainly those scientific results which it 
needs itself, that is, which it wants to know and consider in making decisions.

It seems, however, that the needs of the various organs of economic policy and the 
objectives of empirical research have not quite met. Many economic politicians and 
organs believed to find the causes of the unsatisfactory functioning of the Hungarian 
economy primarily in the changed conditions o f  world economy, while empirical research 
revealed the internal, immanent factors of the economy (from the organisational system 
of the economy and management through the direct and indirect means of management 
to the relative autonomy of enterprise interest, etc.).

The knowledge of the phenomena as revealed by empirical research is not always 
nor to an identical extent required by the various economic management organs. (This is 
easy to understand, since the organisations and individuals representing and asserting the 
economic policy are also not free from their own power and other interests in their 
actions.) That is why no real change has occurred in the old practice that those research 
works have won support and recognition which justified the application of the principles 
judged necessary (for example, that direct control should be intensified), while the 
studies calling attention to the weak points or risks involved in the lines and measures 
contemplated were not really wanted (for example, which warned against the economic 
disadvantages entailed by recentralisation).
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In addition to what has gone before, the economic management organisations wish 
to solve economic problems — as it follows from their situation — with as little change in 
the operational conditions as possible (for example, by encouraging exports) and do not 
like to face the necessity of more thorough changes (for example, enterprise indepen
dence). Therefore, the situation has developed that, though certain fundamental problems 
of economic functioning have been known for long (such as the empirical research has 
helped to reveal), years may pass before they come to the focus of attention — and then 
not because the proposals of scientific research are considered, but because of the 
increased deterioration of conditions. (For example, research works in Hungary called 
attention years ago to the useful nature of the subsidiary workshops of cooperatives, to 
the adjustment difficulties of large enterprises because of size, to the role of sectoral 
ministries in recentralisation, etc. And yet some years had to pass before the first 
effective measures have been taken.)

In the last five years, too, empirical research has called attention to a number of 
deficiencies in the functioning of the economy. The description of the relations of 
enterprises established with market and central organs has produced interesting results. 
Investigations have revealed that the lack of a uniform attitude on the part of central 
organs puts the enterprises in an embarrassing situation and makes it difficult to adjust to 
consumers’ demand. Thus the gaps — often unabridgeable — between the reform concep
tion of economic management and the practice of the central management organs have 
largely hindered and in a few fields even prevented the successful assertion of the reform 
of the economic mechanism. These analyses have thrown light on the factors curbing 
enterprise spirit and economic competition, and on the fact that the economic reform has 
failed to produce a successful investment mechanism.

Research works have repeatedly called attention also to the deficient functioning of 
the regulatory system, which is normative as for its principles, but in fact introduced 
individual regulation; further, to the old and new contradictions of the price system, of 
wage control, etc.

Some of the phenomena revealed earlier have led to real measures (for example, in 
the transformation of the price system, in the increased scope of small enterprise, in 
breaking up the organisation of a few large enterprises, in the amendment of investment 
financing, etc.), which may be yet the starting-points of more important changes in the 
functioning of the economy.

These obvious results notwithstanding, the intention to effectuate changes is 
uncertain and contradictory. For example, in several fields such measures are taken which 
have been proved to be wrong by several empirical investigations. (For example, in the 
living standards policy, where, as earlier, wage increases qualified to be “incentive” lack 
all empirical experience, yet in planning they enjoy priority over the real difficulties 
supported from many sides by empirical experience. The change of conception that has 
become necessary in the whole living standards pohcy has failed to come about. Further, 
hardly any progress has been made in the relationship between enterprise and national 
economic planning; nor in the regulation of investment, though several studies have
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pointed out the basic contradictions of the Hungarian investment practice and their 
causes. Still, the speculative changing of regulators invariably continues.)

Because of the uncertainties, there are today a few subjects in almost every field 
that are thought to be “delicate” (for example export efficiency in agricultural research, 
the judgement of private production, etc.). These are now discussed mainly in official 
studies and proposals distributed only within a narrow circle; only few research workers 
undertake to transgress the “official” standpoint.

In our opinion, the empirical experience accumulated so far provides a great 
amount of well utilisable knowledge for the various organs of economic policy and 
economic management. Scientific results have been produced also in the last five years 
that contain recommendations for economic policy decisions. Such are, for example, the 
multitude of examinations in the sphere of macro-economic research aimed at revealing 
the relationship of the Hungarian economy to the world economy, on the factual material 
of which also the recently revived dispute over the economic mechanism relies, with the 
proposals and analyses of further development. (For example, on small enterprise, wage 
control, transformation of the organisational system, etc.) Further efforts at a more 
thorough knowledge of reality are however, by all means damped if the results of this 
knowledge are put to use only in a narrow field and with a delay, while in the crucial 
questions of economic operation decisions are often made which ignore empirical experi
ence.

On the other side, it is true that science also has some debts to pay to economic 
management. It has said little about the institutional system of management, the mecha
nism of high-level decisions, the functioning of the management system divided by 
interests. There are blank spots in other fields as well. Information is scarce on the 
internal phenomena of economic policy, and on the functioning of financial management. 
The lack of an adequately processed empirical knowledge is usually compensated for by 
some abstract and all too general principles, or uncertain yet irrefutable assumptions. 
There are a few fields where some of the research works are practically uninteresting or 
even misleading. In several fields (such as economic forecasts) results are insufficient for 
providing foundations to economic practice. Except for a few subjects in which fast 
progress is made, forecasts are lacking that would seriously help economic operation or 
the foreseeing of different processes.

Scientific utilisation of the empirical researches

The scientific utilisation of the results produced by empirical research is just as 
complex a problem as their utilisation in practice. It usually goes through several stages. A 
most highly appreciated value of empirical research for science consists in that the 
information collected on the new or little known phenomena will sooner or later present 
a “challenge” for theory. The knowledge obtained on the functioning of the economy is 
integrated into the sphere of thought of scientific research and starts the formation of 
new ideas.
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In this sense the results achieved in empirical research have initiated new examina
tion in several fields in recent years, which are also valuable for theory.

Important progress has been made, for example, in macro-economic research 
concerned with the initial development and economic history of the centralised planned 
economy, the description of the functioning of the centralised economic mechanism by 
drawing comparison between several socialist countries, and the scientific revealing of its 
motives. Also, the description of the economic processes and of changes in economic 
management of the early and mid-1960s shows progress. These research works are not 
only of a historical importance, but point out a few particularities in the functioning of 
the economy (in some cases specify them with a scientific exactness), which are 
indispensable for an understanding of the current economic processes and for the 
recognition of the real alternatives. These research works provide a more realistic 
appreciation of the economic policy which used to be presented as the only way to 
solution.

Among the remarkable achievements of the research activities in the last five years 
is the clarification of the functioning and regularities of today’s Hungarian economic 
mechanism, first of all of the causes underlying the recentralization processes of the early 
1970s. Though this field of the research has not yet reached the standards of the analyses 
of the centralised (direct) planned economy, nevertheless it is characterised by an 
empirical approach, and an effort — if not always successful — at scientific objectiveness 
and a kind of natural synthesis of the economic and sociological methods of approach.

A survey on the theoretical level of these research works is yet hindered by the fact 
that the traditionally used conceptual apparatus of macro-economic analyses insists on a 
certain kind of ideological contents; while no conceptual systems have yet developed 
which would be necessary for the research revealing the real motives of the real 
conditions. (This is the case, for example, in wage control, where the continuous 
reinterpretation of the concepts of distribution according to work is one of the starting 
points for disputes. Similar uncertainties are characteristic also of the use of concepts as 
balance, market, efficiency, productivity, profitability.)

Instead of finished and crystallised scientific results, initial steps are found in 
several fields, for example, in the empirical examination of labour and wages manage
ment, though some important results have already been achieved in examinations of the 
causes of labour shortage, and of the regularities of labour allocation, in the analyses of 
the development and mechanism of activity rates, labour structure and mobility, and in 
the field of the factors affecting wages as they influence the grouping of workers on the 
labour market, and encourage the second economy.

In a number of fields (such as in the examination of the interrelations between 
economy and society) it is found that in the empirically based research works the 
requirement of theoretical generalisation is present, however, it is asserted only to a 
limited extent. The results achieved so far have failed to bring about a unity of the 
theoretical and empirical approaches. A well founded drawing of conclusions is practi
cally missing, at least of theoretical conclusions applicable in politics. On the other hand,
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the laying down of the research programme and methodology of empirical examinations 
to be based on theory involves a number of uncertainties. In this sense the “instinctive” 
character of the empirical studies has remained but, as compared with earlier periods, the 
gap between empirical investigations and the theory of economics and social sciences has 
diminished. This does not contradict the fact that there exists a gap between empirical 
research and theoretical thinking.

The theoretical value of some of the research works is deteriorated by the fact that 
the working hypothesis is influenced by a normative approach. This has affected, for 
example, a considerable part of the researches Лп the field of enterprise planning and 
national economic planning: although the researchers did not exclude the existence of 
independent enterprise intentions and conceptions, they assumed that the enterprises 
would, in the end, identify themselves with the intentions of the central management. 
Therefore, not enough attention was paid to the deviating interests of enterprises from 
those of management organs, nor to the consequences of the relative autonomy of 
enterprise interest. It is not the working hypothesis in general that causes a problem in 
the researches, but rather the lack of a duly considered working hypothesis of scientific 
standards, the lack of which renders empirical research itself “normative” and an end in 
itself.

With some of the results of empirical research it is conspicuous that they become 
discouraged when the original working hypothesis ought to be modified on account of 
practical experience. They prefer to stay between the limits of the original hypothesis, 
which often leads to selecting certain facts and partial interrelations from the whole 
process, and thus the results do not represent a real scientific value. It is further 
characteristic of a few empirical examinations that problems are selected at random; the 
starting-point is not the process as a whole; attention is often centred on the functional 
disturbances of a few partial processes. It also happens that the empirical research is 
tendentiously subordinated to certain preconceptions, for the sake of which the examina
tion itself is often manipulated.

*

To sum up: empirical economic researches in Hungary have given valuable help to 
both practical economic management and scientific knowledge. There is, however, much 
room for improvement both in the standards of the researches, and in the “ receptivity” 
of the management practice.

The main pledge for asserting scientific standards is the openness of scientific life, 
that is, the existence and spreading of disputes correctly appreciating scientific results, 
including those obtained through empirical methods. Such disputes have by now become 
frequent, primarily at research centres. It would have an encouraging effect if the 
appreciations and mainly criticisms could be made known to wider professional circles, 
for example, by publishing them in periodicals, giving them in this way the place they 
deserve.

A further expansion of empirical research is indispensable for both practical 
economic management and scientific development.
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LA V IG N E , M. (ed ): Travail et monnaie en 
système socialiste. C entre  d ’économ ie  in te rn a 
tio n a le  des pays socialistes. G ro u p e  de 
rech e rch e  sur la th éo rie  de  l’économ ie  socia
liste. Paris, 1 9 8 1 . E conom ica. 310  p.

T h is  b o o k  con ta ins th e  la te s t resu lts  
achieved b y  th e  R esearch T eam  on  Socialist 
E co n o m ic  T h eo ry  w orking in assoc iation  w ith  
th e  “ C en tre  o f  th e  In te rn a tio n a l E co n o m y  
o f  Socialist C o u n trie s”  o f  th e  Paris U niversity . 
The 13 s tu d ies inc luded  cover th ree  g roups o f  
questio n s: “ W ork incentives” , “ R eal, m o n eta ry  
and f in an c ia l d isequ ilib ria” , an d  “ F o r  a  new  
analysis o f  th e  socialist system ” .

T he m a jo rity  o f  th e  stud ies are  fo u n d e d  — 
sim ilarly  to  th o se  in th e  p rev ious volum e* o f  
th e  R esearch  T eam  -  on  a  care fu l p rocessing  
o f  th e  lite ra tu re  o n  th e  sub jec t, th e y  re p re se n t 
high s ta n d ard s  an d  m ake a tte m p ts  a t fo rm u 
lating  nove l s ta tem en ts .

T he firs t s tu d y  o f  Part I t re a tin g  th e  firs t 
g ro u p  o f  q u e stio n s  is “ M yth  o r  re a lity  o f  
fo rced  savings in  th e  socialist c o u n trie s”  by  
Jean-C harles Asselain. The a u th o r  criticises th e  
views acco rd ing  to  w hich  p eo p le  accu m u la te  
considerab le  sum s o f  unspendab le  m o n ey  in 
th e  socialist co u n tries . He ad m its  th a t  th e re  
are fo rced  savings, to o , b u t  d e lib e ra te  savings 
have th e ir o w n  m otives as w ell, an d  th e re  are 
am ong th e m  such  as are d iffe re n t fro m  th o se  
prevailing in  th e  cap italist c o u n tr ie s  (fo r ex 
am ple , because  o f  scarce consum er cred its , p re 
lim inary  savings are  w an ted  in th e  case o f  b ig 
purchases). T he a u th o r m akes a s ta tis tica l

analysis as w ell; o n e  o f  h is m o s t in te resting  
sta te m en ts  is th a t  th e  g ro w th  o f  personal 
savings accelerates in th e  socialist co u n tries , at 
least in som e o f  th e  cases, p rec ise ly  in periods 
w hen  supply  o n  th e  consum er m a rk e t is im 
prov ing , an d  i t  slow s dow n w h e n  supply  is 
d e te rio ra tin g . In  his conclusions, th e  a u th o r 
re je c ts  th e  w ell-know n  o p in io n  acco rd in g  to  
w h ich  th e  low in te n s ity  o f  w o rk  o f te n  fo und  
in socialist en te rp rises  is c o n n ec te d  w ith  the  
d ifficu lties o f  spending  th e  m o n ey  to  b e  earned  
w ith  a d d itio n a l e ffo rts . In  his v iew , th e  ex
p lan a tio n  lies in  th e  d isadvan tageous p ro p o r
tio n  be tw een  th e  ad d itio n a l e ffo r ts  an d  their 
rew ard .

In th e  s tu d y  “ P lan  — o r th e  d ic h o to m y  o f  
m ate ria l ra tio n a lity  an d  fo rm al ra tio n a lity ” 
B arbara  Rogulska analyses som e o f  th e  basic 
fu n c tio n a l p ro b lem s o f  th e  d irec tive  p lan n in g  sys
tem , th a t  is, o f  th e  ac tu a l Polish m o d e l th a t  had  
fu n c tio n ed  u n til  1980 . In  her analysis she uses the 
W eberian  co n cep ts  o f  “ form al ra tio n a li ty ”  (th e  
a c to rs’ behav iou r ad ju s ted  to  th e  sy s tem  o f  re
w ards and p u n ish m en ts  as d e te rm in e d  b y  the 
o rgan isational s tru c tu re )  and  o f  “ m ate ria l ra tio n 
a lity ”  (behav iour ad ju s ted  to  th e  a im s o r  values 
o f  th e  o rgan isa tion  p ro p e r) . In s tu d y in g  th e  con
trad ic tio n s  b e tw een  th e  tw o , she com es to  the  
conclusion  th a t m ate ria l ra tio n a lity  is n o t  feasible 
u n d e r th e  given circum stances. T h e  given system  
o f  p lann ing  c o n tra d ic ts  th e  genera l e co n o m ic , 
e th ica l, e tc . aim s o f  p lann ing . In  th e  course o f  
p o in tin g  th is  o u t ,  th e  a u th o r sy s tem atises  th e  
various p rob lem s o f  co n tro l and  m anagem en t 
u n d e r d irec tive  p lan n in g  (fo r ex am p le  th e  so -

*T his v o lu m e , pub lished  in  1 9 7 7 , (“ E co n o m ie  p o litiq u e  de  la  p lan ifica tio n  en  sy s tèm e socia
lis te ” ) w as rev iew ed  in  V ol. 2 1 , N o . 3 o f  A cta  O eco n o m ica .
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called  ‘plan bargain’, th e  subjectivism  fo u n d  in 
th e  p ay m en t o f  th e  “ m u lti-co n d itio n a l”  bonuses, 
e tc .) .

In  his s tudy  “ T h e  p lan n in g  o f  m an p o w er in 
th e  Soviet U n ion” D o m in iq u e  Redor d eals  w ith  
th e  problem s arising fro m  th e  c o n tra d ic tio n s  be
tw e en  th e  req u irem en t o f  fu ll e m p lo y m en t and a 
ra tio n a l u tilisa tion  o f  th e  lab o u r reso u rces o n  the  
o n e  h and , and w ith  th e  p lace  o f  m an p o w er p lan
ning and w ork in cen tiv e  in  th e  given g en era l sys
te m  o f  p lanning an d  m anagem en t. I t is a  rem ark 
ab le  sta tem en t th a t  m an p o w er p lann ing  plays 
ra th e r  a secondary  ro le  in  com parison  w ith  a few 
o th e r  fields, such as th e  p lann ing  o f  in v estm en t, 
o r  o f  p ro d u c tio n , w h ic h  is o ften  re fle c te d  in  th e  
fact th a t, in o rd e r  to  provide th e  necessary 
lab o u r for th e  envisaged p ro d u c tio n , e tc .,  a t
te m p ts  are m ade a t an  artific ia l “ p lan n in g ”  o f 
increasing p ro d u c tiv ity .

The s tudy  “ T h e  socialist b o n u s”  b y  Marie 
Lavigne reviews th e  socialist lite ra tu re  an d  prac
tic e  o f  bonus aw ard ing  fro m  th e  tim es fo llow ing 
th e  O ctober R e v o lu tio n  u p  to  these  d ay s . Beside 
th e  analysis o f  various p rob lem s an d  s till d ebated  
issues (such as to  re w ard  indiv idual o r  collective 
e ffo rts , e tc .), th e  m o s t im p o rta n t s ta te m e n t o f  
th e  authoress is th a t  b o n u ses  are co nsidered  by  
th o se  concerned as m o re  o r  less au to m atic  
b en efits . T here  a re  tw o  w ay s o u t o f  th is  situa
t io n . O ne is p e rfe c tio n  o f  th e  system  o f  th e  cen
tra l planning in d ic a to rs  (c o n d itio n s o f  bonuses). 
How ever, co n tin u a l a tte m p ts  to  th is  e ffe c t have 
n o t  produced  th e  d esired  resu lt. A s fo r  th e  o th er 
w ay , consisting in  a  m ate ria lisa tio n  o f  th e  ever 
m ore  o ften  used w o rd  “ se lf-m anagem ent”  -  th e  
p rob lem  o f  th e  b o n u se s  system  its e lf  p lays in it 
o n ly  a  secondary  ro le . In  th e  In tro d u c tio n  b y  th e  
sam e authoresss it  is m ade  clear th a t  th e  ten 
dencies and e x p e rim e n ts  (fo r ex am p le , the  
Shchekino m e th o d , e tc .)  head ing  fo r  self-m anage
m en t are seriously s tu n te d  b y  th e  ex is tin g  struc
tu re  o f  th e  eco n o m ic  m echanism .

The first s tu d y  in  P art II o f  th e  vo lum e is 
“ M onetary  th eo rie s  an d  stab ilisa tion  policies in 
Soviet R ussia (1 9 1 8 —1 9 2 4 )”  b y  L au re  Després. 
T he generally k n o w n , ra th e r  s to rm y  m oneta ry  
h isto ry  o f  th e  p e rio d  u n d e r ex am in a tio n , and  th e  
dem ands o f  th e  p ra c tic a l m o n eta ry  p o lic y  greatly  
encouraged fin an c ia l th e o ry  research . D esprés calls 
a tte n tio n  to  som e in te res tin g  s tu d ies b y  certain  
au th o rs  w hose p ra c tic a l advice w ere  n o t  listened

to  a t th e  tim e  an d  som e o f  w h o m  have a lready  
been  p a r tly  o r to ta lly  fo rg o tte n . O ne such  w o rk  
is S. A . Falkner’s s tu d y  o n  th e  th eo re tica l an d  
prac tica l q u e stio n s  o f  th e  paper-m o n ey -em ittin g  
w ar e c o n o m y . D . Kuzovkov’s socio logical ex p la 
n a tio n  o f  th e  o rig in  o f  c e rta in  in fla tio n a ry  te n 
dencies is o f  a p ioneering  ch arac te r. (The S ta te  
B ank issued a fa st increasing  q u a n ti ty  o f  n o te s  
u p o n  p ressu re  from  sta te  tru s ts  dem anding  cred
its .) C e rta in  s ta te m en ts  o f  Novozhilov (w hose 
nam e is, o f  course, k n o w n ), m ade  a t th e  tim e , 
th e n  fo rg o tte n , and la te r again “ red iscovered”  b y  
o th e rs , co n ce rn ed  w ith  m o n e ta ry  and m ark e t th e 
o ry  a re  a lso  w o r th y  o f  a t te n tio n .

T he s tu d y  “ In fla tio n  in  a  socialist system . T he 
Y ougoslav case.”  b y  V eselin  Djurdjevac discusses 
th e  special n a tu re  and  fa c to rs  o f  in fla tio n  in 
Y ougoslavia.

T he s tu d y  “ M arket fo rm s an d  p rice  policies in 
a S o v ie t-ty p e  e co n o m y ”  b y  F ranço is Seurot ex
am ines th e  q u e stio n  how  Soviet and  E ast G erm an  
en te rp rises  have used th e ir  in d ep en d en ce , in 
creased a f te r  th e  eco n o m ic  re fo rm s, in  th e  field  
o f  p rice  fo rm a tio h  an d  p ro d u c tio n  p lann ing . I t  
estab lishes th e  fac t th a t  re fo rm s  could in tro d u c e  
th e  m a rk e t in to  th e  socialist eco n o m y , b u t  n o t 
c o m p e titio n . T hus th e  eco n o m y  th a t  used to  be  
u n d e r s tr ic t ad m in is tra tio n  has b y  now  b eco m e  a 
sellers’ m a rk e t p a rtly  c o n tro lled  b y  th e  p lan . 
E n te rp rises  have n o t a n y  considerab le  c o u n te r
poise, since c o n tro l b y  th e  p lann ing  agencies has 
g row n less m eticu lo u s, an d  b u y e rs  do  n o t consti
tu te  an  e ffec tiv e  co u n te rb a lan ce , e ith e r, because 
th e  e ffe c t o f  changing d em an d  o n  prices has b een  
co n stra in ed  o n  acco u n t o f  fe a r  fro m  an  in stab ili
ty  o f  p rices. I t  was o n ly  th ro u g h  re cen tra lisa tio n  
o f  e c o n o m ic  decisions t h a t  th e  en te rp rises’ 
e ffo r ts  a t  p rice  increases — w ith o u t im provem en t 
o f  q u a li ty  — could  be  cu rb ed .

In  h is s tu d y  “ T h e  pow ers and  lim its o f  effic i
en cy  in  a  cen tra lly  p lan n e d  e co n o m y ”  L ech 
Kurowski carries o u t a th e o re tic a l e x am in a tio n  o f  
th e  d if fe re n t  forces w h ich  d e te rm in e  th e  e ffic i
e n cy  o f  th e  fu n c tio n in g  o f  a  p lanned  eco n o m y .

X avier Richet’s s tu d y  u n d e r th e  tit le  “ Invest
m en t in decen tra lised  p lann ing : th e  H ungarian  
e x p erien c e ”  tre a ts  th e  fu n c tio n in g  o f  th e  invest
m en t sy s tem  a fte r th e  H ungarian  eco n o m ic  
re fo rm  o f  1 9 68 . I t  show s th e  am bivalence o f  th e  
sys tem ; th e  va lid ity  and  th e  paralle l invalid ity  o f  
p ro f ita b ility  considera tions in  th e  a llo ca tio n  o f
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investm en ts , an d  th e  consequences: th e  ten s io n  
o n  th e  in v es tm en t m ark e t, and th e  in v es tm en t 
cycles. I t  p o in ts  o u t  th a t  these  p rob lem s -  in h er
ite d  fro m  th e  p re -re fo rm  system  o f  d irec tive  
p lann ing  — co u ld  b e  overcom e, a m o n g  o th e r  
th ings , b y  th e  e stab lish m en t o f  a socialist cap ital 
m ark e t.

P art III  o f  th e  vo lum e starts w ith  J e a n  Bon- 
coeur’s s tu d y  “ T h e  tre a tm e n t o f  lab o u r in  som e 
th eo re tic a l m o d els  fo r  th e  p lanning o f  p ro d u c tio n  
in a  socialist eco n o m y ” . The au th o r ex am in es th e  
various general p lann ing  m odels first o f  all fro m  
th e  aspect, h o w  these  hom ogenise th e  lab o u rs  o f  
varying degrees o f  com plex ity  (“ th é  re d u c tio n  
p ro b lem ” ). B esides, in  a  dynam ic  a p p ro ach  to  th e  
p ro b lem , he deals w ith  th e  q u estio n , how  th e  
p rocess o f  lab o u r tra in in g  is to  be  in te g ra te d  in to  
th e  p rocess o f  e x p an d ed  rep ro d u c tio n . B o n co eu r 
p roposes th e  e la b o ra tio n  o f  an  o p tim u m  long- 
range p lann ing  m o d e l w h ich  w ould  e n ab le  to  
d e te rm in e  th e  values o f  th e  p ro d u c tio n  an d  tra in 
ing p rog ram m es an d , using th e  d u a lity  p rin c ip le , 
th o se  o f  p ro d u c ts  an d  labour.

R o b e r t Tartarin exam ines in his s tu d y  “ G ra tu 
itousness, th e  en d  o f  wage labour an d  eco n o m ic  
co m p u ta tio n s  in com m unism ”  th e  th e o re tic a l 
m o d el o f  th e  co m m u n is t econom ic  sy s tem . Hé 
fin d s  th a t ,  am ong  o th e r  th ings, it is n o t  clearly  
s ta te d  in th e  re lev an t m ajor th eo re tic a l w o rk s 
(M arx, Engels, S tru m ilin ), w he ther in com m unism  
m o n ey  w ill b e  su b s titu te d  b y  som e o th e r  th in g  to  
co n stra in  ind iv id u a l co nsum ption . B esides, he 
proves logically  th a t  th e  tran s itio n  to  g ra tu 
itousness as an  o p tim u m  so lu tion  can ta k e  place 
o n ly  a t o n e  an d  th e  sam e tim e  for all p ro d u c ts  (in  
c o n tra s t w ith  S tru m ilin ’s concep tion ), an d  also , 
th a t  eco n o m ic  c o m p u ta tio n  is necessary  — it 
cou ld  be  d ispensed  w ith  on ly  if  all th e  c o n su m p 
tio n  goods w ere  available  in th e  w an ted  q u a n ti
tie s  w ith o u t p ro d u c tio n  — and  th a t th e  c o m p u ta 
tio n  can  be  m ade  in n a tu ra  or in te rm s  o f  
“ value” , b u t  n o t  in  w o rk tim e , because o f  th e  
re d u c tio n  p ro b lem  m en tio n ed  in B o n c o eu r’s 
s tu d y .

T he s tu d y  “ A nalyses o f  th e  second e c o n o m y ”  
b y  G êîard  D uchéne co n tra s ts  th e  various o p in 
io n s  o n  th e  c o n ce p t, th e  e x te n t and o th e r  aspects  
o f  th e  second  e co n o m y . His a tte m p t a t p rov id ing  
a  genera l th e o re tic a l in te rp re ta tio n  o f  th e  p h e 
n o m en o n  is o f  p a r tic u la r  in te res t. He suggests a

special in te rtw in ing  o f  p lan n ed  c o n tro l and  m an
agem ent w ith  th e  various “ c o lo u re d ”  (g rey) eco
n o m ic  activités.

In  his s tudy  “ T o w ard s  th e  th e o ry  o f  con
g ru en ce  o f  system s”  W ladim ir A ndre ff  re jec ts  
b o th  th e  m echanical an d  rigid co n tra stin g  o f  th e  
cap ita lis t and th e  socialist system s, an d  th e  con
vergence theo ries  w h ich  do  n o t  seem  to  com e 
tru e . T he a u th o r draw s up  th e  firs t th eo re tic a l 
o u tlin e s  fo r th e  e la b o ra tio n  o f  a congruence  th e 
o ry  concern ing  th e  tw o  system s. F o r  th is  brave 
a tte m p t, he ind ica tes o n ly  th e  s ta rtin g -p o in ts  and  
suggests a sys tem atisa tion : d iffe re n t processes 
leading to  d ifferen t re su lts , sim ilar p rocesses lead
ing to  sim ilar results, sim ilar processes lead ing  to  
d iffe re n t resu lts , and  d iffe re n t processes leading 
to  sim ilar resu lts in th e  tw o  d iffe re n t system s. 
The a u th o r  p roposes also a  few  fields o f  app lica 
tio n  o f  th e  th eo re tica l a p p ara tu s  (fo r  exam ple , 
in fla tio n , industria l c o n ce n tra tio n , strikes).

K . A  SOÓS

H O C H , R. -  KO V Á CS, I . -  Ö R D Ö G , M .: Fo
gyasztás és jövedelem  (C o n su m p tio n  and  in 
c o m e .) B udapest, 1 9 82 . K özgazdasági és Jogi 
K ö n y v k iad ó . 335 p.

T h e  b o o k  consists o f  tw o  p a rts , d iffe re n t in 
ch aracte r b u t  corre la ted  o n  a cc o u n t o f  th e ir  sub
je c t .  T h e  first o n e  is a  verbal analysis w hile  th e  
second is o f  eco n o m etric  n a tu re , to  w h ich  la tte r  
an A pp en d ix  o f  c o m p u te r tec h n iq u es  is added  
illu stra tin g  th e  m eth o d s  o f  f itt in g  fu n c tio n s , first 
o n  th e  basis o f  cross-sectional (h o u seho ld -budget 
s ta tis tica l) and  th e n  o n  tim e  series d a ta .

Chapter 1 discusses th e  p rocess o f  sa tisfy ing  
need s and  its  m ain  categories: n eed , d em an d , 
c o n su m p tio n  and incom e. In  d o ing  so, it raises 
such im p o rta n t p rob lem s as th e  e ffe c t o f  th e  con
su m p tio n  o f  those  in th e  h igher in co m e  b ra ck e ts  
o n  th e  co n su m p tio n  s tru c tu re  o f  th o se  in  th e  
low er in co m e  categories. T h e  a u th o rs  underline  
th e  d e fo rm in g  e ffec t o f  th ese  “ in filtra tin g ”  needs 
o n  th e  c o n su m p tio n  s tru c tu re  o f  th o se  in th e  low 
incom e b rack e ts . This w arn ing  is especially  ju s ti
fied  in th e  period  o f  a slow  g ro w th  o f  real in 
com es, since th e  m ost re liab le  m eans o f  e lim in a t
ing th e  negative e ffec ts  o r  even changing th em  
in to  positive  ones is th e  fa st g ro w th  o f  low  in
com es an d , in th e  in te res t o f  an  ad eq u a te  d iffe r
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e n tia tio n , o f  incom es in  genera l. A lth o u g h  th e  
d e fo rm a tio n  is re p ro d u c e d  a t a h igher level, as 
th e  a u th o rs  s ta te , it is a lread y  in  a  less ha rm fu l 
fo rm , in w hich  th e  fo llo w in g  o f  th e  co n su m p tio n  
o f  th o se  in th e  h igher in co m e  b ra ck e ts  d o es n o t 
endanger th e  s ta tisfy in g  o f  basic  fo o d  requ ire 
m en ts  any  m ore.

Chapter 2  is c o n ce rn ed  w ith  th e  p rob lem s and 
task s o f  p lann ing  in co m e  and  co n su m p tio n , in  
w h ich  an im p o rta n t p lace  is assigned to  long-term  
p lann ing . T his is th e  m o s t po lem ic  ch ap te r o f  th e  
b o o k . I t  takes a s tan d  against su c h  views acco rd 
ing to  w hich  a lo n g -te rm  stag n atio n  o f  real 
incom es is qu ite  conceivab le  in  H ungary . O ne o f  
its  m ost significant a rg u m e n ts  is th a t  th e  g ro w th  
o f  real incom es is n o t  m ere ly  th e  resu lt, b u t  also 
th e  c o n d itio n  o f  a  g ro w th  o f  p ro d u c tio n . T h is is 
so because , on  th e  o n e  h a n d , th e  g ro w th  o f  rea l 
incom es is th e  g ro u n d  fo r  th e  d evelopm en t o f  
w ork  cu ltu re  an d , in  g en era l, o f  th e  q u a lity  s ta n 
dards o f  m an  as a fa c to r  o f  p ro d u c tio n  a n d , on  the  
o th e r  h a n d , the  in cen tiv e  fu n c tio n  o f  earn ings will 
be in adequate  i f  real in co m e s — an d  real earnings 
w ith in  th em  -  are stag n atin g  o r decreasing . The 
g ro w th  o f  nom inal earn ings a lone  -  w ith o u t th e  
g row th  o f  real earn ings —is n o t  en o u g h  fo r  an  e f 
fic ien t incen tive . T rea tin g  th e  q u estio n  o f  in c e n 
tives, th e  b o o k  judges i t  to  b e  a  w ro n g  id ea  th a t  
earnings serve in cen tiv e  a lo n e  an d  th a t  earnings 
a lone  serve fo r s tim u la tio n  w hile benefits  have e x 
clusively a social p o lic y  fu n c tio n . The a rg u m en t is 
very convincing th a t ,  a lo n g  w ith  th e  decrease o f  
b e n e fits , th e  w eight o f  th e  n u m b er o f  d ep en d an ts  
in  th e  per cap ita  rea l in co m e  o f  a fam ily  is in c reas
in g , an d  th ereb y  th e  in cen tiv e  fu n c tio n  o f  e a rn 
ings iS 'red u ced . In th e  a u th o rs ’ o p in io n , it is righ t 
to  free earnings fro m  th e  b u rd e n  o f  th e  social 
p o licy  fu n c tio n . H o w ev er, th e y  judge th e  c o n cep 
tio n  and  th e  p rac tice  w ro n g , w hich  also w ish to  
reduce  cash b en efits  in  H ungary .

Several p ro b lem s o f  c o n su m p tio n  and  incom e 
plann ing  are, a t th e  sam e tim e , genera l q u e stio n s 
o f  planning th e o ry . S u ch  is th e  issue, fo r exam 
p le , w h e th er n a tio n a l eco n o m ic  p lann ing  should  
b e  o f  a d irec tive , o r  o f  a  p ro g n o stic  character. 
The a u th o rs’ answ er is, in th e ir  d ia lec tic  ap
p ro ach , th a t p lan n in g  is a n  o rgan ic  u n ity  o f  p lan  
d irectives, p rognoses a n d  o th e r  e lem en ts (such  as 
incentives).

F ro m  th e  q u e stio n s o f  p lanning th e o ry  it is 
w o rth  m en tio n in g  th e  o n e  asking, w h e th e r  — in 
p lann ing  fo r  a  c e rta in  p eriod  -  i t  is th e  sta te  
ensu ing  a t th e  en d  o f  th e  period  o r th e  p rocesses 
tak ing  th e ir  course d u ring  th e  period  th a t  h ad  to  
be  p lan n ed . T h e  a u th o rs  tak e  a d e fin ite  s tand  
against p lann ing  co n cern ed  on ly  w ith  th e  final 
s ta te , and  fo r th e  p rocess p lanning. In  th e ir  view , 
th e  p rocess p lann ing  also com prises th e  p lann ing  
o f  th e  fin a l s ta te , since th e  final s ta te  w ill show , 
w h e th e r  sa tis fac to ry  progress has b een  m ade in 
th e  in d ic a te d  d irec tio n . The m ost convincing 
a rg u m en ts  b ro u g h t u p  in  support o f  process 
p lann ing  a re  th e  fo llow ing: th e  o p tim u m  develop 
m en t line is o n ce  linear, a t an o th e r tim e  ex p o 
n e n tia l, som etim es even fluc tuating  an d , th e re 
fo re , p lann ing  d irec ted  a t a fixed  d a te  c an n o t be 
sa tis fac to ry . T he in te rre la tio n s  o f  th e  various 
p rocesses — in w h ich  o n e  process m ay  b e  condi
tio n a l u p o n  a n o th e r  o n e  -  dem and  th a t  th e  
p rocesses should  b e  p lan n ed , w ith  re sp ec t to  th e ir 
in te rre la tio n s , fo r  th e  w hole  d u ra tio n  o f  th e  
p eriod  and  n o t  ju s t  fo r  its  end . A s fa r as con
su m p tio n  and real incom e are con ce rn ed , th e  
consum er is n o t  in te re s ted  m erely  in  th e  end  
re su lt o f  th e  p lan  pe rio d , b u t in its  aggregate 
resu lt u p o n  w h ich  it largely d epends how  m uch  
a ccu m u la ted  w e a lth  he  w ill have b y  th e  en d  o f  
th e  pe rio d .

Chapter 3  deals w ith  th e  d ev elo p m en t o f  
incom e an d  co n su m p tio n  be tw een  195 0  and  
1 9 79 . In  do ing  so , how ever, th e y  draw  u p  th e  
p ic tu re  o f  th e  w h o le  econom ic  d ev e lo p m en t o f  
H ungary  a fte r th e  w ar an d  analyse, re ly ing  upo n  
w ell p rocessed  sta tis tica l d a ta , th e  changes in 
incom e and  c o n su m p tio n  during  th e  p eriod  u n d e r 
e x am in a tio n , as w ell as re la ted  p ro b lem s. Such 
p rob lem s are  th e  p ro p o rtio n  and ro le  o f  social 
b e n efits , grow ing  dem an d s, and th e  ensuing 
shortage  in  housing , p u b lic  h ea lth  services, and  in 
th e  sec to rs o f  e d u ca tio n  and cu ltu re . A  de ta iled  
analysis is p rov ided  o f  th e  changes in  in co m e  o f  
each  g ro u p  o f  th e  p o p u la tio n , as w ell as o f  th e  
s tru c tu ra l changes in  consum ption  in  H ungary . 
The th o u g h ts  closing th e  investiga tion  o f  th e  
p eriod  are  expressive o f  th e  a u th o rs’ s tan d  tak e n  
in a  few  fu n d a m e n ta l questions o f  eco n o m ic  
po licy . T h ey  fin d  th a t ,  ex cep t fo r th e  e a rly  1950s 
and  th e  end  o f  th e  pe rio d , eco n o m ic  p o licy  h ad  a
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favourab le  e ffe c t o n  p erso n al incom es and con
su m p tio n  d u rin g  th e  perio d  u n d e r e x am in a tio n . 
The ju d g em e n t is favourab le  n o t  o n ly  o n  th e  ra te  
o f  d ev e lo p m en t, b u t  also o n  th e  consciously  
fo rm ed  ten d en c ie s.

F ro m  th e  a sp ec t o f  living s ta n d a rd s  po licy  th e  
im p o rtan ce  o f  p rice  p o licy  is n o t  to  be  neglected . 
H ow ever, p rice  p o lic y  is g rad u ally  losing its  ro le  
as an  in s tru m e n t o f  living s ta n d ard s  p o licy  an d , as 
th e  a u th o rs  say , it  w o u ld  be  b e a tin g  th e  air to  
figh t against th is . T he a u th o rs  recognise  th e  
necessity  o f  asserting  th e  w orld  m a rk e t price p ro 
p o rtio n  in  th e  H ungarian  p rice  sy s tem , how ever, 
in m ost p a r t th e y  do  n o t consider it  ju stified  to  
assert th e  su p p o sitio n s regard ing  th e  p ro d u cer 
p rice  system  also in  th e  consum er p rice  system .

T h ey  challenge th e  a sse rtio n  acco rd ing  to  
w hich  H ungarian  eco n o m ic  p o licy  w as cen tred  on  
living s ta n d ard s  b e tw ee n  1965 an d  1 9 7 5 . This 
w ou ld  im p ly , n a m e ly , th a t  th e  d ev e lo p m en t o f  
the  eco n o m y , th a t  is, in v estm en t, w ere  neg lected . 
O n th e  c o n tra ry , th e  t r u th  is th a t  investm en t 
grew  faster th a n  co n su m p tio n , an d  p ro d u c tiv e  
investm en t grew  th e  fa stes t. T h is  investm en t 
w ould  n o t have b e en  to o  large a b u rd e n  on  th e  
d evelopm en t o f  th e  eco n o m y , if  it had  b e en  even 
and o f  a su itab le  s tru c tu re , b u t it w as to o  m u ch  
because o f  in ad e q u a te  co n d itio n s  an d  th u s  added  
m uch  to  th e  d e b ts  o f  th e  c o u n try .

A n eco n o m ic  po licy  p rov id ing  fo r a fu rth e r  
favourable  d ev e lo p m en t o f  living s ta n d ard s  oug h t 
to  have b een  s ta r te d  in  H ungary  a lre ad y  in th e  
early  1970s th ro u g h  a co n sisten t fu r th e r  develop
m en t o f  th e  sy s tem  o f  eco n o m ic  c o n tro l and 
m anagem ent in tro d u c ed  in  1 968 . T he tro u b le  is 
n o t th a t  e x te rn a l p rice  changes w ere  let in bu t 
w ith  a  de lay , b u t  th a t  fav o u rab le  possib ilities 
w ere  n o t  used  to  fu r th e r  develop  th e  H ungarian  
system  o f  e co n o m ic  m an ag em en t, to  m ake it 
s trong  en o u g h  to  s tan d  up against all th e  d iffi
cu lties . The a u th o rs  say  th a t  in th e  H ungarian  
eco n o m y  th e re  a re  still u nused  reserves fo r a 
favourab le  d ev e lo p m en t. A n eco n o m ic  stra teg y  is 
needed  w hich  can  lead o u t  o f  th e  s tag n a tio n  o f  
in te rn a l co n su m p tio n  and  over to  a g ro w th  m ore 
d y n am ic  th a n  th e  p re sen t o n e . T o  ach ieve  th is in 
H ungary , considerab le  changes a re  n eed ed  in th e  
o p e ra tio n  o f  th e  e c o n o m y , an d  th e y  a re  ind ispen
sable  if  we w a n t to  s to p  th e  p rac tice  in w h ich  the  
task  o f  incom e and  c o n su m p tio n  po lic ies is the

d is tr ib u tio n  o f  sh o rtag e  instead  o f  th e  d is trib u 
tio n  o f  surpluses.

Chapters 4 a n d  5  (o r P art II) a re  w o rth y  o f  
praise  first o f  all because  o f  th e ir conciseness. On 
a b o u t f ifty  pages com prehensive  in fo rm a tio n  is 
p ro v id ed  on  dem and  fu n c tio n s  an d  m odels. In 
a d d itio n  to  p resen tin g  m ath em atica l-s ta tis tica l 
m odels, a few  expressly  th eo re tic a l a n d  even p h il
osoph ical questions are  discussed such  as th e  re
la tio n sh ip  betw een  re a lity  and th e  dem an d  m o d 
el. A lthough  it is o n ly  th ree  pages, it  is w o rth  
calling a tte n tio n  to  th e  su b ch ap te r “ T he develop
m e n t o f  dem and analysis in H u n g ary ” , w hich 
co m p le tes  the  d esc rip tio n  o f  p a s t d ev e lo p m en t 
w ith  an  evaluation  o f  th e  p re sen t s ta te  a n d  dis
cusses th e  obstacles w h ich  are in th e  w ay  o f  
fu r th e r  developm ent.

R o b e r t H och re lies u p o n  th e  resu lts  o f  his fo r
m er thesis w o rk  an d  h is m ain  m essage is th a t  th e  
d e m a n d  fu n c tio n  m u s t be  s ta ted  u p o n  th e  basis 
o f  em pirica l fac ts  a n d  th eo re tic a l a ssu m p tio n s 
regard ing  th e  changes in  th e  incom e e la stic ity  
co effic ien t. This m e th o d  is d em o n s tra ted  in th e  
A p pend ix , w hich  is a t  th e  sam e tim e  to  b e  con
sidered  as the  first a p p lic a tio n  o f  th e  m e th o d .

Ê . R A D N Ó T I

F E R G E , ZS.: Társadalmi újratermelés és társa
dalompolitika (Social re p ro d u c tio n  an d  social 
p o licy .) B udapest, 1 982 . K özgazdasági és Jogi 
K önyvk iadó . 416  p.

1 d o  n o t th in k  it w o u ld  b e  an  exaggera tion  to  
say th a t  Zsuzsa Ferge is th e  H ungarian  sociologist 
w hose  w ritings arouse th e  highest in te res t am ong 
th e  w ide  read ing  pub lic  as well as am ong social 
sc ien tis ts  (n o t only  socio logists in th e  n arrow  
sense), b u t  th e y  also give rise to  vivid d isp u tes . 
T he reason  lies n o t o n ly  in  th e  en jo y ab le  s ty le  o f  
her w o rk s , her sharply  fo rm u la ted  th eo re m s and 
n u m ero u s  critical rem arks o n  o th e r  w o rk s o f  th e  
lite ra tu re  and on  th e  H ungarian  social c o n d itio n s, 
b u t  m ain ly  in th a t she ex am in es th e  m o st im por
ta n t  qu estio n s o f  to d a y ’s soc ie ty  an d  lays dow n 
new  th eo re tic a l and em pirica l s ta tem en ts . A s a 
sh o rt sum m ary  o f  he r sc ien tific  career we m ay  
say  th a t  in  her w orks co n cern ed  w ith  th e  social
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g ro u p s  o f  H ungary, she fo rm u la ted  a new  and 
m u ch  finer schem a o f  th e  social s tru c tu re  -  n o w  
g en era lly  accep ted  w ith  sm all a lte ra tio n s — and  
d escrib ed  th e  social d iffe ren ces  m anifest up o n  
th e  basis o f  th is schem a. In  her educational-soci
o log ica l w orks she p o in te d  o u t  several c o n trad ic 
t io n s  and fu n c tio n al p ro b lem s o f  th e  o ld  and  th e  
m o d e rn  H ungarian e d u ca tio n a l system . T h e  b o o k  
th a t  is being review ed sum s u p  th e  th ird  big phase 
o f  h e r research w o rk . S he  investigates th e  ques
tio n , how  th e  social c o n d itio n s  -  using her te rm : 
“ social re p ro d u c tio n ”  — can  be  in fluenced  b y  
p o litica l m eans in th e  d irec tio n  o f  th e  social 
ob jec tives fo rm u la ted , o r ,  where the limits o f  
conscious influence are. In  th is w ork , th e re fo re , 
th e  au tho ress trea ts  a c tu a l questions o f  incom e, 
w age and  social po lic ies , and  in a d d itio n , even 
th o se  o f  econom ic  po licy . T his acco u n ts  fo r th e  
lively d ispu te  th a t  has evolved a b o u t som e o f  th e  
th eo re m s and p ro p o s itio n s  o f  th e  b o o k , even 
b e fo re  its p u b lica tio n , u p o n  th e  basis o f  Zsuzsa 
F e rg e ’s studies and  he r d o c to ra l d isse rta tio n  re
c en tly  published — b asica lly  o f  th e  sam e c o n te n ts  
as th e  b o o k .

O bviously, th is  w o rk  w o u ld  have given rise to  
a less lively d e b a te  h ad  it  rem ained  w ith in  th e  
sphere  o f  th e  th e o re tic a l qu estio n s o f  sociology 
an d  o f  describing th e  H ungarian  society  an d  had  
it  n o t  fo rm u la ted  an y  social policy propositions.
I d o  n o t th in k , how ever, th a t it is a t a ll ju stified  
to  d e n y  the  socio logist’s righ t to  fo rm u la te , re ly 
ing on  his (her) th e o re tic a l an d  em pirica l re sea rch 
es, p ropositions fo r  changing the co n d itio n s, 
since, in the  final analysis, science is n o t  an  en d  in 
itse lf , b u t its resu lts  a re  to  be  p u t  to  p rac tice .

In  the  course o f  d e b a te s  w ith in  th e  p ro fes
sion , Zsuzsa Ferge is o f te n  accused o f  m aking  cer
ta in  U topian  p ro p o sitio n s , w hich  c an n o t be 
im p lem en ted  u n d e r th e  p resen t eco n o m ic  devel
o p m en t conditions o f  H ungary . Som e o f  th e  aim s 
and  p ropositions set f o r th  in th e  p resen t b o o k  
w ill certain ly  again be  fo u n d  irrealistic. Such m ay 
be , fo r exam ple, th e  co n cep tio n s regarding the  
various possibilities o f  changing th e  social w o rk 
ing organization , th e  a rgum en ts in favour o f  a gen
eral over-education  and , in general, th e  p roposi
tio n s  aim ed a t re d u c in g  th e  social inequalities. It 
has to  be said, how ever, in Zsuzsa F erge’s defence  
th a t  she p resen ts  in every  case th e  d ifficu lties: 
th e  social and e c o n o m ic  obstacles to  the  pe rfec t

sh o rt-term  im p le m e n ta tio n .o f  th e  p ropositions . I 
do  n o t  agree, fu rth e r , w ith  th e  suggestion th a t ,  
because o f  p re sen t d ifficu lties , we should  n o t 
deal w ith  th e  ob jec tives to  b e  achieved in a per
spective, fo r , as Zsuzsa F erge  says, “ th e  fu tu re  
u n d e rta k en  and  w illed shapes o u r p resen t, to o .”

N ow , fo llow ing  th e  ideas concerned w ith  th e  
b o o k  as a w ho le , I shall go o n  to  p resen t its  con
ten ts  in m ore  de ta il and  shall m ake m y rem arks on 
each p a r t. The firs t tw o  ch ap te rs  o f  the  b o o k  p ro 
vide a  theoretical foundation: th ey  discuss social 
re p ro d u c tio n , an d  d e te rm in a tio n  and  sp o n tan e ity  
fu n c tio n in g  in th e  social processes. The tw o  fo l
low ing ch ap ters  discuss th e  possibilities o f  chang
ing th e  e m p lo y m en t p o licy  and the  social w o rk 
ing o rg an iza tio n . E ach o f  th e  follow ing six ch ap 
ters tre a t th e  q u estio n s o f  d is trib u tio n . F irs t, 
again o n  th e  th eo re tic a l level, th e  d is tr ib u tio n  
schem as an d  th e  social princip les expressed  in 
th em  are  in tro d u ced . T h en  th e  d istrib u tio n  o f  th e  
social p ro d u c t b e tw een  co nsum ption  and  invest
m en t, th e  m ain  c o m p o n e n ts  o f  th e  indiv idual 
incom es (w ages, social b e n e fits ) , th e  d is tr ib u tio n  
acco rd ing  to  w o rk , th a t  is, questions o f  wage 
po licy  an d  social po licy  are  discussed, and  fina lly , 
incom e d is tr ib u tio n  in H ungary  is p resen ted  sum 
m arily .

The th eo re tica l base an d  fram ew ork  o f  th e  
w hole  b o o k  consists in  the notion o f  social repro
duction. O f course, th e  n o tion  w as p re sen t 
a lready  in M arx’s an d  G yörgy  Lukács's w o rk s , in 
to d a y ’s socio logy, how ever, it is m ainly  con
n ec ted  to  Pierre Bourdieu 's nam e, w ho chose  it 
to  b e  a  fu n d am en ta l q u e stio n  o f  his w hole socio
logical w o rk , how  th e  social inequalities are re p ro 
duced  fro m  one g en era tio n  to  the  n e x t. The 
re p ro d u c tio n  schem a as o u tlin ed  b y  Zsuzsa Ferge 
is, how ever, acco rd ing  to  m y know ledge, her 
orig inal w o rk . I t is o p e n  to  discussion, w h e th e r  it 
is to  th e  p u rpose  to  choose  exactly  social re p ro 
d u c tio n  fo r  th e  cen tra l n o tio n  o f  a m acro-social 
and socio-po litical analysis. A  num ber o f  fo re ign  
w o rk s o n  sociology p lace , fo r exam ple, social 
change in to  th e  cen tre . In m y o p in io n , social 
re p ro d u c tio n  is a t least as good as o th e r  cen tra l 
n o tio n s  o f  sociology, o r  even m ore so, fo r th e  
analysis o f  m acro-social processes. My o b jec tio n  
is, how ever, th a t a f te r  th e  prom ising th e o re tic a l 
in tro d u c tio n , Zsuzsa F erg e  discusses in d e ta il th e  
p ro d u c tio n  and d is tr ib u tio n  o f  th e  m ate ria l goods

A c ta  Oeconom ica 3 0 ,1 9 8 3



BOOK REVIEWS 2 7 5

and services o n ly , and  ju s t  to u ch e s  u p o n  th e  sym 
bolic  assets an d  th e  social co nd itions. O f course, 
to  discuss a ll these , she o u g h t to  have w ritten  n o t 
a one-, b u t a th ree-vo lum e b o o k .

Beside social re p ro d u c tio n , th e  o th e r  principal 
n o tio n s o f  th e  b o o k  — a t  least in th e  chap ters 
concerned w ith  d is tr ib u tio n  -  are th e  fo u r 
schem as o f  d is tr ib u tio n : reciprocity (m u tu a l 
p resen ts), redistribution (c en tra l co llec tion  o f  the  
goods p ro d u ced  an d  th e ir  d is tr ib u tio n ), th e  
independent small business and  the market. This 
set o f  fo u r n o tio n s  is b o rro w ed  fro m  Charles 
Polányi. The la tte r  used it  to  p rove it is n o t  on ly  
under th e  co n d itio n s  o f  a self-regulating and 
price-contro lling  m ark e t th a t  a society  can 
m anage its  eco n o m y  an d  organise its d is trib u tio n , 
b u t o th e r  schem as o f  d is tr ib u tio n  m ay be  b e tte r  
and, w hat is m ore  im p o rta n t, m ore  hum ane. 
These th o u g h ts  o f  P o lány i o r  o f  Zsuzsa Ferge do 
n o t find m u ch  u n d e rstan d in g  am ong th e  econ
om ists w ho ho ld  m ark e t re g u la tio n  to  be th e  
m ost e ffic ien t. N evertheless, ju s t  because under 
the  p resen t c o n d itio n s  o f  th e  H ungarian  econom y 
it seems to  be  in fact m ore  advan tageous to  give 
g reater scope to  th e  m ark e t regu la tion  in several 
fields o f  p ro d u c tio n  an d  d is tr ib u tio n , it  is n o t to  
be fo rg o tte n  th a t  o th e r  schem as also ex isted  in 
th e  course o f  h is to ry , an d  m ay ex is t in th e  
fu tu re , and th a t  in to d a y ’s H ungarian  society , 
to o , th e  o th e r  th ree  d is tr ib u tio n  schem as also 
play  highly im p o rta n t ro les (n o t  o n ly  th e  cen tral 
red is trib u tio n ). Y et, in o rd e r  to  avoid m isunder
standings, Zsuzsa Ferge o u g h t to  clearly  take  a 
stand in the  m a tte r  th a t  w h a t she advocates is n o t 
a general suppression  o f  th e  m ark e t con tro l.

To th e  above is co n n ec ted  th e  reco g n itio n  o f  
the right to live as a p rinc ip le  o f  d is trib u tio n . 
A ccording to  Zsuzsa Ferge, th is  p rincip le  is n o t 
declared  fo r  socialism , b u t  ta c itly  it is m ore o r 
less asserted . I t  seem s th a t  she w ould  like if  th e  
p artic ipa tion  in goods and  services b y  th e  righ t to  
live w ere asserted  m ore  th a n  is th e  case now , 
m ainly  in th e  social po licy . T h is w ou ld  en ta il, o f  
course, im p o rta n t m ate ria l consequences: it 
m eans th a t th e  g lobal a m o u n t o f  social allow 
ances w ould  g row , and  th u s , w ages cou ld  grow 
less. In  o u r d ays, w hen  it is  very im p o rta n t to  
s tim ula te  e ffic ien t p ro d u c tio n , th e re  are m any  
o p p o n en ts  o f  increasing b e n e fits  in  H ungary . The 
fac t, how ever, th a t  w e see c learly  th e  p resen t

obstacles to  increasing  benefits  ( th o u g h , even 
under th e  p re sen t co n d itio n s, I th in k  i t  desirable 
to  m ain ta in  th e  re a l value o f  m ost k in d s  o f  th e  
financial b en efits , and  th e  raising o f  som e, first o f  
all o f  th e  fam ily  a llow ance) need n o t p ro m p t us to 
ab an d o n  th e  long-range objective o f  providing 
a d eq u a te ly  — nearing  th e  average level -  fo r 
every m em ber o f  soc ie ty : children , th e  o ld , th e  
sick, an d  th e  d isab led .

In  d iscussing th e  d is trib u tio n  accord ing  to  
work', Z suzsa F erge  in tro d u ces an  even m ore 
novel c o n ce p t, th e  key position, th a t is, k ey  ro le , 
w hich  th e  ind iv idual, th e  g roup  o f  a p rofession , 
o r  a sec to r fu lfils  in  th e  econom y and in society . 
She p o in ts  o u t ,  c o rrec tly , th a t it  is im possib le  to  
com pare  w orks pe rfo rm ed  on  th e  n a tio n a l level, 
on  th e  basis o f  e ith e r  past inpu ts , o r  th e  p resen t 
energy  in p u ts , o r th e  resu lts o f  th e  w o rk . (O f 
course, th e  w o rk  o f  tw o  w orkers o f  th e  sam e 
trad e  and w ork ing  u n d e r iden tica l co n d itio n s  can 
be co m p ared , b u t  b ey o n d  th is th ere  are n o t any  
ob jec tive  g ro u n d s fo r th e  com parison o f  p erfo r
m ances.) T h e re fo re , th e y  cannot be ta k e n  fo r a 
basis o f  d is tr ib u tio n  accord ing  to  w ork . In stead , 
Zsuzsa Ferge suggests th a t  d is trib u tio n  accord ing  
to  w ork  should  m ean  th a t  those earn  m ore  w ho 
fill a  key  p o sitio n , o r  p lay  a  key  role in th e  coun
try  (m iners, ag ricu ltu ra l w orkers, those  w ith  high 
professional skill, e tc .) . Since, how ever, th is can
n o t be m easured , e ith e r, Zsuzsa Ferge w ou ld  rely 
on  a  m ore  conscious ac tiv ity  o f  th e  cen tre  and  on 
th e  p u b lic  o p in io n  in de term in ing  th e  k ey  posi
tions . W hat w o u ld  h ap p en  in rea lity  is n o th in g  
else th a n  th a t th e  p rincip le  -  according to  w hich 
th o se  w hose w o rk  is m u ch  in dem and  b y  soc ie ty , 
o r, in a s trong ly  fo reign  trad e  o rien ted  c o u n try  as 
H ungary , b y  th e  w o rld  m arket, earn  m ore  — 
w ould  be  asserted  m ore  de libera tely  and  m ore 
ra tio n a lly  th a n  u nder m ark e t cond itions. Thus, 
fo r exam ple , i t  has to  b e  accep ted  th a t,  i f  a d e te 
r io ra tio n  o f  p u b lic  tra n sp o r t in big cities is m en
acing, b u s drives shou ld  g e t higher wages. A t the 
sam e tim e , Zsuzsa Ferge p o in ts  o u t  (in  C hapter 
8 .3 .2 .)  th a t  in  th e  d iffe ren tia tio n  o f  w ages it  is 
n o t eco n o m ic  n eed s  a lone  th a t p lay  a  ro le , b u t 
e ffo rts  to  preserve th e  given social s tru c tu re  as 
w ell. She o u g h t to  ex p la in  in fu rth er d e ta il  ye t 
th is  im p o rta n t th o u g h t.

F ina lly , tw o  m in o r critical rem arks. Zsuzsa 
Ferge deals w ith  th e  social benefits  in k in d  —
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su ch  as educa tion  a n d  p u b lic  health  -  m u c h  less 
th a n  th e y  deserve, th o u g h  th ey  have a  d e te r 
m in a n t ro le  in social re p ro d u c tio n . I m iss a  tab le  
o f  th e  per head a m o u n t o f  th e  various b e n e f its  in 
k in d  fo r  each social, g ro u p  (as in T able 10 .7  in 
w h ic h  benefits  are given as d is trib u ted  b e tw ee n  
B u d ap es t, th e  cities, an d  th e  villages). A lso , th e  
c o s ts  o f  acquiring  a dw elling, and th e  social 
d iffe re n tia tio n  o f  h o u sin g  costs are h a rd ly  d is
cu ssed , though  e x ac tly  i t  is in th is field  th a t  th e  
jo in t  e ffec t o f  th e  m a rk e t  cond itions an d  o f  re 
d is tr ib u tio n  p ro d u c e  in  H ungary re su lts  w id e ly  
d e v ia tin g  from  w h a t w as in ten ted .

I see as very s ligh t th e  im p o rtan ce  w h ic h  
Z suzsa  Ferge a ttr ib u te s  to  th e  m u tu a l assis tan ce  
g iven w ith in  fam ilies, a  larger circle o f  re la tiv es, 
o r  sm all com m unities, th o u g h  all these w o u ld  in 
f a c t  f i t  in to  th e  n o t io n  o f  recip rocity  w h ich  she 
uses. O f course, it w o u ld  be  w rong to  sh if t th e  
b u rd e n  o f  the  care fo r  th o se  m em bers o f  so c ie ty  
w h o  n eed  tem p o ra ry  o r p e rm an en t he lp  f ro m  th e  
s ta te  to  an increased  e x te n t  Onto th e  sm all com 
m u n itie s  and fam ilies. O n  th e  o th er h a n d , i t  has 
to  b e  accep ted  th a t  th e  m acro-level in s t itu t io n a l  
care  does n o t re a c h  everyone w ho n e ed s  i t:  it  
c a n n o t satisfy every  h u m an  need. T he h e lp  o f  
fam ilie s  and o f  o th e r  sm all com m unities is and  
w ill b e  im p o rta n t a n d , th e re fo re , it deserves sup 
p o r t  from  social p o licy .

In  th is  review I se lec ted  those  id eas f ro m  
Z su zsa  Ferge’s b o o k  w h ich  are c o n te s te d  b y  
m a n y , as far as I k n o w , b u t  w ith  w hich  I agree , as 
w e ll as a few such issues in w hich I w o u ld  stress 
som e o th e r  p o in t. T h e re fo re , so as to  av o id  th e  
a p p ea ran c e  o f  having som e strongly c o n te s tab le  
b o o k  b e fo re  us, I w ish  to  m ake it  clear th a t  in  m y  
o p in io n  it  is a h igh ly  valuab le  w ork , w h ic h  I re 
co m m en d  w h o le -h earted ly  to  th e  read in g  p u b lic  
an d  w hich  I w o u ld  g lad ly  see also as a  m an u a l 
u sed  in  un iversity  e d u c a tio n .

R . A N D O R R A

L A K Y , T.: Érdekviszonyok a vállalati döntések
ben (In tere st re la tio n s  in  en terprise  decisio n s.) 
B u d ap es t, 1982. K özgazdasági és Jog i K önyv
k ia d ó . 351 p.

In  her boo k  T eréz  L ak y  exam ines th e  sys tem  
o f  en te rp rise  in v es tm e n t decisions in H u n g ary . 
F ir s t  she sets fo r th  th e  la test resu lts o f  decision

th eo ry  an d  o rgan isational socio logy . T h en , re ly 
ing o n  he r em pirical re search , she exam ines th e  
p rac tice  o f  decision. W ith in  th e  la tte r , she tre a ts  
first th e  in te res t re la tio n s th a t  shape th e  decision  
process, th e n  goes on  to  p re sen t th e  asse rtion  o f  
in te res ts  and  its  m echan ism . In  th e  last p a rt o f  
th e  b o o k , th e  au tho ress a tte m p ts  to  p rov ide  a 
d esc rip tio n  o f  th e  in te res t re la tio n s  th a t  maintain 
the  given decision  p rac tice .

T h e  m ain  d ifficu lty  w h ic h  T eréz  L aky  alw ays 
finds h e rse lf faced w ith  is th a t  th e  p h e n o m e n o n  
revealed  is absurd  fro m  th e  aspect o f  th e o ry , y e t 
reaso n ab le  in th e  given co n d itio n s . S u ch  is, fo r 
ex am p le , th a t  “ w hile in  th e  m o d e rn  cap italis t 
large en te rp rises  it  is a  genera l e f fo r t to  have as 
m any  sec tions o f  th e  o rg an isa tio n  tak e  p art (in  
th e  decisions M. L .) as possib le , in  H ungary  th e  
genera l e f fo r t is th e  o p p o site : to  keep  th e  n u m 
ber o f  p a rtic ip a n ts  as low  as possib le .”

A ll th is  com pelled th e  a u th o r  to  m ake a com 
prom ise. W ith  d u e  re sp ec t fo r  th eo ries , y e t d is
carding th em , she says: “ fo r  a  de ta iled  analysis o f  
th e  decision  process I ta k e  fo r  basis th e  schem a 
o f  th e  tim e  periods o f  ac tiv ities”  — know ing  th a t  
it carries th e  disadvantage o f  be ing  u n ab le  to  con
vey th e  parallelism  o f  th e  v arious even ts o f  th e  
process. L ater it  tu rn s  o u t  th a t  even th is  fo rced  
com prom ise  cannot b e  ach ieved , since “ The 
ex ac t len g th  o f  tim e  o f  m aking  a  decision  could  
n o t  be d e te rm in ed , p rim arily  because  in  m ost 
cases th e  beginning o f  th e  a c tio n  cou ld  n o t  be 
linked to  an y  clearly d e fin ed  d a te . The beg inn ing  
o f  ce rta in  developm ent p ro je c ts  is ro o te d , in  fa c t, 
in a c tio n s  s ta rted  o r d ec id ed  som e decades b e fo re  
and la te r p o stp o n ed  — th e y  are  a  m o re  o r  less 
am en d ed  version o f  fo rm er c o n ce p tio n s .”  Such 
in v estm en t plans, ly ing  in  d raw ers an d  to  be  
tak e n  o u t  an y  tim e  are  to  b e  fo u n d , acco rd ing  to  
T eréz L aky , w ith  every en te rp rise  m anager.

In  sp ite  o f  these  d ifficu lties , th e  au th o ress 
goes in to  a de ta iled  analysis o f  th e  even ts tak ing  
p lace in  the d iffe ren t phases o f  th e  decision  p ro 
cess. O n reviewing th e  ph ase  o f  in itia tive , she 
p o in ts  o u t:  all th e  decisions u n d e r ex am in a tio n  
w ere  in itia te d  as a  d u ty  c o n n ec te d  w ith  th e  jo b . 
“ A m ong m anagers, th is  is n o t  considered  an  in iti
a tive, b u t  an  ob lig a to ry  m ove, som etim es im pera
tive , th e  u rgen t se ttling  o f  a  p ro b lem .”  T h e  in iti
a tive, w h ich  is n o t, as o n e  w o u ld  th in k , a p leasan t 
aspect o f  th e  m anager’s w o rk , b u t  a  p a in fu l d u ty ,
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is fo llow ed  by  th e  p hase  o f  asking fo r o p in io n . 
T here  is no  decision  y e t, how ever, acco rd ing  to  
T eréz L aky’s c o m p u ta tio n s , 9 0 - 9 5  p e rcen t o f  
th e  execu tives are  le f t o u t  o f  it. N o t even th e ir 
o p in io n  on  th e  p ro je c t is w an ted : “ I t w ould  have 
b een , th eo re tica lly , in  th e  in te res t o f  th e  upper 
level m anagem ent o f  th e  en te rp rises  th a t  th e  
execu tives o f  th e  d iffe re n t sec tions rep resen t -  in 
th e  in te res t o f  th e  en te rp rise  and  in a  m anner 
ex p ec ted  by  th e  en te rp rise  — th e  p a rtia l in te res ts 
also in th is case, an d  th a t  th e  ac tions to  be  s ta r t
ed be  selected th ro u g h  a rg u m en ts  su p p o rte d  by  
co m p u ta tio n s .”  In  th e  fo llow ing  phase: th a t  o f  
giving op in ion  on  th e  p ro jec ts , th e  s itu a tio n  is 
th e  sam e: “ Instead  o f  m aking  d e lib e ra te ly  the  
d iffe re n t in te res ts co n flic t w ith  each  o th e r , w hat 
is fo u n d  is th e  avo idance  and  neg lect o f  d ispu tes. 
T he purpose  is n o t th a t  th e  sec tions rep resen ting  
each a  d ifferen t sphere  o f  th e  c o o p era tio n  reco n 
cile th e ir in te res ts  in  in s titu tio n a l fo rm s; even th e  
fo rm s fo r th is  are m issing fro m  th e  regu lar system  
o f  th e  p rocess.”

A fte r all th is , it  is n o t  surprising  th a t  th e  
ac tu a l decision is in  m o st cases fo rm al: the  
fo rum s called u p o n  to  m ake th e  decision  are 
faced w ith  a fait accompli and  accep t “ unan i
m o u sly ”  the  p roposals su b m itted . The la tte r  do 
n o t even co n ta in  e stim a tes o n  th e  p ro b a b le  re 
tu rn s  o f  th e  ac tio n , n o r  o n  th e  sales perspectives 
o f  th e  p ro d u c t to  be  m an u fa c tu re d .

In  accordance  w ith  th e  descrip tive  and  a n a ly t
ical characte r o f  th e  s tu d y , T eréz  L aky  do es n o t 
q u a lify  th is  s ta te  o f  a ffa irs  b u t ,  m ain ly  in th e  tw o  
last chap ters  o f  th e  b o o k , p rov ides an  ex p lan a
t io n  fo r th is  p articu la r p ra c tic e , c o n tra d ic to ry  to  
decision  th eo ry  as w ell as to  th e  p rac tice  o f  th e  
advanced m arket e co n o m ies. She establishes th e  
fa c t th a t ,  in th e  H ungarian  in d u stry , a t  least in 
regard  on  investm ents , “ th e  m o st im p o rta n t 
even ts d id  n o t tak e  p lace  w ith in  th e  en te rp rise , 
b u t  in th e  sphere above i t.”  “ T he en te rp rise  deci
sion process on  in v estm en t p ro jec ts  w as d irec ted , 
in m o st cases, outwards: it w as n o t  fo r th em 
selves, b u t  fo r o th e rs  th a t  th e  advantages o f  a 
d evelopm en t had to  be  p ro v e d .”

As a consequence, “ m eans an d  ends changed 
places fo r  th e  en te rp rises” . T he p rim ary  a im  was 
to  acqu ire  m oney: in  o rd e r  to  o b ta in  develop
m en t possib ilities th ro u g h  jo in in g  in th e  usually  
long-term  developm en t p rog ram m es o f  th e  su

prem e a u th o r itie s  disposing  o f  th e  resources, th e  
en te rp rises  w ere  read y  to  develop an y th in g , 
w h e th e r  th e  a c tio n  w ould  m ee t th e  real needs o f  
th e  en te rp rise  o r  n o t .”  (O n such  an  occassion  an  
m vestm ent p ro jec t lying fo r years in a d raw er can  
be a  veritab le  treasu re .)

T he a u th o re ss  establishes fu r th e r  th a t  “ th e  
p rocess w ith in  th e  en te rp rise  becam e su b o rd i
n a ted  to  th e  a im ” . W hat is m o re : “ F rom  th is  as
p ec t, it becam e an  exce llen t an d  useful in stru m en t. 
S ince it becam e  a necessary  con d itio n  o f  th e  
acqu isition  o f  th e  d evelopm en t resource  th a t  a 
few  in itia te d  m anage th e  affairs, th e  sphere o f  th e  
p a rtic ip a n ts  w as reduced  to  th e  to p  executives 
d irec ting  th e  bargain ing and  to  th e  sec tions 
selecting th e  techno log ica l so lu tions o f  th e  real 
ac tio n . S ince it becam e unnecessary  and  even 
undesirab le  th a t  th e  d iffe re n t sec tions d u ly  assess 
ex p ec tab le  in p u ts  an d  re tu rn s , th e  process could 
be lim ited  to  rou tine-based  estim ates, and to  th e  
m aking o f  c o m p u ta tio n s  and  p lans requ ired  fro m  
o u tsid e . S ince it  w as im p o rta n t to  avoid d ispu tes 
th a t m igh t reveal th e  w eak p o in ts  o f  th e  a c tio n , 
th ey  w ere  neg lec ted .”

The e co n o m ist w ould  p ro b a b ly  fin ish  th e  
analysis a t  th is  p o in t, T eréz L ak y  is, how ever, a 
sociologist an d  th e re fo re  also w an ts  to  k n o w , 
w hy th e  m edium -level in d u stria l en te rp rise  
executives acc ep t th e ir  passive execu tive  ro le . O r, 
to  p u t  th e  q u e s tio n  m ore  p ro fan e ly , w h a t p lea
sure th e  vast m a jo rity  w ith in  th is  circle find  in  
th a t d ecisio n s are m ade above th e ir heads, in 
m ost cases w ith o u t th e ir asking, crea ting  o r  
changing c o n d itio n s  w hich  w ill in fluence  th e ir 
w o rk  in  th e  long  ru n . I t w ould  be  a m istake  to  
believe th a t  th e  H ungarian  en te rp rise  m anagers 
revo lt against th is  s itu a tio n : “W ith  th e  en terp rises 
under e x am in a tio n , it w as strik ing , how  th e  
m anagers s ticked  to  th e ir en te rp rise , to  w hat 
e x te n t th e y  id en tified  them selves w ith  i t,  how 
closely th e y  linked  th e ir ind iv idual w ell-being to  
th e  fu tu re  o f  th e  en te rp rise , in o th e r  w ords, how  
in tensively  th e y  a re  in te res ted  in th e  develop
m en t o f  th e ir  own  en te rp rise .”

T eréz L ak y  p o in ts  o u t ,  how ever, th a t  th is  is 
n o t a k in d  o f  in te rn a lly  d irec ted , Japanese-type  
a tta c h m e n t to  th e  com pany , b u t  a forced at
tachment o f  th e  m anagers: “ F o r th e  m ajo rity , 
th e  given e n te rp rise  rep resen ted  n o t on ly  the  
scene o f  th e ir  rise , b u t  it  w as here  -  and , because
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o f  en v iro n m en ta l co n d itio n s, a lm ost exclusively  
here  -  th a t  th e y  cou ld  h o p e  fo r  a  possib le  fu r
th e r  p ro m o tio n .”  A m ong th e  en v iro n m en ta l co n 
d itio n s , it  is th e  w o rs t th a t  because  o f  th e  ex 
tre m e ly  h igh  cen tra lisa tio n  o f  th e  H ungarian  
in d u s try , specialists in  th e  m an u fa c tu re  o r  sales 
o f  a  ce rta in  k in d  o f  p ro d u c t o r service can 
“ choose”  b e tw een  ju s t  o n e  o r  tw o  jo b s . T h ey  a re  
fu r th e r  tied  to  th e ir  en te rp rise  b y  th e  fa c t th a t  
e lsew here , fo r ex am p le , in an  e d u ca tio n a l in s t itu 
t io n , th e ir  incom e w o u ld  be  m u ch  low er, and  
also , th a t  th e  housing  shortage  prevailing in  th e  
w ho le  c o u n try  does n o t  a llow  th e ir te rr ito ria l 
m o b ility , e ith e r. I t  is given o n ly  fo r an  insignifi
can t m in o r ity  th a t  “ th e y  n eed  n o t p u t  u p  w ith  
every  com prom ise  an d  accep t every s itu a tio n  in 
th e  given en te rp rise , b u t  m ay  a tte m p t to  assert 
th e ir  o w n  in te re s ts  a n d , in  case o f  co n flic ts , have 
a  p lace  w h ere  to  go .”

T h is  h igh -standard  b o o k  b y  T eréz L aky  m ay  
be u sefu l n o t  o n ly  fo r  th e  en te rp rise  m anagers 
b u t  fo r  all th o se  in te re s ted  in  H ungarian re a lity . 
I t w o u ld  b e  good  i f  it  co u ld  becom e a m an u a l a t 
universities an d  a t every  p lace  w here in d u str ia l 
execu tives are tra in ed . T h e  m ain  v ir tu e  o f  th e  
b o o k  is th a t  i t  reveals th e  sources o f  th e  b ad  
genera l feeling  o f  a  qua lified  an d  re la tive ly  in flu 
e n tia l social g roup  w ith  h igh  living stan d ard s . The 
dem oralis ing  e ffec ts  o f  th e  im possib ility  o f  self
acco m p lish m en t, and o f  fo rced  a tta c h m e n t are , 
o f  cou rse , h a rd ly  fe lt b y  th e  w o rk e rs  and  th e  sala
ried  em p lo y ees (a t m o s t th e y  m ay su ffe r fro m  
grave psych ic  d istu rb an ces). W orking a t  then- 
o b so le te  m achines, d o ing  e x tra  w o rk  o n  w eek 
ends, bu ild in g  a h o m e  fo r  long years, th e y  m ay  
envy th e ir  superio rs — b u t  th e  high p rice  o f  th e  
w ell-heated  o ffices, th e  w h ite  overalls an d  th e  car 
w o n d e rs  o f  E aste rn  E u ro p e  rem ain  h id d en  fro m  
th e ir eyes.

M. LA K I

SC H W EITZER , I.: A vállalatnagyság (E n te rp rise  
size.) B udapest, 1982 . Közgazdasági és Jog i 
K ö n y v k iad ó . 147 p.

T h e  Publishers “ K özgazdasági és Jo g i K önyv
k iad ó ”  have b ro u g h t o u t ,  th is  tim e  w ith  an  ex em 
p la ry  p ro m p titu d e , a  b o o k  o n  a  very tim e ly  sub

je c t:  Iván Schweitzer’s b o o k  exam ines a q u estio n  
th a t  has been th e  sub ject o f  d iscussions in H un
gary fo r over te n  years, also  a m o n g  th e  w ider 
public . Is th e re  an  o p tim u m  m anagem ent-organ i
sa tiona l size fo r a socialist en te rp rise  an d , if  so, 
w h a t is it  like? In  o th er w o rd s: sm all o r large 
en terprise  — th e  q u estio n  arose  in  th is  fo rm  o f  a 
false d ilem m a in  w hich  certa in  e x tre m itie s , d e te r
m ining also th e  daily  p rac tice , have o f te n  p re 
vailed. To avoid th is risk , th e  a u th o r  p rov ides a 
th eo re tica l an d  h isto rica l fram ew ork . H aving ex
am ined  th e  techn ica l an d  sec to ra l p articu la rities , 
he  m akes h is o w n  suggestion as to  th e  fu rth er 
desirable tendencies in th e  H ungarian  in d u stry .

In Part I  th e  id ea  is o u tlin e d  th a t  th e  in te r 
p re ta tio n  o f  th e  o p tim u m  size o f  th e  en terprise  
requ ires firs t o f  a ll th e  fo rm u la tio n  o f  an e c o 
nom ically  m ean ing fu l co n cep t o f  an  e n te r 
prise. A ccord ing ly , “ an in d u stria l en te rp rise  is an 
organisational u n i t  o f  th e  e co n o m y  w ith  inde
p e n d en t acco u n ts , w hich can  decide, w ith  the  
g reatest possib le  in d ep en d en ce , o n  th e  develop
m e n t o f  its  o w n  p ro d u c tio n  s tru c tu re  an d  p ro d 
u c t p a tte rn , re ly ing  o n  a free  cho ice  o f  its  m ar
ke ts o f  sale an d  p u rch ase .”  By th is  d e fin itio n  th e  
en terprises o f  th e  com petitive  sphere  a re  clearly  
separa ted  fro m  o f  p u b lic  u tilitie s  (educa tion , 
e lec tric ity  supply , e tc .) , as w ell as fro m  th e  asso
cia tions com bines and  th e ir  m em b er organiza
tio n s o f  th e  directive m an ag em en t system . In  the  
a u th o r’s ju d g em en t, th e  closer th e  H ungarian  in 
dustria l en te rp rises  com e to  th is  th eo re tic a l con
cep t, th e  m ore  successful th e  re fo rm  o f  th e  H un
garian econom ic  m echanism  a im ed  a t  socialist en 
trep ren eu rsh ip  is.

Part I I  presen ts  th e  changes in  th e  H ungarian  
en terprise  size s tru c tu re  b y  m ean s o f  a  d e ta iled  
descrip tion  o f  even ts in  th e  p e rio d s  1948 to  
1956, 1957 to  1 9 68 , 1968 to  19 7 2  an d  1972 to  
1978. I t  recalls th a t  th e  vast m ergers o f  th e  years 
1 9 6 2 -6 4  w hich  estab lished  th e  c u rre n t organ
izational system  o f en te rp rises w ere  d ue , para
doxica lly , a lso  to  an  in te n tio n  o f  b ring ing  ab o u t 
enterprise  independence . This w as because, at 
th a t tim e, th e  system  o f  tru s ts  an d  n a tio n a l large 
en terprises w as regarded as th e  basis fo r  eco
nom ic decen tra lisa tio n  co n sid ered  as desirable, 
w hich w ou ld  p rov ide, a f te r  tran sfe r o f  a u th o rity , 
also fo r a guaran tee  th a t  eco n o m ic  p rocesses can 
be “ k ep t in h a n d ” . T hus a  p ecu liar economic
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mechanism resting on the supply responsibilities 
o f  large enterprises developed, in which the plan 
bargain was complemented, even before the 1968 
reform, by a bargain for financial resources and 
later (after 1968) substituted by it. This peculiar 
-  neither directively planned, nor regulated -  mar
ket-mechanism was to exist only as a transitory 
phenomenon as a compromise built into the ac
tual logic of the economic reform. However, it 
kept on existing also in the 70’s. By describing it, 
Iván Schweitzer contributes significantly to Hun
garian economic theory (and also to our self- 
consciousness). By the same token he also pro
motes the elaboration and implementation of 
the comprehensive further development of the 
Hungarian economic mechanism which has be
come an urgent necessity by now.

In giving details o f the developments after 
1968 the author points out that it was exactly 
because of the inconsistencies o f the Hungarian 
reform, among other things the overstabilised sys
tem of large organisations that the situation so 
often discussed in the mid-1970s came about in 
which, in certain cases, a small cooperative could 
win a monopolistic position against a large enter
prise of international importance. The efforts at 
amalgamation, “reacting” on this situation, did 
not ease, but rather aggravated the difficulties 
(for example, shortage in spare parts).

Part III  discusses the theory of enterprise size. 
Surveying the sources of the economies of scale it 
points out that they can only be interpreted on fac
tory level but not on that of a combine with sev
eral factories. It is demonstrated, on the strength 
of international investigations, that the optimum 
enterprise size can be computed only in the case 
of manufacturing homogeneous or standard pro
ducts with a given technology, assuming un
constrained marketing possibilities, and neglecting 
the aspects and effects of competition, mainly of 
international competition. Therefore, it is not 
possible to state the best size of capacity of 
newly established factories relying directly on 
economies of scale calculations. The advantages 
of the horizontal or vertical organisation of a 
multifactory enterprise, of the expansion of its 
sphere of activities, and the enterprise-level, inter
factory advantages of organisation, diver
sification, buying and selling, etc. -  may often 
well exceed factory-level opportunity costs of

expanding production below the technically op
timal scale. Taking country-size, historical tradi
tions and other relevant factors into account, it is 
clear that an optimum enterprise size cannot be 
deduced from the concept of economies of scale, 
even at a theoretical level.

Part IV  investigates the sectoral nature of 
enterprise structure. It stresses that an enterprise 
unites a wide range of activities and the possibil
ities for economies of scale are different with 
each activity. It is found mainly in the industrial 
branches engaged in assembly work -  such as the 
engineering industry -  that a small-scale organ
isational framework can achieve the same or an 
ever greater competitiveness than the large organ
isation in the manufacture of special parts, as 
well as in auxiliary activities pursued in inde
pendent organisational units (for example, mar
keting, computer services). The “brain contribu
tion” of the fields having small markets and 
demanding special knowledge overcompensate 
the higher costs of small-scale production. Sur
prisingly, international statistical examinations 
do not support the widely spread belief that the 
introduction of new products is a “privilege” of 
large enterprises. On the contrary, in the initial 
stage of innovation, small enterprises have at least 
as much weight than mammoth companies in 
several Western countries. It is particularly char
acteristic o f the sales of products already intro
duced on the market, that is, of the so-called ripe 
products that it is not worth expanding produc
tion up to  the technically optimum size of series, 
since the market will not absorb it. In that case, 
it is in a proper choice of the product pattern, in 
the profit increasing parallel with the share held 
on the market, and in non-technical economies 
that the enterprise is compensated for its higher 
than “optimum” costs. However, large enter
prises have clearly an advantage in competition, if 
the entry costs for a particular market are high. 
One of the important consequences of this is that 
very few large enterprises are founded in the 
capital-intensive industries, or if  they are, only 
with the use of foreign equity capital. New enter
prises are established almost exclusively in the 
small-scale sphere: they concentrate on products 
that are more advantageous to manufacture with
in the framework of a small organisation. Thus 
the most efficient and most competitive enter
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prise is constantly shaped by many different fac
tors and it may exist also in many different forms 
in a given country and at a given time.

Several disadvantages are concomitant with 
the Hungarian industrial enterprise structure, 
built up exclusively on production line and man
agement technical considerations (or, owing to 
their predominance), overcentralised as compared 
to a constantly changing, and flexible organisa
tional system of large and small enterprises, coex
isting, cooperating and competing among them
selves. The large enterprises often cannot realise 
their economies of scale, exactly because of the 
lack of subcontractors, even in cases in which 
these would be — or could be — considerable 
from the technical as well as from the economic 
aspect. At the same time, the over-emphasising of 
economies of scale considerations in practical 
management decisions has led to the neglect of 
maintenance, poor range o f choice, delayed and 
insufficient adjustment to demand, the suppres
sion of quality and flexibility considerations and 
a permanent shortage o f spare parts in the whole 
of the Hungarian industry.

The therapy made in  Part V for the ten
dencies of further development are result of 
this diagnosis. Obviously, the optimum size of 
enterprise depends on space and time, capital- 
intensity, group of products, branch of industry, 
that is, on a number ot variables. Instead o f fur
ther theoretical examination of the optimum en
terprise size it would be of more use if the earlier

preconception were given up according to which 
the size of enterprise can be well determined, and 
for a long time, by a single and conscious decision 
of state administration. The analyses rather point 
to the opposite; thus, it would be important to 
construct a mechanism of enterprise foundation, 
amalgamation, separation and liquidation, based 
on the symbiosis of large, medium and small 
enterprises, in. which the organisational frame
work of the enterprise might constantly change 
depending on the tasks or economic expediency. 
In selecting or changing their range of products, 
Hungarian enterprises ought to take it into ac
count that the size of the country and of its 
capital do not usually allow them to be compe
titive on the market o f such products in which 
the economies of scale can be realised only by 
multinational companies, because of difficulties 
of finding a market, or because of research and 
development, or for some other reason. However, 
as Iván Schweitzer points out, the slogan of trans
forming enterprises, (large enterprises among 
them), into real enterprising ventures should not 
become a substitute for deliberate decisions of 
central management bodies aimed at correcting 
the deformations that have by now developed in 
the Hungarian enterprise organisation. I t is only 
in this way that the conditions for a viable start 
of an “organic” enterprise development as de
scribed above can be created.

L. CSABA
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E D IT O R IA L  NOTE

On 21—22 September 1982 a conference was held in Budapest, at the Hungarian 
Academy of Sciences to mark the thirty-fifth anniversary of Hungarian national planning. 
The conference, “Planning of the Future — the Future of Planning” , was arranged in four 
sections, mostly with Hungarian participants and with a few invited foreign contrib
utors.*

Instead of reviewing the conference it seemed worth-while to publish some lectures 
whose full text might be of interest to our readers. Thus we invited the authors to 
contribute to a special issue. Some of them have used this opportunity to reshape, 
complete or enlarge their lectures, others have given their consent to publish the original 
conference paper. This fact explains the differences in form and size.

The Editor

»Proceedings o f the conference were published in Hungarian (A jövő tervezése -  a tervezés 
jövője Budapest, 1982. Országos Tervhivatal Tervgazdasági Intézete 495 p.) and English and Russian 
abstracts have also appeared, both under separate cover. (Planning o f  the Future -  the Future o f  
Planning. Budapest, 1982. Institute of Economic Planning. 172 p.) (Планирование будущего -  
будущее планирования. Будапешт, 1982. Институт планового хозяйства Государственного 
планового управления ВНР. 192 стр.)
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L. FALUVÉGI

ACTUAL CONCERNS AND RESPONSIBILITY 
OF THE HUNGARIAN PLANNERS

The author calls attention to the new tasks facing planning under the changed conditions 
of world economy. In these conditions long-term planning is o f enhanced importance. It has to 
outline a realistic and attractive picture of the future and work out the strategy of the path 
leading to this future. As regards medium-term (five-year) plans, they remain the main instru
ments in CMEA plan coordination. Annual plans are necessary to  adjust to the fast changing 
circumstances.

Planners have a great responsibility, now greater than ever. It is their vocation to  find the 
ways and means of the future. In this work there is a major risk but it must be taken, even if 
errors cannot be avoided.

Hungarian planned economy started with a three-year-plan in the autumn of 1947, 
with the initial objective of removing of the ravages of the war. Since that time, during 
the last three and a half decades, appreciable historical changes have taken place in our 
social conditions, in the development and structure of our economy, in the way of life 
and the way of thinking of the people.

Great changes have taken place in the world and we have had to face ever newer 
and pressing tasks thus stimulating internai development.

Naturally, national economic planning has undergone several changes during this 
period: on the one hand the ever more complicated process of development, and on the 
other hand, the economic-political objectives and the reform of economic control and 
management have prompted us to review again the tasks and the scope of planning in 
details.

In the meantime, the instruments of planning have considerably multiplied owing 
to the development of statistics, information and computer science, and through the 
results of economic sciences and other related disciplines as well. This anniversary pro
vides an excellent occasion for the experts of national economic planning to make sum
maries and evaluations. But I emphasize that this is only an occasion because experts of 
national economic planning are today much more motivated by responsible conscience to 
renewed exchanges of their views. The reason for this is that nowadays we are living 
under new, more difficult and more complicated conditions which affect every aspect of 
our economy and society.

This is why we often pose the question to ourselves: How are we, planners, pre
pared to comply with the following three requirements raised towards us?

1. Are we able to propose constructive and dynamic solutions for the tasks facing 
the socialist economy and society during this period when the economy has to strive for
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the higher targets set by intensive development, even though world economic conditions 
are becoming ever stricter and we may be confronting almost unachievable standards?

2. Do we always think of our commitment to which planners are obliged to con
tribute, namely, to the solution of the universal, or expressed more fashionably, global 
problems of the world, in order to create a healthy economic and financial background 
for cooperation among countries, thus lessening social uncertainty, and encouraging 
mutual understanding?

3 .  Finally, has national economic planning undergone enough and adequate 
changes? Has our planning undergone adequate development with respect to its methods 
and social openness, which will enable it to face the more complicated new tasks, thus 
grasping the opportunities which new situations provide?

In view of these questions it becomes clear why we devoted our conference to the 
future as opposed to the analysis and evaluation of the past to provide the foundation. 
We are fully aware of the fact that national economic planning does not exclusively 
imply economic policy or economic control and management: it is not merely a scientific 
or professional matter, it is simultaneously a social and human affair and even a matter 
of humaneness.

I feel that our meeting has accomplished its goal. It has contributed to furthering 
national economic planning, and to reinforcing its political and professional prestige. 
Both the critical comments and helpful suggestions have played a role in this in a bal
anced way.

With everything presented so thoroughly, I can do little more than stress three 
interrelations which were raised in all sections of the discussion from one angle or another.

How have our concepts concerning national 
economic planning, and the plans of differing length changed

The epochal achievements of social development and the magnitude of change in 
economic conditions have forced us to think over the picture both of national economic 
planning and of the plan that we shaped for ourselves during the past thirty-five years.

The essential mission of planning has always been to build a bridge between polit
ical ideals, economic conditions or laws, and the interests of societal groups. Every pillar 
of that bridge must be equally stable if it is to stand up to time. It stems from this prin
cipal conclusion that planning must increasingly become a continuous activity which is 
not concluded when the plans of varying time horizons are given a legal form. This con
tinuity is more important than before. Let us confess, this has not always been our 
opinion.

Another feature of our old concept was that otherwise very important interrela
tions of detail received a disproportionately great role in the plans. Today planning must 
have a better grasp on the essence of economic policy and articulate it better. This 
includes the social impacts and the key points and conditions for implementation of the
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plan. Based on the national economic plan the activities of the respective economic units 
must be controlled in such a way that incentives be given for the implementation of our 
economic policy targets principally through their own system of interests with the plan 
containing restrictions on them only to the unquestionably necessary extent.

The plan must act as a mobilizing force for social as well as for economic action. 
This can only be attained if, in planning workshops, the various professional and social 
interests and points of view are allowed to work out their conflicts with each other and 
over the economic interrelations. This is something which we must undertake, even if at 
a risk because this is the only way that the plan and planning can become a material 
driving force operating towards societal cooperation and, perhaps we may say without 
exaggeration, a vitally important source of national identity.

It was in this context that the role and interrelations of the plans of varying 
horizons were raised in the debate. Opinion was unanimous that perspective planning is 
needed now perhaps more than ever before. We cannot avoid giving a socialist reply to 
the vital questions of mankind, in keeping with our own national conditions. We must 
show the young people the road to the future so that they be able to trust in it and 
identify themselves with our socialist ideals in an active way, and contribute to turning 
them into practice. For this, perspective planning requires a realistic and attractive picture 
of the future, as opposed to an idealistic one, a picture which includes elaboration of the 
strategy of the new development path.

A number of speakers have criticized the rigid identification of medium-term plan
ning with the five-year plans. Today the safety and horizon of foresight are no doubt 
highly restricted. Therefore, if we are to adjust to circumstances, it would be expedient 
to take certain economic policy decisions for the duration of 2 to 3 years, since a clear 
survey of the trajectories and effects of the decisions is only possible for this period of 
time. But it should be added that selection of the duration of the plan cycles is not 
wholly a subjective matter either, since, in keeping with CMEA practice, coordination of 
the five-year plans is based on economic and trade agreements of this time-span. However, 
it appears that the advance of joint planning is moving towards increasing the role of 
economic policy consultations which will be the main content and form of coordinating 
relations in a planned manner.

In today’s changing world with its sharp turns, the need for annual planning is 
beyond dispute. However, if we think it over, there is a certain contradiction here, for 
when we introduced the economic reform we stressed that enterprise autonomy could 
best be coordinated within the framework of medium-term plans. We have seen it is 
external conditions playing the determining role in that today the significance of the 
annual plans has grown so strongly. We have to adjust to changing conditions, changing 
possibilities and changing tasks with the frequency and practical considerations which 
circumstances demand. At the same time we have to be able to resist the temptation of 
having the supervisory bodies unjustifiably intervene in the work of the enterprises and 
cooperatives. Therefore, planning must undertake the role of keeping operative economic 
activity moving on the already chosen path and in a calculable way.
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The present state of the Hungarian economy 
and its economic policy interrelations

It is quite understandable that there was a lively exchange of views on qualifying 
this and on the causes in every single section. We are happy about this since it will help 
us solve the planning tasks which we have yet to face. There is no need for me to go into 
a detailed presentation of the current situation. Nevertheless, 1 would like to point out 
several fundamental factors and make a few comments on them.

In 1981 — 1982 the Hungarian economy achieved an annual industrial and agri
cultural growth of about 2 percent. The productivity of labour has been rising at an 
annual average rate of 3 to 3.5 percent. As a result, the national income has been showing 
an increment of 1.5 to 2 percent a year. During this period the balance of trade with 
the non-rouble countries was brought into equilibrium. We have been able to maintain 
living standards and modestly improve living conditions. But we also realize that for some 
of the families there has been a decline in living standards. I am stressing these facts 
principally for our guests and partners from abroad since they are well known but not 
sufficiently appreciated.

We know that these results will not break any records but they are comparable to 
that of any other country in the world. But there are very few people who know the 
background against which we achieved these results and the circumstances amidst which 
they were attained. After the world market price explosion, we incurred a significant loss 
between 1974 and 1978: every single year we spent 20,000 to 30,000 million forints 
more than the amount we produced. In 1978 this sum approximated 60,000 million 
forints. Moreover, in the past years sources of international finance have become signifi
cantly tighter. In 1982 Hungarian debt service was three to fourfold the amount that it 
had been at the end of the 1970s owing mostly to the rise in interest rates, since the 
amount of money actually borrowed has essentially remained unchanged. Our export 
markets and possibilities for obtaining credit have become restricted, particularly at the 
end of 1981 and the beginning of 1982.

Under conditions like this, economic policy and economic management have found 
themselves in a state of monetary compulsion where maintaining solvency has required 
ever greater efforts. We are by no means happy about this and the economic and social 
disadvantages are clear to us.

Why should we have to stress this? Here at the session many contributors have 
criticized the fact that we are restricting domestic use, i.e. investment and consumption. 
I am speaking to them when I say that they are right in wanting to protect the economy 
from, to borrow an expression, “ the restriction spiral”, or to put it bluntly, from the 
mutually exciting effects of pushing the restrictions on domestic use forward step by 
step. But we must know that this is neither a deliberately formulated economic policy 
concept, nor a goal stipulated in the Sixth Five-year Plan, but a circumstance forced upon 
us by external conditions.
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What I can tell the planners is that it would be extremely dangerous and would lead 
the economy up a blind alley if we took the situation forced upon us as the basis and 
projected it into our future economic policy endeavours. And this continues to be true 
even if external conditions do not get much better and we will have to react to them w'ith 
new goals and new methods.

There is one more thing to which I would like to call attention, with respect to the 
years yet to come of the Sixth Five-year Plan. In the past 35 years, each time we prepared 
to accelerate the rate of economic growth we neglected to make a sufficiently circum
spect survey of its interrelations with the foreign economic equilibrium. Even now, break
ing out of the vicious circle can only be well-founded, lasting and successful if it is sup
ported by characteristic changes in structure, by strict selection, so that it runs con
comitant with a general improvement in efficiency.

This is why we all think it necessary, and this is something that we definitely agree 
on, that we have to carefully think over the directions for economic development in the 
1983—1985 period and elaborate the modes for updating the control and management 
system which can be introduced in the next years. And there is no need to begin by 
abandoning the social targets of the Sixth Five-year Plan, as important as improving the 
housing supply and the advancement of education. The forces of society and the 
economy must and can be mobilized on this foundation. We are counting on the 
cooperation of the scientific institutes and the Hungarian Economic Association along 
with the practical planners in this vital undertaking!

The planners are open and ready to begin, not only because it is of extraordinary 
importance, but also because endeavours of this type can really be successful only if we 
can win over public opinion and if we rely on the intellectual forces which exist in the 
country and are ready to contribute much more now for the sake of the nation.

Work and responsibility of the planners

All of today’s world is struggling with difficult economic and social issues. The 
ways and means of evolvement are being sought everywhere. Our own stakes are much 
higher than this. We have always said that socialist society is capable of organizing and 
advancing the national economy with a consciousness based on foresight of the directions 
of social progress. And if ever, now is the time when we have to prove it. The collective 
and individual work of the planners will have to play a leading role in this.

In the short time at our disposal, there was neither an opportunity to carefully 
examine all of the experiences in the history of Hungarian economic planning, nor was 
this ever our goal. Our aim was primarily to look towards the future, to collect the 
strength and daring and conceive the ideas for our work to come. As past trends tend 
to fade, we must prepare to face new situations and meet new challenges. This is pre
cisely the art of planning: we have to sense when a scientifically founded train of thought 
will meet with the opportunities offered by reality, in other words, when it can and when
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it must become the program of societal action. This is the art, which sometimes sets off 
sparks of its own, linking economic policy and planning with science. It is on this basis 
that we have to advance the methods and instruments of national economic planning on 
scientific, professional and social levels alike. This meeting has also given us concepts to 
this effect, though they must first be processed and then applied broadly in practice.

In conclusion letme speak about the personal, human responsibility of the planners. 
This is greater today than ever before. Everyone can lose faith and be pessimistic, every
one except us. For us, finding the way out and designing a more acceptable future is not 
simply the obligation of our jobs, but a calling. For this we must undertake risks, the 
risks of being mistaken and of not being understood, but we must never give up our 
demand for renewal. The related idea was well expressed by the poet, Mihály Babits, in 
the following way: “The literate does not become a traitor if his feet do not take him 
straight to the star his finger points at. He becomes a traitor when he no longer points 
at the star.”

ЗАБОТЫ И ОТВЕТСТВЕННОСТЬ ВЕНГЕРСКИХ ПЛАНОВИКОВ В НАШИ ДНИ
Л. ФАЛУВЕГИ

Задачей планирования всегда было создание связи между политическими идеалами, экономичес
кими условиями или законами, и интересами отдельных групп общества. Все устои этого 
связывающего моста нужно сделать одинаково прочным, чтобы он был устойчивым во времени. Из 
этого принципиального требования сегодня следует, что планирование должно стать такой 
непрерывной деятельностью, которая не оканчивается юридической формулировкой планов 
различных временных горизонтов.

Ранее в планах непропорционально большую роль играли отдельные, впрочем важные, 
детализированные темы. Сегодняшняя плановая деятельность должна больше касаться сущности 
экономической политики и отражать ее, в том числе, ее общественные эффекты, и главные ключевые 
вопросы и условия выполнения плана. На основании плана народного хозяйства нужно управлять 
деятельностью хозяйственных органов таким образом, чтобы, опираясь в первую очередь на их 
заинтересованность, стимулировать их для достижения целей экономической политики, и план 
должен содержать ограничения для них только в необходимых масштабах.

План должен мобилизовать не только на экономическую, но и на общественную деятельность. 
Этого можно достичь только так, если в «мастерских» плановой работы сталкиваются друг с 
другом различные профессиональные и общественные интересы. Только таким путем план и 
планирование могут стать материальной силой действия, и, более того, стать особенно важным 
источником сознания национальной идентичности.

За прошедшие 35 лет, всегда, когда готовились к ускорению темпов экономического развития, не 
учитывалась должным образом его взаимосвязь с внешнеэкономическим равновесием. И сейчас 
подъем и изменение темпов роста могут быть только в том случае обоснованными, прочными и 
результативными, если они опираются на изменение структуры экономики, на строгую селекцию в 
целях общего повышения экономической эффективности. Поэтому на период 1983—85 гг. 
необходимо проанализировать направления экономического развития, разработать методы 
общего совершенствования нынешней системы экономического управления и ввести их в 
ближайшие годы. Нельзя отступать от таких важных общественных целей шестого пятилетнего 
плана (1981— 1985 гг.), как улучшение жилищного положения, совершенствование образования. На 
таких основах нужно и можно мобилизовать силы общества и экономики.
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В. KÁDÁR

WORLD ECONOMIC SITUATION 
OF THE 1980s AND CONCLUSIONS ON THE DEVELOPMENT 

OF THE HUNGARIAN ECONOMY

Modifications in the external conditions of growth, the growing number of exogenous 
factors o f uncertainty raise new demands towards planning. The article reviews the structural 
external processes exerting a lasting impact that have to be reckoned with in the Hungarian 
strategic planning of the eighties. The main characteristics o f the world economic environment 
are not the lower dynamics of economic growth and of world trade but the changes in the role 
of the driving forces o f growth, the w orldw ide excess supply o f labour, the growing bargaining 
power o f the owners o f capital and technology and the sharpening competition. The main driv
ing force of world trade will again be the industrial division of labour, and the relative positions 
of the individual countries will to a much greater extent depend on their ability to specialize, 
through the most diverse forms of cooperation with the most developed countries, on the basis 
of their growth potential and the dynamics o f demand as well as with the patterns of techno
logical and scientific progress.

The expectable world economic environment demands from planning a system of goals 
developed by taking better into account the international interrelations and effect mechanisms, 
a problem-oriented conceptual and organizational approach, flexibility, the working out of 
alternatives, the narrowing down of the scope of plan targets and more expedient time horizons 
for the plans.

The new and probably long-term world economic development trend that emerged 
in the 1970s broke the development trends of former decades in a number of countries 
and changed — though with different intensity, yet on a world scale — the external condi
tions of economic growth, thus increasing the importance of the exogenous factors of 
economic growth in almost all national economies. Additional growth disturbances,also 
influenced by the institutional system, and signs of decreasing performance are found in 
several developing and medium-developed countries. In these countries such medium and 
long-term economic plans play a primary role in the management of economic growth 
which had been based on the realities and necessities of earlier periods, and they are not 
sufficiently equipped, either conceptionally, or methodologically, for keeping up with 
fast external changes.

Since the late 1970s scepticism towards economic planning has been growing in a 
large number of countries. The view is spreading in the developing countries according to 
which earlier planning activities are irrelevant; they are just “sandbox manoeuvres” appli
cable only under ideal conditions, or at the most, as means of political mobilisation. Also, 
the short-term aspects of economic growth, that is, the “fire-fighting” methods in the
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management of growth are gaining in importance, which is one of the reasons for their 
lagging behind in the long-term process of adjustment.

There are today a great many theoretical and practical observations to confirm 
that changing situations need changing strategies, and a changed system of strategic goals 
influences the character of growth management, that is, the efficiency and expediency of 
each instrument of management or of a combination of instruments. From the planning 
and strategic aspect it can be considered a crucial question, how to handle the limited 
possibility for forecasting economic development and the problems arising from the pro
liferation of its uncertainties. As for drawing up the strategic conception, or the plan, it 
is useful to distinguish three groups of exogenous factors of uncertainty.

The first group of the uncertainty factors are made up of short-term stochastic 
fluctuations in prices, exchange and interest rates, which are accidental, cannot be 
planned strategically, and often cancel out in the long run. It does not seem to be either 
useful or possible to assess and include these factors of uncertainty in the strategic con
ceptions of the national economy. The problem of how to handle them in planning boils 
down to the question, in which way the extra incomes or losses coming from unexpected 
changes are to be distributed, or covered.

Another-group of the uncertainty factors, longer lasting and farther reaching in its 
effects, includes natural disasters, political shocks, strategically motivated embargo 
measures, etc. Today no country disposes of means to enable the forecasting and strategic 
planning of such changes. Protection against such shocks — not too frequent on a large 
average — may be a correct estimation of probabilities, the building up of reserves en
abling to ward off or reduce the consequences of the disaster, and the preparation for 
emergencies.

There is, however, a third group of external changes which is, on the national eco
nomic level, not the result of “a priori” uncertainties and random occurrences, but of the 
ignorance of such likely future processes which can, theoretically, be forecast, and the 
degree of uncertainty depends on the information each country has at its disposal. That 
is to say, in possession of adequate information, the international developments growing 
out of today’s investment, production, market, and technical-scientific facts of a structural 
character (not subject to cyclical business fluctuations) can be forecast for a certain time 
horizon, i.e. for 8 to 12 years. Naturally, even those phenomena of society, economy, and 
of international relations that are prevailing through a long period allow to grasp only a 
few elements of the future. And yet this is the Archimedean firm point in the develop
ment strategy which can be relied upon amid the short- and medium-term uncertainties, 
while being aware of certain margins for error. In the following I wish to outline, within 
this domain of uncertainty and at the present level of our knowledge, the most important 
features and changes to be expected in the external conditions of the Hungarian eco
nomic development.
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Socio-political framework

The socio-political environment of world economic growth will be characterised in 
the years before us by the becoming permanent of tensions and instability phenomena 
that suddenly increased in the 1970s. The primary and direct source of socio-political 
instability is, in most countries, the economy. The general deterioration of growth per
formances indicates that most societies have difficulties in coping with the new demands 
raised by the new epoch in world economy.

The increased economic sensitivity of the political sphere is due partly to the fact 
that it is in economy that instabilities appear most frequently and most conspicuously. 
Also, as a consequence of the spreading of the consumers’ scale of values after the Second 
World War, social consciousness reacts much stronger on economic changes than before. 
The development of mass communication and of manipulation techniques has also a part 
in that the social and economic management sphere is now faced with a highly increased 
number of problems arising from changes in the socio-psychical atmosphere.

Historical development after the Second World War increased the role of the politi
cal sphere, and generally of power policy processes, in socio-economic development not 
"only in the socialist and the developing, but also in the advanced Western countries. 
Although the mutual relationships between the political and the economic sphere are 
different depending on social system, development level and historical development tradi
tions, the exaggerated and increasing “non-economic” burdens on economy have become 
general phenomena on the world scale by the third quarter of this century. (Such as the 
extension of public consumption and social services beyond the actual economic capacity 
and development level; strong support to production activities, regions, or ethnic groups 
in disadvantageous positions; the high ratio of costs owing to domestic power political or 
military motives.) Restriction of the objective regularities of the economic sphere, the 
frequent ignoring of the latter and the growing troubles arising therefrom are similar 
phenomena.

Recognition and evaluation of the international changes have begun only in the last 
years, and by far not comprehensively. In an increasing number of countries the earlier 
relationship between the political and the economic sphere is rearranged, economic laws 
are rehabilitated, and the maneuvering ability of the economy widened. As against the 
experience of the foregoing twenty-five years, the political sphere of the 1980s is led by 
a higher degree of pragmatism, and by demands of practical activity suitable to ease socio
economic tensions. Political movements develop accordingly, widening the power field 
of the actual centre: the nationalism of the developing countries, and the social de
mocracy of the advanced capitalist countries are changing their courses. In the socialist 
countries efforts are made — with varying intensity and points of emphasis — to improve 
the efficiency of the functioning of the model, and to rearrange the mutual relationships 
of the social division of labour, the economic and political decision centres, and the 
individual socio-economic sectors.
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The efforts at a clearer survey of the economic and non-economic spheres as well 
as at delimiting the instrumentary and effect mechanisms o f  the economic and the social 
policy from each other to a greater extent are not contrary to the new recognition and 
strategic necessity beginning to take shape. According to these the problems of the 
economy are not to be solved by economic policy means alone, but they necessitate 
coordinated action programmes, covering the domestic and foreign political spheres, 
culture, and the scale of values. The considerable differences in the economic perfor
mances of countries show that the quality and nature of the non-economic spheres are 
important factors of success or failure.

For the countries sensitive to the changes in the international system of relations 
the process is of high importance that the direct role o f  the state is relatively reduced 
in the domestic economic sphere of the more developed countries during the 1980s, 
and it is centred more on creating the conditions for adjustment to the new international 
environment, situation, and development phase. Its tasks expand in strengthening the 
mechanisms suited to transmit the various external effects, in restructuring the produc
tion factors affected by the new processes and the structural transformation of inter
national development, and in developing the technological and scientific potential. In the 
strategy of the leading Western countries it is not the internal social “threat” , but the 
external “danger elements” of the military-foreign political challenge of the socialist 
countries and the economic challenge of Japan that are sensed stronger. Therefore, the 
state’s presence is now felt more in the sphere of foreign relations than during the preced
ing twenty-five years. At the same time, the strengthening foreign economic role of the 
state means that political power mechanisms are asserted to a greater extent in the inter
national economic relationships and there are more economic efforts directed at influenc
ing interstate conflicts and tensions.

The fact that social security, equilibrium and dynamics are determined by the 
economy today to a greater extent than before pushes the energies of each country 
towards the economic sphere, which fact has an influence on the political environment of 
the international system o f  relations and on the development of the international political 
situation. The political relations of the two world powers began to cool in the mid-1970s 
and this led to a strained situation by the turn of the decade ; now a gradual normalisation 
is expected in the immediate future, which may be, of course, accompanied by further 
confrontations in the sphere of ideology and political rhetorics. Perhaps it is not too bold 
a guess that the most probable medium-term version of the Soviet—American relation
ships does not comprise either the outbreak of a direct military conflict, or any lasting or 
extensive restriction of economic cooperation, and its influence on the scope of move
ment of the small CMEA countries within East-West relations will not be worse than 
today, but rather it will be better. The cohesive powers of the great systems of alliances 
will not be weakened in the military political sense, however, the differences in the 
economic interests will further differentiate the foreign economic and foreign economic 
policy movements of the member countries of each system. No essential change is ex-
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pected in the international military power relations; the economic constraints do not 
render probable a strategy of increasing reliance on or major shifts in military power.

It is a change in comparison with earlier decades that Far-Eastern states are becom
ing more important in the international system of relations which means, for China, the 
strengthening of economic elements in foreign policy, and for Japan, a slowly closing gap 
between a strong economic and a weak foreign policy role. The developing countries 
will play a lesser role and receive less attention in international politics than in the 1960s 
and 1970s, and their remaining problems will present a smaller risk in sparking off con
flicts. At the same time, the growing economic differentiation of the developing countries 
will put a limit on the possibilities and consequences of joint actions on the part of the 
Third World: in this group, more initiatives will be coming from the countries at a rela
tively higher level of industrialisation.

The most important factors affecting economic growth

In the atmosphere of the international growth competition following the Second 
World War the dynamics of quantitative growth was attributed special importance in 
evaluating economic results through thirty years. It was the 1980- 82 stagnation of the 
quantitative dynamics of world economic growth that provided a basis of reference for 
views expecting a worldwide economic collapse and for agnostic positions stressing the 
uselessness of development strategies of a definite outline, as well as the confusion and 
uncertainty of world economic processes. Under the conditions of the new world eco
nomic epoch the relative importance of the quantitative measures of growth has un
doubtedly diminished, and the increased uncertainty makes it more difficult to quantify 
the growth prognoses. However, in order to give an idea of the orders of magnitude, it 
will be expedient to outline the most likely version of the growth dynamics.

The new long-term development phase of world economy emerging in the 1970s 
is characterised by a slowing down of economic growth. In 1960—1973 world output 
grew by yearly 5 percent on average, in 1973—1980 by 3 percent. In the average of the 
1980s this growth rate will probably become permanent. In the advanced industrial 
countries the yearly average growth rate is expected to be between 2.5 and 3 percent. 
In the CMEA countries 3 percent according to their plans is known so far, but it may be 
somewhat less: 2—3 percent in view of their actual economic problems, and in the 
developing countries 4—5 percent. In each group of countries the slowing down of 
growth is partly due to the restrictions indispensable for restoring the imbalances accumu
lated in the 1970s. Besides, in the advanced industrial countries it is related to the becom
ing prevalent of the service sector less easy to mechanise (and to the resulting additional 
limits to productivity improvement). In the CMEA countries, it may be attributed to the 
difficulties in structural renewal and in modernising the institutional system.

As for the international environmental conditions of economic policy, an essential 
change has been brought by the decreasing motive powers o f  fast industrialisation
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throughout the world. The world output of manufacturing industry grew by yearly 7 per
cent on average between 1960—1973, and by 3.5 percent between 1973—1980; the 
growth rate of mining decreased from 5 to 3 percent. Parallel to a further decrease of 
specific raw material and energy consumption, in the years between 1980-1990 the 
mining output is expected to grow by 1—2 percent on a yearly average, and the produc
tion of the manufacturing industry by 3—4 percent. In most of the advanced industrial 
countries the growth rate of industrial production will be somewhat lower than that of 
the gross product because of the above the average growth in the demand for services. 
A similar tendency is detected in the CMEA countries owing to tensions because of the 
lag of infrastructure. The industrial growth rate is further constrained in the small CMEA 
countries by the necessity for restrictive economic policy measures because of worsening 
disequilibria, and in the Soviet Union by bottlenecks in certain strategic key sectors 
(mineral oil sector, raw and basic materials production), and the regrouping of resources 
with a view to improving a lastingly unfavourable agricultural situation. Zones of fast 
industrial growth are Japan (4—5 percent), some oil producing countries, and the Far- 
Eastern and Latin-American developing countries (5 -7  percent).

A lower than the average growth rate (1 .5-2  percent) is likely in the world agri
culture, with important regional differences. Increasing agricultural surpluses will develop 
in the advanced industrial countries, while production will be lagging behind domestic 
demand in the Soviet Union, China, Africa and in several Asian countries.

The dynamics of the world economic growth, and its structural and environmental 
characteristics well reflect the changes in the world-wide demand and supply relations 
of each growth factor. In economic theory as well as in development policy practices of 
the 1970s it was considered a world economic challenge of the highest importance that 
natural resources were becoming scarce, in the long run their revaluation was expected, 
and particularly a smooth energy supply seemed to be at risk. The opinion did not receive 
enough attention according to which the changes in prices during the 1970s were not 
geologically determined, and they were explosive only on the oil market that asserted 
power policy aspects. As for the other raw materials and agricultural products, the 
changes in prices only represented a subsequent and moderate market correction of an 
economic policy pursued for twenty-five years after the Second World War, that under
rated the role of the extractive industries in growth. The magnitude and potential fertility 
of the lands that can still be drawn into cultivation, the mineral resources prospected, and 
the presumed natural resources of the zones not yet fully prospected (Soviet Union, 
China, Canada, Australia, Brazil, the seas, etc.) do not support, on the physical side, the 
assumptions of a global shortage of natural resources.

Also, the dynamics and structure o f  the demand for natural resources are changing. 
In the advanced industrial countries determining the trends on the international markets, 
the long-term structural transformation, the comparative saturation of the agricultural 
market, the decreasing share of the raw material and energy-intensive industries (between 
1899 and 1973, that is, in the period of low raw material prices, the combined share of 
the food industry, metallurgy, the textile and chemical industries fell from 62 to 37 per-
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cent), technical progress and higher relative prices led to a fast reduction in specific 
material consumption. Thus, the elasticity of demand for raw materials and energy with 
respect to growth will be very low (0.4—0.6) during the 1980s and will fail to fully 
utilise even the existing mining capacities. In the 1980s natural resources will not present 
growing or additional constraints on cost management on a world scale, with the excep
tion of the traditionally free natural goods (water, air, quiet, etc.).

As opposed to the role played by natural resources in growth, a very important 
change of tendency takes place on the international labour market. In the course of the 
25 years following the Second World War the human losses of the war, the dynamic 
economic growth, and the social services built up in the industrialised countries created a 
structural excess demand for labour on a world scale. This fact increased the economic 
and political bargaining position of labour, strengthened the positions of the organisations 
of employees, of trade unions, and of leftist and central-leftist parties, and raised the 
price of labour as a growth factor relative to capital and natural resources. One of the 
fundamental motive powers of the change in the development trend emerging in the 
1970s arose from the fact that the wave of the population increase following the Second 
World War and lasting all through the 1950s reached the labour market in the 1970s and, 
as a result of the accelerating growth and industrialisation of the developing countries, 
the supply of labour-intensive industrial goods had been increasing at an extremely fast 
rate beginning with the second half of the sixties. In the industrial countries, under the 
effect of the fast rising wage costs -  rising at a much higher rate than the costs of 
machines — the majority of investments became labour saving. The technical development 
trends that have grown to be of a determining importance since the mid-1970s — first of 
all electronisation and automation -  have been liquidating jobs not only in the pro
ductive sphere, but also in the service sector.

The world-wide oversupply of labour is not of a business fluctuation character, but 
structural and hardly to be eased in the course of the 1980s. This will go far to weaken 
the economic and political bargaining power of the workforce and of its unions and 
organizations, and will force compromises that would have been inconceivable in the last 
thirty years in regard of the rate of employment, its direct and indirect costs. The con
sequences of the changed tendency on the labour market have so far been centred mostly 
on the unskilled labour categories and on those not yet possessing any skills. After the so- 
called sputnik shock, intensive secondary and higher education programmes were worked 
out not only in the advanced Western countries, but also in the developing countries striv
ing for an accelerated structural transformation. The extent and consequences of this 
process are shown by the fact that the ratio of those receiving higher education (in per
centage of the corresponding age group) grew from 6—7 percent to 20-36 percent 
between 1960 and 1980 in the West-European countries, in Japan from 10 to 32 percent, 
from 4 —11 percent to 11 — 17 percent in the European socialist countries and from 2—5 
percent to 8 — 12 percent in the more industrialised developing countries. As for the latter 
group of countries, the earlier educational gap has narrowed considerably: they are 
increasingly catching up with the CMEA countries. Therefore, the market of goods to be
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produced by labour with medium-degree qualification is going to be oversupplied in the 
mid-1980s all over the world. The relative excess demand of the preceding 30 years is 
shifting increasingly towards the market of highly qualified labour able to accomplish 
versatile activities, such as tuning, fault tracing, repair, control, research and development, 
organisation, marketing, etc.

The structural change of the labour market raises a series of new problems for the 
educational, incomes, employment, and social policies, as well as for the domestic policy 
o f each country. As for the foreign economic relations, it is a fundamental change that 
in the countries with medium or high cost and consumption levels the perspectives of 
specialising in goods to be produced by labour with low- and medium-degree qualifica
tions are narrowing down at a fast rate, as a result of which the terms of trade are de
teriorating, and this is a new challenge for the foreign economic and production policies. 
Socio-economic dynamism, and an increasing national income are now closely correlated 
with the rationalisation of the national labour economy, and the reorganisation or 
elimination of jobs that have become superfluous or loss-making on account of the 
various trends in the international division of labour.

The situation developed on the market of capital and technologies in the 1970s is 
also expected to change. The slowing down of growth, economic and political uncer
tainties, and the growing equilibrium constraints put a brake on investment activities in 
the whole world, and added to the excess supply of capital also on account of the in
creased money incomes of the OPEC states with a reduced capital absorptive capacity, 
and pressed down the real level of capital costs. In the present sharp competition it is 
inevitable in the 1980s to renew the fixed capital — technically obsolete and physically 
wearing out because of the sluggish investment activities of the past decade — which will 
result in a lasting demand for capital and in a real capital cost level well above that of the 
1970s. The bargaining position of capital owners has been improving since the late 1970s. 
The distribution of the national income changes to the benefit of entrepreneurs and 
capital incomes and at the expense of wage incomes. The costs of the international adjust
ment wave following 1979 are borne in most part by labour throughout the world. The 
medium-term growth of the relative capital costs has an adverse effect on the viability 
and international competitiveness of the capital-intensive development projects started 
in the period of low or zero, (in some cases negative) capital costs in the structurally 
capital importing countries. As the terms of acquiring capital become increasingly harder, 
it is important to reconsider the structural policy, to change the practice of cooperation 
with the capital owners in an improved bargaining position, to exploit more rationally the 
internal saving capacities of the capital importing national economies and to further 
stimulate the saving capacities.

The role of technical progress played in growth is influenced by several trends hav
ing contrary effects. The low dynamics of world economic growth on the one hand, 
increased uncertainty on the other hand (for example, as regards the future profitability 
of oil substituting investments), and further, stricter budget constraints have an unfavour
able influence on the inputs into research and development, particularly on those with a
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slow rate of return or of doubtful chances. At the same time, the necessity for structural 
transformation, the sharpening competition, the increased strategic importance of tech
nology used as a weapon, and the fact that the technical results of armaments — much 
more technology-intensive and of much larger volume than before — are spilling over 
continuously to the civilian sectors accelerate the rate o f  technological development and 
increase its role in growth. The most important aspect of the technological development 
in the 1980s is the electronic revolution.

Among the international aspects of technological development the process is of 
high importance that, as a resultant of the long-term rise in the specific research and 
development costs of the modern and dynamic economic activities, of the oligopolistic 
phenomena gaining ground on the market of up-to-date technologies, and of the increas
ingly intertwined capital and technological flows, the market conditions o f  acquiring up- 
to-date technologies have become increasingly difficult since the mid-1970s, and the 
technology exporters’ positions are improving. In the capital and technology importing 
countries it is now more important, on the one hand, to keep open the sources of capital 
and technology supply by economic and political means and, on the other hand, to 
rationalise the management of the imported capitals and technologies, as well as to 
harmonise them with the foreign economic scope of maneuvering.

The changes that have taken place and are going to take place in the international 
valuation and relative importance of the various sources of economic development in the 
coming years call it to attention that the main challenge o f  the 1980s to the countries 
sensitive to foreign trade will not come from natural resources, but from human, finan
cial, and technological ones. For medium-developed countries with scarce natural re
sources and in a disadvantageous position particularly as regards the physical supply of 
capital, the most important means of adjustment to the international changes are invest
ments that develop human capacities, human ability and qualification. It further strength
ens this trend that within investment into production, the liveliest are those of the eco
nomic branches relying largely on the quality of labour. For example, in the period of 
decreasing investments into manufacturing and of increasing unemployment in Western 
Europe, metallurgical and light industrial investments fell by 4 percent on a yearly aver
age in the years from 1970 to 1980, chemical engineering investments were stagnating, 
while the volume of electric industrial investments grew by more than 3 percent. The 
marked sectoral differentiation of the development dynamics also affects the future 
dynamics of growth and the production pattern.

According to more elaborate world prognoses, the weight of the developing coun
tries in world industry may reach 14—21 percent by the turn of the millennium, that of 
the socialist countries 25—28 percent, while that of the advanced OECD countries may 
fall to 51—61 percent. The location o f  industries following from the changes in compara
tive advantages may cause the share of the advanced industrial countries to fall well below 
50 percent in furniture, chemical fertilisers, oil refinery products, textiles and ready-made 
clothes, while it will remain well above 60 percent in electric engineering and precision 
engineering, as well as in the general mechanical engineering. In a few industrial branches
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the bulk of production will presumbly shift to the developing countries; thus, for ex
ample, their share will be of key importance on an international scale in chemical fer
tilisers and other products of the heavy chemical engineering, oil refining, the furniture 
industry, the leather, clothing, textile industries, and in railway rolling stock production. 
Technical progress, commercial and financial flows concomitant with the development of 
the above-mentioned industrial branches will be gradually shaping in conformity with tire 
requirements of the developing countries (and to a smaller extent, of China).

International division of labour

The joining into the international division of labour is still one of the most im
portant driving forces of world economic growth. After an 8 percent yearly average 
growth between 1960 and 1973,4 percent between 1973 and 1980, and the stagnation of 
1981 — 1982, the volume of world trade will be growing at a rate of about 4—5 percent 
in the 1980s. World trade is mainly supported by the international industrial division of 
labour. The volume of trade in manufactured articles grew by 11 percent on a yearly 
average between 1960 and 1973, by 5 percent between 1973 and 1980, and by 2 percent 
between 1980 and 1982. In spite of their deteriorating terms of trade, manufactures had 
a 52 percent share in world trade in 1960, and 57 percent in 1979—1980. The decline 
in the relative price level of primary energy and of other raw materials, as well as the 
decreasing specific consumption further enlarge the scope of action of trade in manu
factured goods and its determinant character.

As for natural resources, it is first of all the changes in the price of oil that have an 
influence on the prospects of economic growth and of the international division of 
labour. On the average of the OECD countries, for example, 5 percent of the total income 
is spent on oil purchase. Thus a 10 percent reduction of real prices will decrease the rate 
by appr. 0.5 percentage points, and increase the national income available in the domestic 
economy.

The differences in the production and consumption patterns among countries 
entail, of course, different consequences of the changes in oil prices. In the early 1980s 
exactly one quarter of world trade was that in primary energies. In the USA, net oil 
imports absorbed more than 60 percent of export earnings, in Japan 50 percent, in the 
FRG 24 percent, in France 22 percent, in Italy 18 percent, in Brazil 45 percent, in India 
80 percent, in Turkey also 80 percent, in South-Korea and in the Philippine Islands more 
than 30 percent. As a consequence of the declining price level and of the rationalisation 
of consumption the ratio of incomes spent on oil imports is decreasing in the whole 
world, and particularly in the largest importer countries, and trade in manufactured goods 
is again accelerating.

Of course, the decline in oil prices clashes with the interests of the oil exporting 
countries and of the suppliers relying largely on their absorptive market, but it has a 
favourable effect, on a world scale, on the development prospects of the international
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division of labour and of countries relying on the markets of the large oil importing 
countries.

From the foreign trade aspect, the most important driving forces of structural trans
formation and industrial development are represented in the lagging-behind sectors by 
the emerging export supply o f  the developing countries, and in the leading sectors by an 
increasing concentration of a supply on certain markets. In 1980 9 percent of the inter
national supply of manufactures came from the developing countries, 25 percent of 
leather ware, 37 percent of the ready-made clothes, 22 percent of textiles, and 21 percent 
of footwear. The developing countries having comparative advantages increasingly influ
ence sales conditions on the market of these products, for both the domestic producers 
of the affected importing countries, and for foreign competitors. The developing countries 
will become stronger competitors in the second half of the 1980s also on the market of 
the oil-based heavy chemical electrical products and, in the 1990s, also on the market of 
steel industry.

The other main structural challenge is the increasing concentration in some of the 
leading sectors. As a consequence of the rising specific costs of research and development 
and of commercialisation, the shares of Japan, the USA and of the FRG have been fast 
increasing since 1970 on the market of metalworking machines, office machines, and of 
the products of the electrical engineering and vehicle industry, incorporating the most 
up-to-date technology, mostly at the expense of small and medium countries of Western 
Europe. The rising concentration on the market of up-to-date technologies hardens in 
itself the conditions for acquiring technologies, it worsens the prospects of purchase in 
the framework of traditional licence and trade transactions, since the flow of the up-to- 
date technologies takes place, to an increasing extent, in the framework of an inter
national intertwining o f  enterprises (as regards organisation and ownership).

Lasting market trends indicate that the volume of international demand for agri
cultural products and primary energy only grows at a very slow rate, in consequence of 
the fast emerging programmes reducing the specific raw material and energy consump
tion. As against a 2—3 percent growth of the volume of trade in agricultural produce and 
raw materials the trade in manufactured products is growing at 5—7 percent yearly. The 
industrial division of labour is expanding at the fastest rate in engineering.

By the early 1990s about 65 percent of world trade will be in industrial products, 
more than one-third in mechanical engineering products, while the rate of chemical 
products and other manufactures will be probably the same as before. In the structure 
of international trade in manufactures according to regions it is the fast advance of the 
developing countries that brings the most important change. Their share in exports may 
rise to 15-17 percent and in imports to 35 percent until 1990. The share of theCMEA 
countries will be 7—8 percent on both sides, while that of the advanced Western countries 
will drop from 85 to 78 percent in exports, and to 67—68 percent in imports. As for the 
main groups of products, a somewhat reduced share of -the international chemical 
exports: 80—83 percent would fall to the advanced industrial countries, 7—8 percent to 
the socialist and 10—12 percent to the developing countries. In chemical imports the
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share of the advanced industrial countries is rising (to 68-70  percent), that of the 
developing countries working on intensive industrialisation programmes and of the 
socialist countries is decreasing (to 23—25 percent and 9—10 percent resp.) Invariably 
five-sixths of the international machinery exports will fall to the advanced industrial 
countries, while the weight of the developing countries will grow to 6 -7  percent, at the 
expense of the socialist countries. The weight of the developing countries is also growing 
on the international market for machines. On the international market of other manufac
tured products the share of the socialist countries is somewhat rising (9 percent), that of 
the advanced capitalist countries will drop to 65-70  percent, and that of the developing 
countries will be rising to 21—26 percent. On the market of a great number of products 
of the light and chemical industries, metallurgy, and engineering, however, competition 
will be further sharpening, and a structural excess supply will develop on a world scale, 
even parallel to an expanding trade turnover. The most dynamic sector of international 
trade will be that of machines, equipments, and their equipments directly connected 
to the latest results of the technical and scientific development and serving directly or 
indirectly energy economy, as well as a general technical and structural renewal. On the 
market of these products the monopolistic position of the advanced OECD countries 
will hardly weaken. The relative industrial trade positions of the developing and of the 
socialist countries depend largely on the extent to which they will be able, through 
various forms of cooperation with the most advanced industrial countries, to specialise 
in such lines as suit best their growth conditions and conform to the trends in trade 
dynamics and in technical and scientific development.

World trade structure according to groups o f  countries is shaped by complicated 
processes. Parallel to the shifts in the product pattern of demand, the position and sol
vency of the industrial exporter countries on the world market is again improving in the 
1980s. Within the group of the advanced OECD countries, first of all the relative posi
tions of Japan and the USA are improving; the enlargement of their import capacities 
is the strongest stimulus for world trade. In the group of the developing countries, it is 
the relative position of the Far-Eastern and of certain Latin-American countries that is 
improving as against the oil exporter countries. However, relying on their large foreign 
exchange reserves, several oil exporter countries are able to maintain their comparative 
importance as absorption markets.

The flows between the groups of countries are influenced in a special way by the 
various technical development trends. The development phase of new technologies has 
become longer, but, as a consequence of sharp competition, the rate o f  replacement o f  
products has accelerated, and multipurpose technologies with which several kinds of prod
ucts can be manufactured are more highly valued. Thus the modern sectors forced to 
replace their products at a fast rate are growingly concentrated on the industrial-technical 
centres within the country as well as on an international scale. This means that in these 
sectors industrial redeployment and the division of labour according to work phases will 
slow down or even stop, unless the less developed host country creates a particularly 
favourable environment for profitability, for decisionmaking or factor-supply. On the
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other side, it may be the pressure for employment, and the priorities of job protection 
in the advanced industrial countries that give an impetus to the accelerated relocation of 
some technology-intensive production activities to the couutries offering a liberal eco
nomic environment and costs advantages.

The fifteen-year process of weakening in the world economic positions of the 
CMEA countries will be maintained in the 1980s by the price and structural changes of 
world economy. The foreign trading capacity of the Soviet Union is narrowed down, on 
the one hand, by the physical constraints on the supply of primary energy and of certain 
raw materials, on the other hand, by disadvantageous price trends. In the smaller CMEA 
countries it is the high level of debt service, the structural rigidity of their economies, and 
the delayed reforms of the goal systems and of the institutional factors that stand in the 
way of improving their world economic positions. The constraints on supply, and the 
pressures for restoring equilibrium have an unfavourable influence in the 1980s, within 
the framework of regional cooperation, on the dynamics of development of relationships, 
as well as on its price, qualitative, and technical parameters.

The further development prospects of East-West relations will be less tied to politi
cal factors than in the 1970s and will depend mainly on economic performances.

The world market price level reflects in a cumulative way the changes in the inter
national valuation of the various growth sources, and the market organisation features of 
each product. The relative price dynamics will remain rather low for the products of the 
light industry, metallurgy, and petrochemistry satisfying low demands on quality and 
placed in the international excess supply zone, as well as for the agricultural mass prod
ucts and primary energy. The price reducing effect of keen market competition and of 
fast technological development will also be felt on the less oligopolistic markets of 
engineering products with a great number of producers and exporters, and particularly 
on the market of the electro-industrial products.

Relative price dynamics are expected to be above the average in the case of 
machines and productive parts most suited to promote structural adjustment, competi
tiveness, technical progress and cost rationalisation, in the case of food and light indus
trial products coming up to special qualitative demands and satisfying consumers in the 
higher income brackets, as well as in the case of the technical consumer articles and prod
ucts intended for leisure time activities, always representing novelties. Price dynamics 
will be above the average also in the case of products where the strength and concentra
tion of economic organisation can prevent price competition, and where hardly or not 
movable factors of the production process are of high importance, or such growth condi
tions are of primary importance the changing of which would take a long time, for ex
ample, the structure, qualification, and cultural level of labour.

An increasing rate of the realised surplus value of economic profit will shift from 
the production sphere to the marketing sphere in a broad sense. Competition on the 
market is constantly sharpening, and, as the engineering products requiring extensive 
services and inputs (publicity, storing, servicing, replacement, etc.) take up a growing 
share of trade, the price level of the “commercialising” capacities and activities will also
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be rising. Profit rates will be higher and rising faster in the sphere of trade. The successful 
or unsuccessful activities of the trade organisation will be increasingly important as for 
the relative market positions and terms of trade.

The international environment of enterprise management is largely influenced by 
the fact that, as against certain scientific and political assumptions spreading in the early 
1970s, the world economic expansion o f  the transnational mammoth enterprises has not 
stopped and still cannot be stopped with economic policy instruments. Because of the 
higher budget constraints of the nation states, and of the narrowing scope of maneuvering 
of government policy action in the home economy, governments are forced to rely more 
on cooperation with the international large enterprises. Foreign economic policy and 
foreign economic diplomacy gradually integrate — beside the international, regional, and 
government-level cooperation — the factors of cooperation with the international large 
enterprise sphere. On the market of an increasing number of oligopolistic products and 
groups of products (medicaments, cosmetics, aluminium, vehicles, control engineering, 
etc.) the joining into the international enterprise organisation has become a market con
dition of decisive importance, and so has the building up of an independent foreign mar
ket economic organisation on the market of most service-intensive engineering products.

In the period following the Second World War the exchange of services not directly 
related to the trade in commodities was also steeply growing. Within the payments related 
to the international exchange of commodities and services the ratio of services grew from 
12 to almost 30 percent from 1950 to 1980 and showed firm resistance to recession 
phenomena. In several South-European countries with historically delayed industrialisa
tion, and in some of the advanced small West-European countries foreign exchange 
returns from services reach 40—50 percent. From the traditional foreign exchange returns 
of services it is only sea transport and expatriate workers’ transfers to home that are los
ing in their relative importance.

In the service exports of the 1980s a new line is opened by service transfer, which 
has been enabled and made cheaper by the development of data processing and telecom
munication. The enterprises of countries with an advanced economic environment and 
adequate specialist staff have their programming, book-keeping, data processing and var
ious management tasks performed by the, service centres of some advanced countries. 
This type of division of labour speeds up the turnover in services, improves their effi
ciency, and promotes the specialisation process. The export of economic management 
services started from the USA, worries about dependence are driving demand towards 
the specialised enterprises of small countries equipped with adequate technical and 
expert staff.

Conclusions for the Hungarian development strategy

After the bad deterioration in the external conditions of the Hungarian socio
economic development in the 1970s, the only factor easing burdens brought by the 1980s 
is the declining relative price level of primary energy. In the other zones of the world

Acta Oeconomica JO, 1983



В. KÁDÁR:WORLD SITUATION AND HUNGARIAN ECONOMY 305

economic processes of the 1980s no such developments are expected as would either 
compensate for, or considerably reduce, the growth losses suffered earlier. If in the com
ing years the Hungarian economy is unable to attain, through concentrated efforts, a con
siderable degree of structural modernisation and improvement in economic performance, 
the remaining alternative is further deteriorating terms of trade, weakening world eco
nomic positions, slipping back into the group of developing countries, reduced domestic 
incomes, and the risk of sharpening socio-political tensions.

The world economic challenges of the 1980s do not simply arise from the lower 
dynamics of economic development, speeding up, however, again in 1983, but from 
changes in the driving forces of growth, from the interest relations effective in coopera
tion, and from the growing intensity of competition mechanisms. A higher dynamism of 
socio-economic development is inconceivable without a development strategy centred on 
adjustment to the international processes, an improvement of the comparative interna
tional competitiveness and the performances of the country, and a further development 
of the system of social objectives and of the control system in coordination with all these. 
Hungary today still disposes of such social growth resources, which can be mobilised 
within a relatively short time in case some comprehensive strategy is successfully carried 
out. The growing competition in the international adjustment process shows, on the other 
hand, that in countries that delay or fail altogether to adjust themselves, it is not only the 
development costs, but also the socio-economic costs of stagnation that are constantly 
rising.

The positive and negative experience gained so far in the international adjustment 
process, and the demands it raises call attention to the increased importance of trans
parence of society and economy for a successful socio-economic control and manage
ment. A clear strategy and an improved efficiency make it important that social policy 
and economic policy in the broad sense be separated, the system of goals be clearly 
differentiated according to special lines, and the microeconomic sphere be somewhat 
exonerated from indirect economic tasks (such as responsibility for supply, employment, 
social policy, etc.), since it is only then that expectations of the non-economic spheres 
towards the economy, that is, the social demands on a successful operation of the econ
omy can be determined on the social level.

Similarly to several other countries, Hungary’s economic capacity has been unfa
vourably influenced by a distribution-centric social environment insufficiently coordi
nated with the economic conditions, and by a system of goals and of values developed 
earlier. A reform of the system of goals and of management, and an adjustment strategy 
limited to the economic sphere cannot be successful, if other social spheres are not 
changed to the same effect. It is often the case today that opinions and strivings regarding 
the further development of the organizational, educational, social, benefit, etc. systems 
are far different from economic possibilities and demands.

From the stressed importance of the comprehensive nature of the adjustment 
strategy follows logically that mechanisms for improving performance, orientation 
towards competition, and for future-orientated adjustment must be established or
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strengthened in the development of the educational system, the scale of values, the socio- 
psychical environment, social policy, living standards policy, cadre policy, employment 
policy and incomes policy. Short of a comprehensive strategy covering also the non
economic spheres, the Hungarian economic policy will not find an alternative to replace 
its present “hand-operated” management system and, its restrictive, equilibrium-centric 
economic policy.

Upon the basis of international experience, it gives rise to worry that the nature, 
and the delay in the application of the direct economic management methods — inevi
table because of the emergencies created by external conditions during the past three 
years — did not allow the coordination o f  short-term tactical requirements with long
term strategic tasks and failed to stimulate the driving forces of adjustment in all groups 
of society. When emergencies are over, it is the improved instrumentary of the monetary 
and budgetary policy that is to coordinate the tactical with the strategic requirements of 
adjustment.

The development or production policy is of crucial importance for the success of 
long-term adjustment. The competitiveness of the Hungarian economy is weak not only 
in the microsphere, but it has weakened also structurally in the course of the last ten 
years. The problems of structural obsolescence cannot be left to the microsphere alone, 
nor to the indirect control mechanisms, but they press for an active structural policy.

a) Of the disproportions in the Hungarian economic structure the growing lag of 
infrastructure, its retarding effect on the domestic market supply, extended reproduction 
and international adjustment are conspicuous. The present state of the infrastructure 
causes already problems in domestic economic security and in model functioning, and 
it may lead to further unexpected rearrangements of resources, because of the lack of a 
comprehensive development conception. Infrastructural development may promote 
growth dynamics and the satisfaction of existing demands without any large needs for 
imports. From the foreign economic aspect, development of the economic infrastructure 
(transport, distribution, storage, sales, flow of information) increases economic speed, 
reduces the specific cost level, and may take over supply security tasks from the produc
tion sphere. The fact that the dynamics of world economy has shifted overseas makes it 
a demand of primary importance that the Hungarian economy should improve its long 
distance manoevering capacity, and that a transporting, storing, and distributing network 
should be established for overseas exports. Infrastructural development is also needed for 
the exploitation of the potential touristic capacity. The connexion between the educa
tional-cultural infrastructure and the economic performance of labour has drawn clearly 
very close everywhere in the world. The importance of this sector requires its inclusion in 
the estimates of development, prices and costs.

b) From the productive sectors, the development of agriculture should be directed 
towards the special products instead of the mass products, from the aspect of foreign 
markets. The market of mass products is practically saturated in the non-socialist coun
tries with solvent demand, and their price level is low. Income differentiation strengthen
ing again in the 1980s, the internationalisation of nourishment, and the shift in the
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demand of social groups in the higher income brackets towards the special products of 
other countries make it justified that development should be quality-oriented and value 
increasing from the market aspect.

c) Another structural disproportion of the Hungarian economy is the high share o f  
the natural resource-intensive sectors, internationally as well as in regard of the unfavour
able natural geographical conditions. The energy and raw material input per unit of prod
uct is equally high. At the time of international scarcity, security of supply is in itself a 
social value. However, its additional costs to be charged to social development must not 
be determined on the sectoral level, but only on the basis of a wide range of domestic and 
foreign economic, technical, and social factors. The relative deterioration in competi
tiveness of the Hungarian manufacturing industries in the 1970s were partly caused by 
the priorities accorded to the extractive, energy, and basic material industries absorbing 
a high ratio of the development resources. The structural rationalisation of the 1980s 
does not recommend to the natural resource-intensive activities to enlarge supply, but to 
prefer rationalisation, which can be further supported by stimulating a considerable re
duction of the per unit national material consumption.

d) Improvement of the international performance of the manufacturing industry is 
the most timely task facing the Hungarian economy, crucial for progress in the long run. 
The functioning of a market-oriented economic management system and socio-economic 
environment would render more clearly visible the comparative advantages and disadvan
tages of each industrial product. The use of a strategy of penetrating into the gaps on the 
market, and a more intensive participation in the international inter-enterprise coopera
tion can help receive signals which may develop, in case the necessary self- and bank
financing is available, an adequate specialisation in 60—70 percent of the manufactured 
products, even without any central intervention.

It has to be taken into account that in almost every country a part of the manu
facturing branches -  of high importance for national security, smooth supply, technical 
adaptation or foreign exchange earning duties, but unprofitable for enterprises — is 
maintained by means of central preferences. Permanent or temporary central preferences 
are also needed for the development of the research and development-intensive sectors 
producing for exports, which are often not profitable on the enterprise level but on the 
national economic level. In the case of Hungary, in addition to the above-mentioned food 
processing the activities of the biochemical, pharmaceutical and vehicle building in
dustries and of telecommunication techniques, as well as the manufacture of light sources, 
health equipments and machine tools can be considered as such sectors potentially pro
ducing for exports. It would not be useful, however, to over-expand the sphere of the 
centrally encouraged, export-oriented specialisation targets, that is, to increase it so as 
to exceed 20—25 percent of industrial production.

A rearrangement of the strategic development targets is inconceivable without 
development resources. The available means can be used to stimulate activities that are 
promising for the future, if the regrouping of resources, that is, their drawing away from 
unprofitable fields is speeded up. The most neglected and internationally most backward
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field of the Hungarian economic policy is the disinvestment (cut back) policy. Minimisa
tion of the costs of structural obsolescence, the burdens to be carried by the budget to 
prevent sudden sectoral or enterprise break-downs caused by delays, an efficient alloca
tion of resources, the resource-intensity of the efficient sectors producing for exports, 
and the demands for industrial cooperation with the developing countries all press for 
the implementation of well considered and well organised disinvestment programmes.

The available means are, however, insufficient to finance structural transformation 
at an accelerated rate. An innovative and technological development-intensive growth 
path which improves competitiveness, transforms structure, and develops infrastructure 
usually necessitates increased investment activities. The precondition of this in the 
domestic economy is to increase the saving ability of the economy, to encourage individ
ual and enterprise savings, and to establish adequate real rates of interest and real capital 
costs. As a consequence of the intertwined flows of capital and technology, the develop
ment of certain sectors requires direct and close long-term cooperation with foreign 
capital and the development of shared ownership, particularly in the branches operating 
in oligopolistic international markets.

The lasting changes in the foreign economic relations of Hungary are to be analysed 
also according to main geographical sectors, since the problems, dynamics, structure, 
equilibrium conditions, as well as the quality standards and up-to-dateness of the rela
tionships widely differ by groups of countries.

The objective factors affecting economic growth and foreign economic relations of 
the CMEA countries indicate that the constraints on raw material and energy imports 
will subsist and may even increase, partly because of the physical limits to supply from 
within the region, and partly as a consequence of the efforts at earning hard currencies, 
and of the ensuing geographical regrouping of the scarce commodity stocks available for 
export. Also the conditions of technical modernisation through regional cooperation are 
less favourable than they have been earlier. Because of the levelling up of technical 
standards, the large extent of parallel features in industrial-technological structures, the 
underdeveloped state of inter-enterprise relations and of technical transfer capacities 
indispensable for an efficient cooperation in technology-intensive activities, the financial 
limits to the trade in technology, and the difficulties of having the technical modernisa
tion and qualitative development recognised in prices, it is not justified to expect that 
cooperation in the technology-intensive fields can be promoted considerably in the near 
future. The demands of the national economy on technical progress, structural trans
formation, the improvement of competitiveness and of equilibrium still feed in the 1980s 
of the “diverting” regional forces within the CMEA.

The factors and driving forces of regional cooperation do not render it likely that in 
the course of the coming decade Hungary could increase the volume of her trade with the 
CMEA countries at a rate higher than 1—2 percent p.a. Of course, these dynamics may 
also promote a qualitative development of cooperation, and an improvement of its effici
ency, and cannot change the basic situation that, although with lower dynamics, it will still 
be the CMEA countries that are going to be the largest foreign trading partners of

308 В. KÁDÁR: WORLD SITUATION AND HUNGARIAN ECONOMY

Acta Oeconomica 30, 1983



В. KÁDÁR: WORLD SITUATION AND HUNGARIAN ECONOMY 3 0 9

Hungary at the end of the decade. It is, however, to be reckoned with that the dynamics 
to oe drawn from the CMEA cooperation are not sufficient for accomplishing the tasks 
of adjustment, modernisation, and expanded reproduction that are due in the 1980s.

Beside the changed role of regional cooperation in carrying dynamics, it is not 
advisable to neglect that the profitability conditions of regional cooperation will be less 
advantageous for Hungary ; deteriorating terms of trade and the investment contributions 
could increase the scarcities of resources in the Hungarian economy.

The changed environmental conditions of the CMEA cooperation necessitate, 
beside the accomplishment of numerous domestic economic tasks, the finding of addi
tional sources of supply, and the creation of export capacities in conformity with the im
port demand of the new markets. These tasks delimit the targets, dimensions, and forms 
of foreign economic cooperation with non-socialist countries. The problems encountered 
in developing these relations reflect, on the one hand, the constraints of the present 
general situation of the Hungarian economy and of its capacities, and on the other, the 
above-mentioned processes having lasting effect and changing the conditions of interna
tional cooperation. In the cooperation with the advanced Western countries further dif
ficulties are that in the traditional West-European partner countries of Hungary the 
growth rate of the economy and of imports is below the average. Also competition has 
increased on the part of the developing and medium-developed countries enjoying natural 
geographical, wage, capital procurement, market organisational and trade policy advan
tages over Hungary. Further, the direct as well as indirect disadvantages of the economic 
policy pursued by the Common Market, influencing the international flows, are increas
ingly felt. At the same time, world economic dynamism is shifting definitely towards 
overseas areas, the Pacific region, the Middle East, North and South America.

Within the framework of economic cooperation with the advanced industrial coun
tries purchasing conditions are favourable; what is difficult in the cooperation is the 
expansion of Hungarian exports. Although the volume of imports of the advanced 
Western countries will grow by 4 —5 percent in the coming decade, the imports required 
by extended reproduction and the debt service obligations of Hungary would require a 
larger export expansion: such as would conform to the increasing market share of Hun
gary. However, because of the earlier established disadvantageous competitive positions 
of the Hungarian economy in respect of organisation, institutional system, politics, 
economic policy, natural geography, etc., and because of the extremely keen competition 
of the present time, a Hungarian export expansion is inconceivable without an improve
ment of performances and an adjustment better than the international average.

The possibilities to assert the comparative advantages inherent in the relative wage 
level of the Hungarian labour and in its qualification, and to expand imports are best with 
the Far-Eastern, Latin-American, and Near-Eastern developing countries representing the 
most dynamic sectors of world economy. However, the expansion of exports to the 
developing countries requires adequate commodity stocks — different from what is in 
demand in the OECD and the CMEA —, as well as different financial, technical transfer,
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organisational measures and personal abilities, and in some cases import-orientated dis
investment programmes.

Thus the development of relations with the advanced and developing countries is 
not at all impossible from the external side, though more difficult than it was in earlier 
years, and it demands a regular exploitation and large-scale mobilisation of the existing 
active forces and potential energies of the Hungarian society.

Returning now to the ideas formulated in the introduction:
What conclusions can be drawn from the changed foreign economic conditions of 

growth of the Hungarian economy for the further development of the Hungarian planning 
system? It seems that in the coming decade the way of improving the planning activities 
is not through further refinement of the planning models, hardly suited for comprising 
the variety and contradictions of external and internal economic and non-economic pro
cesses, nor through increasing the number of plan targets and specifying them individ
ually, but through the development of a system of goals and of an economic policy atti
tude based on a thorough consideration of the Hungarian and international socio
economic conditions and effect mechanisms, and through a conceptional and organisa
tional approach oriented towards the targets and problems of outstanding importance.

The frequent changes in the external conditions of development, and their limited 
predictability outline quite clearly the expedient direction of further progress. The ward
ing off of the unpredictable short-term fluctuations and of the long-term impacts equally 
call for the accumulation of financial reserves for security, and a flexibility and alterna
tive character of planning. In order to be prepared for structural changes, measures are 
needed to speed up the flow of information, an “early warning system” is to be built up, 
and it is important to make more use of the services of foreign policy and foreign eco
nomic representations, scientific institutions and enterprises. Flexibility is also recom
mended in respect of the time horizon of planning. Long-term forecasting can extend at 
most to 8—12 years; the gestation period of structural transformation projects. At the 
same time, as a result of the diminishing role of the traditional cycles of market fluctua
tions, the relevance of five-year periods is reduced in medium-term planning: in this zone, 
2—3 year periods seem to be better for clarity, as well as for planning on the national 
economic level. Therefore, frequent changes in the world economic environment necessi
tate, in an open economy, a shortening of the planning phases, reduction of the degree of 
determination, that is, the narrowing down and concentration of the plan targets on the 
national economic level.
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ОЖИДАЕМОЕ СОСТОЯНИЕ МИРОВОЙ ЭКОНОМИКИ В 80-ЫХ ГОДАХ. 
ВЫВОДЫ ДЛЯ ЭКОНОМИЧЕСКОГО РАЗВИТИЯ ВЕНГРИИ

Б. КАДАР

При учащении поворотных событий экономического развития во всем мире возрастает 
количество факторов неопределенности в планировании экономики. В отношении краткосрочных 
колебаний целесообразен экономико-политический подход в распределении дополнительных 
доходов и убытков, образующихся вследствие случайных изменений; в случае природных или 
политических потрясений — образование резервов; а в случае объективных внешних общественно- 
экономических процессов — укрепление научных основ планирования.

В этой последней области неопределенности, наиболее важ> ые изменения, ожидаемые во внешних 
условиях венгерского экономическою развития, связан!.! с такими процессами, как замедление 
темпов роста мировой экономики, неблагоприятное д ;я Венгрии изменение ценовых пропорций, 
усложнение условий приобретения капитала и технолог ии, ог раничение возможностей импорта в 
сотрудничестве со странами СЭВ. все более усложняющиеся проблемы рынка в связях с развит ыми 
капиталистическими странами и. в общем, необходимость создания новых форм организации и 
стимулирования для развития сотрудничест ва с несоциалистическими странами.

В связи с изменениями внешнеэкономических условий роста венгерской экономики возникают 
новые задачи, связанные с дальнейшим совершенствованием системы планирования. Вес это 
требует большею учета международных взаимосвязей в системе целей, требует усиления 
проблемною подхода, повышения гибкости планирования, усиления его альтернативного характе
ра. изменения горизонта времени, концентрации времени, концентрации целей, требует повышения 
научной обоснованности, основанной на широком круге информации.
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R. MOSÓCZY

POSSIBILITIES OF AND TRENDS IN THE DEVELOPMENT 
OF INTERNATIONAL ECONOMIC COOPERATION IN THE 1980s

As regards the economic development strategy of Hungary, the contradiction between 
the performance of productive capacities and the absorptive capacity of the domestic market 
can only be solved through the international division of labour. The article emphasizes that co
operation with the socialist countries, particularly within the CMEA, continues to have an im
portant part in Hungarian economic development. The country is linked to the Soviet Union, 
whose share in Hungary’s foreign trade approximates 30 percent, with several long-term co
operation agreements which have to be prolonged in the coming years. The intensity of eco
nomic cooperation with the Central-European socialist countries is, unfortunately, low. In 
these countries parallel developments occurred in a number of cases and this did not promote 
integration of the economics.

Possibilities for developing cooperation with the industrially advanced Western countries 
have not yet been fully exhausted.

The author denotes the directions of developing economic relations in production co
operation, a livelier trade in licenses and ih improving the patterns of exports and imports.

The contemporary world political and economic situation is characterized by ten
sions and uncertainty. Due to growing economic difficulties certain countries respond to 
world economic processes in a way not to be foreseen or planned, or if so, only with great 
difficulties. Still, even under such circumstances we must not renounce making use of the 
possibilities of developing international cooperation, we have to look for them and ex
ploit them. Hungary is forced to do so also by her economic potential and her limited 
consumer market. For Hungary participation in the international division of labour is not 
a complementary, but a determinant and an additional source of economic development 
Hungary’s dependence on foreign trade has already long historical traditions. Besides, il 
is also true that countries with small or medium-sized consumer markets — among their 
also Hungary — are faced more and more with the contradiction between optimurr 
capacities and the absorptive capacity of the domestic market when deciding on the 
development of productive forces. This contradiction may be resolved only by the inter 
national division of labour. On elaborating our economic development strategy we als< 
have to reckon with the fact that Hungary is not able to keep abreast of the ever faste 
rate of development of the productive forces by relying exclusively on her own natura 
intellectual and material resources.
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This is the reason why Hungarian economic planning has been paying special atten
tion to our participation in the international division of labour.

The five years passed since the 1977 resolution of the HSWP on long-term foreign 
economic policy and development of the production structure have also proved that 
possibilities of our extended participation in the international division of labour should 
be sought after also by means of economic planning.

One of the characteristic features of Hungary’s foreign economic relations is that 
the share of socialist countries in the foreign trade turnover amounts to 53 percent, while 
that of non-socialist countries amounts to 47 percent.

Cooperation with CMEA-countries

In the formation of Hungary’s foreign economic strategy the Council of Mutual 
Economic Assistance — among whose founder-countries also Hungary could be found — 
has played an important role also during the last three decades. Its share in Hungary’s 
total foreign trade turnover amounted to 49 percent in 1980. Between 1981—1985 our 
economic relations with this region are determined by trade agreements concluded on the 
basis of bilateral and multilateral plan coordination. Restults of the plan coordination 
for 1981 — 1985 showed that the growth rate of trade would decrease, namely in a way 
that, in order to make up for price losses, Hungarian exports should increase at a faster 
rate than Hungarian imports. The import of raw materials and primary energy does not 
reach the 1980 level, while production and development cooperation deals are developing 
more slowly than desired. In the elaboration of our five-year-plan for 1981—1985 all 
these circumstances had to be taken into account.

The plan coordination for 1981 — 1985 was carried out in such a political and eco
nomic situation that had unfavourable effects on the development of cooperation. 
Economic development slowed down in the CMEA-countries already in the second half 
of the 1970s and the majority of these countries deliberately reduced their development 
dynamism from 1978 on. The basic reason for this was that they did not succeed in shift
ing their national economies from the extensive to the intensive stage at the desired rate 
and the resulting structural tensions of the national economy were accompanied by ex
ternal disequilibrium of the economies and by considerable losses affecting most of them 
through the deterioration of the terms of trade.

Nevertheless, also the structural interrelations of our economic cooperation with 
CMEA-countries are worth paying attention to. The commodity pattern of exports and 
imports is shown in Table I.
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T able  1

Commodity pattem  o f  Hungarian foreign trade with 
CMEA -countries

(in percentage of exports and imports)

1980 1981

Primary and electric energy
-  export 1.2 1.9
— import

Materials, semi-finished products 
spare parts

24.0 26.1

— export 24.4 23.9
-  import

Machinery, transport equipment, 
other capital goods

36.8 37.7

-  export 37.6 33.0
-  import 

Consumer goods
24.6 20.4

— export 14.3 14.4
-  import

Materials for the food industry, 
livestock, foodstuffs

10.8 11.3

-  export 22.5 26.8
-  import 3.8 4.5

In recent years one-fourth of Hungarian imports has included materials, semi
finished products and spare parts. CMEA is an important market for Hungarian prod
ucts of the engineering and food industries; in 1981-1982 the share of these two 
product groups amounted to 60 percent of total exports to the countries of this 
community.

On planning the development trends in the field of economic cooperation in the 
1980s an assessment of possibilities should be started. The 26 Session of the CMEA 
approved the programme of the coordination of national economic plans for the period 
of 1986-1990.

Coordination of the economic development plans is considered as one of the main 
means for developing the economic integration of socialist countries in the period after 
1985 as well. We think that plan coordination should be aimed at coordinating those 
spheres of international economic relations which are necessary for the foundation 
— from the external economic aspect — of realistic economic development plans. The 
contents of plan coordination, e.g. the harmonization of mutual deliveries of commodi
ties, time horizons, the proportion and scope of physical and value indicators, i.e. the 
contents and method of the harmonization of plans should further be improved. It is very 
important that progress be achieved also in the development of planning and of the
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financial system. However, giving new contents to plan coordination implies first of all 
the harmonization of national economic policies, the multilateral availability of resources 
of development projects serving common interests, joint decision making in this field, 
and consultation on major issues of economic development and economic policy in 
general as well. For example, investment aimed at the modernization of transportation 
proved not to be sufficient in several CMEA-countries in the last decade, they lagged 
behind in the development of railway, road, river and sea transport and all this had an 
unfavourable effect on the development of the international transport relations of CMEA- 
countries. Thus, in the course of plan coordination a better founded reconciliation of 
transport policies should be striven after. The development of economic and commercial 
relations is inconceivable without the coordinated development of the transport relations 
in CMEA-countries.

Quite a few examples indicate that CMEA-countries have successfully solved several 
strategical issues (e.g. computerization, oil, gas and electric energy supplying and operat
ing systems, manufacturing of machines and equipment for nuclear power stations, etc.) 
through coordination of their economic policies and concentrated efforts. These ex
amples convince us of the fact, too, that CMEA-countries have had achievements, both 
separately and jointly, in fields where global strategical objectives coincided with the 
interests of the member-countries.

For the foundation of Hungarian economic development it is necessary that import 
resources of raw materials and energy be available also after 1985. In this respect our 
most important trading partner is the Soviet Union with which nearly 30 percent of our 
total foreign trade turnover is transacted.

Hungarian—Soviet economic cooperation is extremely versatile and relies on a series 
of long-term agreements on production cooperation (alumina-aluminium agreement, co
operation in olefin chemistry, agrochemical agreement, etc.). Our investigations are aimed 
at prolonging these agreements and eventually modernizing their forms and terms. An
other important field of Hungarian—Soviet economic relations is the import of fuel, 
energy and raw materials. Nearly 95 percent of the total Hungarian fuel and electric 
energy imports comes from the Soviet Union. Our vital interest is that these deliveries 
continue also after 1985. However, we should also be aware of the fact, that production 
costs of raw materials and primary energy have considerably increased in the Soviet 
Union in recent years. As a result the Soviet economy could not undertake additional 
deliveries to Hungary from these products on the basis of traditional conditions (from 
the early 1980s on). Since 1975 Hungary has been buying these materials at considerably 
rising prices due to price booms on the world market and applying the new method of 
price formation within the CMEA (though even so below world market prices). For this 
reason increased efforts are made in Hungary to rationalize energy and material consump
tion. We are ready to share our experiences with our CMEA partners in this field as well.

With other European socialist countries — constituting a consumers’ market cover
ing about 130 million people — economic relations have been rapidly extended during 
the last decade, first of all with those with which considerable results have been achieved
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in the division of labour. Lasting and more important relations have developed first of all 
in the engineering and the chemical industries (road transport vehicles, agricultural 
machine tools, pharmaceutics, petrochemical products, etc.). However, the import of 
those raw and basic materials (primary energy, basic materials of the chemical industry, 
chemical fertilizers, etc.) which come from these countries may not be neglected either. 
The Hungarian economy exports large amounts of agricultural raw materials and products 
of the food industry to these countries. The share of these countries in Hungarian foreign 
trade turnover exceeds 22 percent. However, the intensity of Hungarian foreign trade 
— i.e. intertwining in productive spheres — is lagging far behind the trade of the EEC coun
tries of similar size realized among them. This also refers to yet unexploited possibili
ties of the international division of labour. Hungary imports many important materials 
from these countries and it is expedient to strive for maintaining this import.

This region is characterized by nearly identical market sizes. Neighbourhood and 
small distances offer mutually great advantages. Sizes of productive capacities and buyers’ 
demands are in the majority of cases of similar order of magnitude.

These European socialist countries have achieved considerable results in the ex
pansion and modernization of their industrial production and have gradually developed 
international production cooperation and specialization. However, this way had its con
tradictions, too. In a global approach to the problem it can be seen that also parallel 
development projects were realized in this region, mainly in machine building and the 
chemical industry (e.g. in road vehicles, machine tools, telecommunication equipments, 
energetic equipment etc.). Licences, know-how and equipment required for these devel
opment projects were bought from firms ensuring the most advanced technology. Exces
sive capacities arose in several branches as compared to real demands and the proper 
running of new technologies caused several problems and required more time than ex
pected. Naturally, parallel capacities have not promoted the integration of the economies 
and thus, it may not be considered as a chance that the intensity of foreign trade of these 
countries with each other considerably lags behind that of other industrially developed 
countries.

Hungary’s central development programmes have been properly connected with the 
international division of labour up to now as well. The Hungarian road vehicles manu
facturing development programme — even though fundamentally oriented to the CMEA 
market — furthers also Hungarian exports to other economic regions. The development 
programme of the aluminium industry, based on the Hungarian Soviet alumina-aluminium 
agreement, enabled to increase our exports of more sophisticated aluminium products. 
It also enabled Hungary to import in exchange for them such basic and raw materials 
which are not available at all or not in adequate quantity in the country. New central 
development programmes of the sixth five-year-plan period (1981- 1985) are inconceiv
able without the international division of labour either. The manufacturing programme of 
pharmaceutical products, pesticides and intermediary materials is based on a wide-range 
international division of labour, although it may be stated that progress in this respect is 
slower than required, including also the sphere of research and sales. The development
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and production programme of electronic spare parts and components determines the 
possibilities of production modernization in Hungary for the next decade. Productivity 
and the technical level of the Hungarian electronic industry are at present much below 
those of the most advanced countries. Development of the manufacturing of spare parts 
and components is an urging task. When realizing both development programmes, co
operation with firms possessing the most advanced technologies is reckoned with in 
research, production and sales as well.

As we have already mentioned, several capacities of inadequate size or parallel 
capacities can be met in the machine building of CMEA-countries. Some examples for 
this are the following:

— In car manufacturing the GDR and Czechoslovakia are producing cars of their 
own design—practically without foreign cooperation—in small series. The Soviet 
Union, Poland and Romania developed and modernized their car industries on 
the basis of Italian and French licences, respectively. In Yugoslavia there are 
seven car factories and assembling plants. Hungarian enterprises are in produc
tion cooperation with Soviet, Polish and Yugoslav car factories. In the last 
decade Czechoslovakia and the GDR carried out negotiations about the inte
grated establishment of an up-to-date plant better corresponding to the size of 
the European market; ensuring a yearly output of 600 thousand cars was not 
realized.

— It is worth dealing briefly also with bus manufacturing. During the last decade 
European CMEA-countries started (Bulgaria) or rapidly developed parallel 
Czechoslovakia, Romania, Poland) their bus manufacturing aimed at producing 
as many types as possible. In this field it is difficult to evaluate the exploitation 
of possibilities and advantages inherent in the international division of labour.

— A similar contradictory situation can be observed, for example, in the manufac
turing of Diesel-engines, which is one of the most important parts of truck 
manufacturing. Parallel capacities established with large capital and intellectual 
inputs give in the majority of countries only small outputs. Unfortunately, the 
demand for the development of a family of truck engines has not yet arisen with 
economic planners.

— Three countries (Poland, GDR, Czechoslovakia) started to develop the manufac
turing of colour television picture tubes nearly simultaneously.

All this has been mentioned in order to indicate the contradictory character of the 
development of production structures, though it is unambiguously admitted also in the 
related literature of CMEA-countries that concentration of the production of spare parts 
and components results in an enormous increase of efficiency. In this way labour pro
ductivity could be increased to 3—5-fold, production costs could be reduced by 30—50 
percent and the pay-off period of investment to the socially acceptable level of 3—5 years.

In our opinion the integration of development and cutting-back programmes into 
the international division of labour has not been carried out in a proper way in the past. 
There are still possibilities to change the proportions between finished product and part
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specialization in favour of the latter. The problems that must be solved in international 
cooperation during the 1980s, should be identified. Some of them are the following:

— consultations on development policy objectives should be carried out prior to 
decision making and on the basis of possibilities a better differentiated coordina
tion should be realized. It requires much more information on development of 
the microstructure of CMEA-countries, on the trends and nature of development 
and cutting-back programmes;

— we should reckon with the fact that systems of criteria used for working out 
development concepts are different. With the establishment of production 
capacities the criterion of mass production is judged differently in the individual 
CMEA-countries, since it is known to be a relative notion. (It should be noted 
here that it would be expedient to estimate the possibility of establishing opti
mum capacities aimed at meeting demands of several markets simultaneously 
jointly with several CMEA-countries.)

— our investigations have convinced us that due to deviations in national price sys
tem and underdeveloped monetary systems, import-substituting domestic pro
duction seems to be more economical. Therefore, also the modernization of fi
nancial bridges connecting national economies belongs to the tasks to be solved;

— it would be expedient to organize consultations on licence-buying intentions of 
enterprises prior to decision making, at least in respect of certain regions. The 
contemporary practice of subsequent information does not exclude parallel 
purchases;

— marketing activity should be strengthened in the enterprises in the interest of 
a better selection of domestic development targets. Especially weak is our mar
ket research activity in the CMEA-countries. Hungarian foreign trade and in
dustrial enterprises seem to believe that coordination of five-year plans and 
agreements on commodity exchange can replace market research.

Planning methods of economic cooperation should be further developed so as to 
ensure the achievement of qualitative objectives. The intensive stage of development of 
CMEA-countries requires technological renewal. Thus, even more attention should be 
paid to technical and scientific cooperation through a more concentrated utilization of 
possibilities in this field, which also contributes to increasing the competitiveness of 
CMEA-countries on the world market.

Relations with developed industrial 
and developing countries

Hungary transacts 37—38 percent of her total foreign trade turnover with indus
trially developed countries. This trade has not been balanced in recent years. Hungarian 
import surplus was considerable also in the years 1980-1982 and exceeded exports by 
about 10—15 percent. Commercial relations have become richer in their form and con
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tents as well in the 1970s. Though laws asserting themselves in capitalist economy provide 
only limited possibilities to elaborate agreements valid also in the longer run, still we 
believe that possibilities of developing economic cooperation with developed industrial 
countries have not been exhausted yet. One of our most important tasks is to improve 
our balance of trade. For this our competitiveness should be increased much faster than 
before. The average age of Hungarian machinery is 10—15 years. This impairs our com
petitiveness. Changing this unfavourable situation depends basically only on us. Another 
important task is the faster development of more advanced forms of cooperation (indus
trial cooperation, joint ventures, etc.) beside commercial relations. On the basis of geo
graphical closeness and traditions the overwhelming majority of Hungarian foreign 
trade—about 85 percent—with non-socialist countries is transacted with countries of the 
EEC and EFTA. Conditions of access to the market are unfavourable for Hungary, espe
cially in the EEC countries. We are at considerable tariff disadvantages which implies a 
disadvantageous position in competition as well. Various quantitative restrictions assert 
themselves, agricultural and food industry exports are hindered by the protectionist agri
cultural regulation system of the EEC. It is important for us to be able to develop our 
commercial relations without any disadvantageous discrimination. The perceptible crisis 
in the world economy and also the accelerating inflation and unemployment have forced 
our partners to introduce several measures unfavourable for Hungary. Our interest is that 
our relations with these highly developed industrial countries promote the intensive devel
opment of Hungary economy. Our interest should also be strengthened in production co
operation with Western firms. We should strive after developing new technological solu
tions and licence trade improving the efficiency of production. However, when develop
ing our relations it must be taken into consideration, too, that the structure of Hungarian 
exports and imports, respectively, should also be changed.

The present low share (17 percent) of machinery and equipment should be in
creased in Hungarian imports as they are necessary to further technological progress. 
It is an unfavourable feature of the export commodity structure that the share of ma
chinery and equipment hardly exceeds 7 percent. It should be an issue of primary impor
tance to increase the share of more sophisticated products — first of all those of the 
engineering industry — in our exports.

Developing countries weigh with Hungary’s foreign trade less than would be jus
tified by the world economic importance of this group of countries, though their share 
in the foreign trade turnover of Hungary has increased from 7 to 10 percent from the late 
1970s on.

In our economic relations with developing countries considerable changes took 
place in the 1970s. First, the exchange of intellectual services and knowledge played a 
more important role than the exchange of goods. Technical and scientific assistance 
almost prevailed together with the training of specialists in Hungary and the delegation 
of experts to developing countries.

The commodity pattern of foreign trade with developing countries in 1981 and 
1982 is shown in Table 3.
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T able 2

Commodity pattem o f  Hungarian foreign trade with 
developed industrial countries 

(in percentage of exports and imports)

1980 1981

Primary and electric energy
-  export 9.8 9.9
-  import

Materials, semi-finished products, 
spare parts

1.3 0.8

— export 39.6 38.0
-  import

Machinery, transport equipment, 
other investment goods

70.4 68.2

-  export 7.2 7.3
-  import 

Consumer goods
17.0 17.6

-  export 19.3 19.6
— import

Materials of food industry, 
livestock, foodstuffs

5.5 6.4

-  export 24.1 25.2
— import 5.8 7.0

The increasing importance of developing countries in the system of Hungarian 
foreign economic relations is promoted by several factors:

— the absorptive capacity of the markets of certain developing countries is expand
ing at a faster rate than that of developed industrial countries;

— development needs of the major part of the developing countries are in compli
ance with the possibilities of Hungarian supply;

— developing countries can be markets for Hungarian products of the engineering 
and food industries, of agricultural, health and educational systems, intellectual 
services, etc.;

— they are suppliers of important raw and basic materials and consumer goods;
— they can be our partners in production and sales cooperation, in placing produc

tion abroad and in cooperation on third markets.
This is also indicated by the structure of Hungarian exports and imports. Nearly 

one third of exports is made up of machinery and equipment, while 45—50 percent of 
imports consist of foodstuffs and materials for the food industry.
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T able  3

Commodity pattem  o f  Hungarian foreign trade with 
developing countries

1980 1981

Primary and electric energy
-  export 0 0
-  import

Materials, semi-finished 
products, spare parts

23.2 16.6

— export 39.6 35.2
-  import

Machinery, transport equipment, 
other capital goods

25.0 25.1

— export 29.9 33.4
-  import 

Consumer goods
0.4 0

— export 14.9 14.0
-  import

Materials for food industry, 
livestock, foodstuffs

6.5 10.4

— export 15.6 17.4
-  import 44.9 47.9

In planning our long-term economic relations we have to start from the assumption 
that without a proper strategy and commercial policy more convenient to countries of 
the developing world no progress can be made in these fields. Among major fields of 
strategical planning technical and scientific cooperation remains an important element in 
the future as well. Presently Hungary has agreements on scientific and technical coopera
tion with fifty developing countries. In the framework of these we consider it important 
to take part in the training of experts with secondary and higher qualification in the 
future as well. Hungary can offer a wide range of experts to the developing countries. 
Yearly several hundreds of engineers, physicians, agricultural and industrial experts are sent 
to these countries. Hungarian experts work mainly on the development of agricultural 
production (soil-amelioration, irrigation, water management, veterinary hygiene); geolog
ical prospecting and research work promoting industrial development and urbanization; 
the organization and management of industrial production. Recently the number of Hun
garian experts working in health service and education has considerably increased. We 
should utilize our possibilities more efficiently in this field so that it simultaneously 
further promote the strengthening of our economic relations. (E.g. the share of complex 
health and educational systems should increase in Hungarian exports, and the diversifica
tion of raw materials should be widened in imports, etc.).
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More attention should be paid to the distribution of our foreign trade with develop
ing countries among continents (the American share is 20 percent, the African one is 25 
and Asia’s share amounts to 55 percent). Our export-efforts should be increased also to 
those countries of the developing world where Hungarian exports of manufactured goods 
have already reached considerable amount. In countries of Latin-America and South- 
East Asia foodstuffs, industrial semi-finished products or light industrial goods may not 
be sold in large quantities, however, our purchases from these products can further be 
increased only if our exports—first of all of engineering products—are increased.

In most developing countries medium and long-term plans are made. A character
istic feature of their economic development programmes is the strengthening of the 
domestic industry and the easing of the employment problems. A thorough knowledge 
of these programmes is indispensable. It is necessary to have adequate information about 
the possibilities at each level of planning so that continuity of the marketing activity of 
our enterprises can be ensured. In the export of capital goods we also reckon with the 
financing of international monetary institutions. As for Hungarian economic development 
programmes, the possibility of establishing joint ventures should also more carefully be 
estimated than before.

*

We are convinced that in case of a better recognition and development of interests 
Hungary’s participation in the international division of labour and thus, in socialist eco
nomic integration will further be strengthened in the late 1980s. For this purpose, how
ever, a crystallized strategy and always up-to-date tactics should be developed for all the 
three major markets. Its elaboration should begin already right now and they should be 
made “viable” through continuous adjustment.
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НАПРАВЛЕНИЯ И ВОЗМОЖНОСТИ РАЗВИТИЯ МЕЖДУНАРОДНОГО 
ЭКОНОМИЧЕСКОГО СОТРУДНИЧЕСТВА В 80-ЫХ ГОДАХ

Р. МОШОЦИ

В стратегии экономического развития Венгрии противоречия между оптимальными размерами 
мощностей и возможностями сбыта на внутреннем рынке можно решить только путем международ
ного разделения груда. Автор указывает, что в экономическом развитии Венгрии и в последующий 
период выдающееся место будет занимать сотрудничество с социалистическими странами в рамках 
СЭВ. В этой работе важной является координация планов развития экономики, методы и 
содержание которой нужно совершенствовать. Венгрию с Советским Союзом — страной, на 
которую приходится прибл. 30% всего внешнеторгового оборота Венгрии — связывает ряд 
долгосрочных соглашений, продление срока которых является задачей последующих лет. Особое 
внимание автор уделяет экономическому сотрудничеству с социалистическими странами Средней 
Европы. Он констатирует, что интенсивность внешней торговли с этими странами низкая. На ряде 
примеров он показывает, что образовались параллелизмы в развитии социалистических стран 
Средней Европы, которые не способствовали интеграции экономик. Имеются большие возможнос
ти для согласования прог рамм производства развития и специализации готовой продукции и 
деталей.

Статья подчеркивает, что возможности развития экономического сотрудничества с промышлен
но развитыми капиталистическими странами еще далеко не исчерпаны. Одним повышение 
конкурентоспособности венгерских товаров в ггоследние годы не удовлетворяло требованиям. 
Перспективы развития экономических связей автор видит в расширении производственной 
кооперации, в оживлении торговли лицензиями и патентами, в улучшении структуры экспорта и 
импорта. В заключение автор рассматривает возможности дальнейшего расширения сотрудничест
ва с развивающимися странами.
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F. VISSI

MAJOR QUESTIONS OF THE IMPROVEMENT 
OF ECONOMIC CONTROL AND MANAGEMENT IN HUNGARY 

IN THE MID-EIGHTIES

The fields and methods of economic control that require improvement can be delimited 
from two aspects. In part it must be explored what is expected by the economic conditions and 
economic policy of the coming years from the economy, the economic management and, con
sequently, from the methods and instruments of control. Secondly, through a continuous 
analysis o f past and current processes a study of the favourable and unfavourable experiences 
must be carried out, and in drawing up recommended alterations such methods must be devised 
as are suitable for minimizing the negative impacts.

Inconsistencies of the current situation and the need for further progress

The long-prevailing internal inconsistencies of the Hungarian national economy 
greatly intensified in the early 1980s, accompanied by acute problems of disequilibrium. 
Enhanced economic efficiency was unable to level out the continuous and substantial 
deterioration in external economic conditions. Lately the improvements in external equi
librium (balance of trade) of the economy were accompanied, together with a diminishing 
domestic use of the national income, also by a deterioration in the internal equilibrium 
conditions. Owing to external economic and political factors the position of this country 
with respect to international payments has not consolidated enough despite the restora
tion of the balance of foreign trade.

Economic development in Hungary must be expected to face factors of uncertainty 
and considerable difficulties also in the coming period. It is highly probable that the ex
ternal conditions of economic development will not get better in the medium third of 
this decade. As far as 1 can see, there is a continuing likelihood of such changes in world 
political and world economic conditions as are mostly adverse from the point of view of 
further improving the external economic equilibrium and the development of the Hun
garian economy.

In the middle of the 1980s the most important task of the Hungarian economic pol
icy is to avoid our falling behind the international trends of development and a deterioration 
of our world economic position. Even a disadvantageous turn in external economic con
ditions does not justify the basing of Hungarian economic development on seclusion from 
external markets and on severing external relations because in that case neither an ade
quate material supply to production nor the necessary development of technical-techno-
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logical standards nor the achievement and maintenance of a balanced external financial 
position would be possible. The strains of the internal market would increase, and so 
would our backwardness relative to the advanced industrial countries. The only way 
towards well-based economic development is through the powerful enhancing of export 
capacities and a relative curbing of import intensity without hindering technical progress.

The Hungarian economic policy in the first two thirds of the 1980s is Janus-faced. 
Adjustment and correction, and a quest for new ways and renovation are asserted simul
taneously. The worst contradiction of this situation is the one between the pressing need 
for change and the limited means available for carrying out the change.

The Hungarian economy is going through a stage of development when technolog
ical transformation needs to be carried out in a good part of the manufacturing industry, 
and when development of some spheres of the capital intensive infrastructure is of ab
solute importance because in its actual backward state it is an impediment to the develop
ment of the economy. The financing of the two said tasks adds considerably to the need 
for resources for the purpose of economic development. The limited availability of the 
resources will be obvious if the active balance-of-trade position required for the improve
ment of the external economic equilibrium and also the need for (at least) a minimum 
increase of living standards are taken into account. For any substantial improvement of 
this state of affairs the efficiency of economic management needs to be strongly in
creased. Therefore, economic policy postulates an innovative economy for the 1980s 
which implies by necessity that in the future system of economic control innovation will 
be in the interest of the actors of the economy, and the possibility of decision-making 
required for the implementation of innovation will be gradually established with the 
business organizations both in the social-sociological and in the economic sense.

The economy we need is an innovative one renewing itself all over again where 
inventiveness, prompt and flexible utilization of opportunities offered by the external 
market and the exploitation of domestic resources and reserves are dominating. This 
requires us to mobilize the concern of enterprise management, staff and workers for 
increasing enterprise property—as the basis of future incomes—as well as for increasing 
enterprise profitability and thereby their own incomes.

An analysis of the operation of the actual Hungarian economic system over one and 
a half decade offers some important clues for formulating the directions and methods of 
improvement. The most important experiences are the following:

a) Owing to sometimes real but often only supposed interests, the state administra
tion reserved itself the right of decision also on such economic issues which, according 
to the principles of the 1968 reform, should have and could have been solved through the 
independent activities of business organizations.

Enterprise decision-making opportunities were restricted by economic control 
authorities in an unreasonably wide sphere. In addition, the enterprises also happened to 
take occasional decisions beyond their scope and capability. Such decisions, however, did 
not involve any serious consequences for them. Some of the enterprises justly had the 
feeling of being shielded against adverse changes in business conditions and results
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because income positions were stabilized by the applied system of subventioning and 
taxation as well as by the connected price control.

b) The field of manoeuvring granted to enterprises by the economic control organs 
is too narrow and thus the more profitable exploitation, rearrangement and mobility 
upon enterprise initiative of the engaged assets, the employed labour and the develop
ment funds are not encouraged but discouraged. Most enterprises with poor efficiency 
rather expect state subvention and outside resources instead of making use of their in
ternal reserves.

c) In my opinion the central economic management did not prepare itself enough 
for the tackling of social problems surfaced by the enhancing of efficiency as a primary 
economic policy objective. Enterprise and personal incomes became rather powerfully 
differentiated by the workings of the reform and this created situations in several fields 
different from what society had been accustomed to.

In a number of cases the “expectations” of supervisory authorities giving way to 
the substitution of the market valuation were initiated by enterprise leaders themselves. 
Only a few enterprise managements were forced to develop the system of the internal 
management and incentives of the enterprise. As a result, enterprising spirit is poor and 
adjustment to market requirements either necessitates unrealistic sacrifice and excessive 
risk—or the extra achievement it would produce in terms of the expectable results is 
so small that enterprising does not pay.

d) In the course of operation a market where producers should display an active 
seller’s attitude and where CMEA imports would mean an actual competition could not 
develop. Western import competition is held within narrow bounds because of balance 
and structural problems.

The aforesaid also indicate that the importance of improving economic control is 
today on the practical side and that it is not theory where innovation is necessary. Suit
able conditions must be created as soon as possible for the improvement of enterprise 
activity and enterprise profitability, for fostering independent enterprise business manage
ment of inventive, venturesome, enterprising spirit and nature. It follows that the clue of 
the improvement of economic control is the provision of conditions required for the fast 
expansion of enterprising.

Major elements of the improvement of economic control*

The instruments of economic control can be classified from several points of view. 
In the literature the problems of control are traditionally covered in the context of plans, 
the system of economic regulators, and the system of organization and institutions. There

*The Hungarian government organs, too, have been working on the improvement o f economic 
control for almost two years. The points explained here are certainly accepted by many, even if 
certain details are not agreed upon. What is written here is also my personal opinion and the respon
sibility for mistakes, if any, is mine.
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exists an approach treating the system of control from the aspect of decision, interference 
and supervision, while another “enumeration” tries to grasp the most essential points in 
the frameworks of the monetary system and the decisions and rules above or outside the 
monetary sphere. Each approach is justified in its respective field. Hereunder 1 will ven
ture to present the system of control from another point of view which will be far from 
surveying a full range—that is, a great many minute but important problems will not be 
discussed—but is suitable to illustrate one approach to control fairly well. In this context 
I am giving an outline of the alterations I deem necessary in the system of control accord
ing to the control tasks of the administration and the decision-making opportunities of 
enterprise management.

The tasks o f  administrative (central) control

The activities of central economic control cover three major groups of tasks:
a) setting the economic policy objectives which should govern decisions made in 

national economic plans on
— the nature, main proportions and resources of development,
— the requirements of external and internal economic equilibrium,
— the major changes in the production pattern,
— the major provisions for accumulation,
— the basic problems of the standard of living policy;
b) devising an up-to-date system of regulators required for influencing the economic 

processes and for the functioning of the system of incentives;
c) direct government control and decision as necessitated by public interest, as well 

as the establishment and operation of a system of social preferences in order to directly 
serve harmony between the economic and social processes.

The success and efficiency of central economic control are qualified by the com
bined compliance with the requirements of the above three groups of tasks as they are 
not mutually replaceable. For this reason the opportunities, instruments and institutional 
system of the deriving tasks devolving on to the state administration and economic con
trol must be defined for each and for all. The combined and concerted carrying out of 
these three tasks is equivalent to regulating the market through central control. Appre
ciating the rules of the market, the central control will provide the framework and the 
conditions for the monetary and fiscal policy to actually regulate the economy. By 
building the frameworks of a regulated market — through the above three groups of 
tasks — the central control will be enabled to control any essential process of the econ
omy and, by means of the general rules laid down, in this context, it can assure the 
mediation of market impacts to the enterprises.

In this kind of approach to the tasks of central economic control enterprise in
dependence will not be an end in itself but a master framework for business under the 
conditions of a regulated market.
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It is both a chance and a condition for the Hungarian economy gradually joining 
the international competition that adjustment to the external market can take place 
but on the basis of internal competition. There are primary conditions of the prolifera
tion of enterprising as to incentive and control. In working out the conditions of incen
tive, an important role is cast to economic regulation, to the harmony between the dif
ferent regulatory elements. The regulators provide a form of movement for interests, 
by directing, limiting or strengthening them.

The up-to-date instruments of control required for the efficient working of the econ
omy must contain specifications; suitable for the service of a relatively stable economy. 
It needs to be inspiring in a sense to make innovation a concern for enterprises, teams and 
individuals alike, which places the implementation of innovative processes into the enter
prise framework in general. It needs to be consistent so that its different elements should 
not mutually neutralize each other’s effects. The government’s conduct with respect to 
changing the measures of regulators must be predictable and calculable for the enterprises 
on the basis of general economic and market conditions.

It is a basic interest of economic control to evoke an active seller’s attitude of pro
ducers. The continuously criticized shortcomings of the actual Hungarian regulation can 
be eliminated from the system of regulations to the extent we can make progress in the 
development of this business attitude. (Eg. the higher profit rate than justified by our 
competivity and its negative implications; the mechanism of “back regulation” and the 
pressure of taxation for which the system of taxation is to blame; elements of wage 
control counteracting incentives etc.).

As 1 imagine it, the system of regulations should be reasonably modified in the 
following fields and directions;

a) The price system has to be developed definitely in the direction o f  a market price 
system. When the price system effective since 1980 had been drawn up it was expected 
to be able to gradually create conditions in the internal market whereby the statutory 
restrictions built in temporarily in the beginning would become unnecessary. The market 
is extremely differentiated and demand and supply already allow the functioning of the 
actual market price in certain spheres of the manufacturing industry. For this reason the 
rules of price formation should be made more elastic and the rigidities of the price calcu
lation methods relieved shortly in these fields. On the other hand it would stand to 
reason to let the potential import price operate as the ceiling to the domestic price be
cause part of the manufacturing industry is protected against the impacts of the external 
market by higher domestic prices than import prices and so it enjoys unjustified protec
tion. The market price system also implies that the exchange rates mediate the inputs 
required for the earning of foreign currencies in their real magnitude. Consequently, the 
declining competitivity of the economy as measured by world market prices requires a 
devaluating exchange rate policy, while a revaluating exchange rate policy can only be 
justified by a relative real growing of external competitivity.

I find it essential to bring producer and consumer prices into better harmony than 
at present. Turnover taxes are used too widely for the purpose of curbing producer price
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rises in any given field, while in other fields turnover taxes far above the average are 
levied, out of not really economic considerations.

In my opinion consumer price subventions are an excessive burden on state ex
penditure and so their reduction should be accelerated as far as it is possible.

The general principles of the consumer price policy still regarded as valid had been 
formed when the 1968 reform was in preparation. These principles envisaged the forma
tion of a relatively normative turnover tax system where taxation would deflect relative 
producer prices from  relative consumer prices only at the two extreme poles. In part it 
was to exempt from taxation or grant subsidies to fields qualified from the point of view 
of public interest as to be durably subventioned and in part it was to levy higher than 
average taxes on the so-called articles of revenues (luxury articles). Discussions about 
the price system throughout the past 15 years could not reach an unequivocal standpoint 
in regard to the kinds of price preferences that should be maintained (durably) in accor
dance with the development of the economy and society, i.e., the degree of cutting subven
tions. Therefore, the so-called normative turnover taxation could actually not be devel
oped although it would be acutely necessary because today the consumer’s value judge
ment is unable to assert its influence upon the production of a part of commodity groups 
or its influence is distorted, owing to the differing relative prices.

Along with the strengthening of the competitive character of domestic prices the 
price and exchange rate policies open the scissors between the producer and the consumer 
price levels over the present value and this is an important precondition of the durable 
operation of the unified* rate of exchange.

b) Substantial changes are necessary in two further fields of taxation, in keeping 
with the price system. Firstly, the system o f depreciation allowances is outdated, its 
taxation is not uniform in the economy and the mechanism of writing off is not enough 
manageable. Depreciation should be interpreted as follows: Control determines the costs 
that can be charged to current inputs under the entry returns to capital. Accordingly, the 
present-day taxation of depreciation ought to be abolished whereby the treatment of 
returns to capital would be uniform in the entire economy from the taxation point of 
view and the tax burden on embodied labour would be reduced. The up-dating of the 
system of depreciation allowances would enable accelerated depreciation to become a 
preferential instrument of the central development policy.

Secondly, it would be reasonable to introduce the general taxation o f  personal 
incomes. Economic processes of the past decade have resulted in a state of affairs 
where income mobility of the kind which is partly influenced by public taxation and 
partly escapes the scope of taxation has become considerable. Therefore an important 
element is missing from the instruments of the income policy of the state, the one that 
could direct — encourage or disencourage according to needs — the distribution and 
redistribution of personal incomes. The creation of a tax system on personal incomes

*The commercial and the tourists’ rates of exchange were unified in 1981. 
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would offer a chance to replace the actual outdated socio-political instruments and to 
carry out such changes in the wage system which increase the freedom of decision of the 
economically active.

c) Our economic policy objectives necessitate a higher degree o f capital mobility.
An efficient mechanism of capital allocation implies the flow of funds from uneco

nomical activities to more economical ones. A mechanism of capital withdrawal is deemed 
necessary for the assertion of the above. The relative shortage of capital must be elimi
nated by the mobilization of capital fixed with poor efficiency.

The principle — otherwise a part of the concept of control since the 5th five-year 
plan (1976—80) — of designating a minimum role to budgetary allocations in increasing 
capital in the spheres of production and circulation must be applied more effectively. 
Such — more reserved — attitude of the budget would at the same time disengage credit 
resources as well.

The opportunities of drawing in foreign capital should be utilized so as to influence 
the setting up of productive capacities as indicated by market requirements.

The flow of funds between enterprises will gain a steadily increasing importance in 
the mechanism of capital flows. The measures effective since January 1st 1983 meant an 
important phase because :

— temporary rearrangement has been made a concern for both transferor and trans
feree as the rate of interest may be negotiable between the respective enterprises;

— the transfer of capital between enterprises may also be against a rent;
— the transferor of capital may share in the business profits.
Possible instruments of capital flows could be the issuing of bonds and, in my 

opinion, perspectivically also of shares. The conditions of issuing bonds was regulated in 
1982 and thus the chances of introducing shares should be studied as a new element. 
Shares require adequate statutory regulation and, on the other hand, an organized institu
tional system is needed to deal with’the turnover of securities. Parallel with their setting
up, the frameworks for functioning as joint stock company must be entered among the 
forms of enterprise organization.

The economy shows a remarkable demand for the expansion of credit. However, 
the role of the interest rate must be altered accordingly. Interest on deposit and credit is 
a regulatory instrument. Its rate may affect the proportion between incomes and savings 
and partly regulate the accumulation processes. Thus, the rate of interest is a means of 
income-sharing, affecting the trend of inflation and it may contribute to balancing some 
parts of the equilibrium of the economy.

As a rule I do not imagine any durably fixed interests on credits (or deposits) in the 
future, for it is only in a consolidated state of the international and local money markets 
that a system of fixed interest rates is capable of functioning.

In harmony with the activities of enterprises, the enhancing of the business nature 
of credit raising is held to be expedient. This would require the setting up o f  business 
banks. The point is that the profit forming with the bank should be available for any 
purpose pursued by a profit-motivated company. Thereby the bank could participate in
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the undertakings of the enterprises and the growth of bank property would automatically 
expand credit raising opportunities. On the other hand the enterprises will be in the posi
tion to choose between alternatives in their banking relations.

d) With respect to the amount and qualitative composition of the workforce re
quired for production, as well as to the provision of conditions for efficient employment, 
the majority of tasks was delegated to the sphere of enterprises by the reform of 1968. 
This has proven to be correct from several points of view; however, after the depletion of 
labour resources in the mid-70s it has turned out to be the source of numerous tensions. 
Several central measures, the use of extra incentives and repeated wage policy measures 
were necessary for the purpose of influencing the manpower situation.

It seems to me that Hungarian economists widely agree in that implementation o f  
fu ll employment is not the responsibility of enterprises. The two activities are not incom
patible, an efficient labour management of enterprises does not necessarily involve unem
ployment and, therefore, inefficient enterprise labour management must not be put up 
with for the sake of full employment.

In the Hungarian economy labour shortage and excess labour are simultaneously 
present, that is, structural tensions are prevailing showing that the mobility of labour is 
insufficient to meet the needs of transformation of the economic structure, and that it 
is necessary to regroup the workforce as well as to enhance its ability and readiness to 
move. At present in Hungary most changes of jobs are initiated by workers and even 
intra-enterprise reorganization is unusual — but the updating of the economy and the 
commodity pattern cannot be implemented without labour movements while, on the 
other hand, the institutional system and regulations assuring repeated reemployment ot 
the labour released are missing.

In my opinion three essential tasks must be solved in order to attain the necessary 
mobility of labour:

— The conditions of giving notice must be simplified for enterprises. In addition to 
lifting certain legal restrictions this requires the following: except for the case of dis
missing a person through a disciplinary process, the enterprises will have to state their 
wish to give notice in due time and will pay “allowance for seeking employment” or 
“allowance for retraining” for a definite length of time after the determination of em
ployment when reemployment is not guaranteed. (However, the enterprise would not be 
liable to pay such allowances if it provided another job for that person.).

— The organizing of labour exchanges as a state service is underway and prepara
tions are made both in the mechanism of information and the institutional network. This 
service must be available also for citizens and not only for enterprises. When established 
all over the country, such institutions could take charge of first employments in lieu of, 
or parallel to the often criticized system of tenders for vacancies.

— The improving of the efficiency of labour management is inconceivable without 
strengthening the financial incentive. Income differentiation as required for the purpose 
of financial incentive is not a matter of ethics but an economic necessity. No exhortation 
or moral acknowledgement can replace it. Differences in earnings contain information.
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People sense through the absolute and relative magnitude of wages how and how much 
their activities are appreciated by society or by their immediate environment. Financial 
reward paid disproportionately to the work done affects the allocation of labour and 
disciplined work adversely, either by suggesting other ways of utilizing individual faculties 
or by resulting in low performance. At present there does not exist any incentive (not 
even for managements) that could enforce (or have enforced) against the levelling efforts 
an income differentiation that would exert a powerful pressure towards more and bet
ter work.

e) Forming a coherent set of economic and social preferences is an important task 
of central governmental control. This is in fact the part of the economic and social poli
cies that protects the national economy, for the sake of its viability and the feasibility of 
objectives, against impacts originating from the rules of the market and from undesirable 
international political and economic influences. Therefore, the instruments of the set of 
preferences amount to a certain protectionism which -  as a system -  actually exists 
because of the given social establishment.

When the ensemble of general rules, governing the functioning of the economy, 
mean severe conditions, for example by mediating absolute economic coercion to busi
ness, that is, when the existence of business depends on success in the market competi
tion, then the degree o f  “protection ” is set low by these general rules. In such case instru
ments must be necessarily developed to bring the business conduct imposed by the gen
eral operating conditions closer to the objectives of society without any major conflict.

I suppose that many opinions in Hungary will agree with my claiming that the pre
ferences inherent in the prevailing set of general rules that provide the framework for the 
functioning of the economy have to be substantially reduced. Assuming this, it will be 
possible to declare the system of preferences, to make it public, and even to place it 
under public control with all its standards and institutional system.

It appears to me that whether to apply a system of preferences and together with 
it a certain protectionism is not an option for the economic leadership. The option open 
to it concerns the kind of the set of instruments it applies.

Therefore, the following constitute parts of the set of rules by necessity:
— specific rules of social and societal policy ;
— exceptional means serving the fulfilment of international obligations (encourag

ing and prohibitive rules);
— specific instruments for carrying out the regional policy;
— instruments for expediting technical progress.
The efficiency of central control is affected enormously by its ability to fit these 

rules into the general monetary rules and by how far control is able to synchronize rules 
outside the price and monetary system, even such ones like statutes (e.g. those concerning 
environmental protection).
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Policy-making opportunities o f  enterprise management

During the past one and a half year passionate discussions were held in Hungary 
about the issues who should really take proprietary decisions in a state enterprise, and 
how the role of state administration in controlling the functioning of public property 
should be interpreted.

“Pure” proprietary function essentially means the following: firstly, the execu
tives—first of all the manager and perhaps his immediate staff to whom the task of operat
ing the capital is assigned—must be elected (qualified, remunerated, rewarded, called to 
account, and relieved); secondly, the rights relating to setting-up and winding-up enter
prises must be exercised in a direct way, and, thirdly, at the crucial points of enterprise 
strategy decisions must be made on problems concerning operation. On the basis of our 
discussions I have formed the following opinion:

A body of state administration in charge of any given task other than business in 
the hierarchy of economic control cannot take all the decisions required on the basis of 
the aforesaid, so-called proprietary functions. The organization of state administration 
for economic control should be delimited from the exercising of proprietary functions 
because its task is to state the limits (or their degree) regulating the economic (“market”) 
conditions of the operation of capital. Such conditions are regarded by the person exer
cising proprietary functions and by those taking direct charge of the management of an 
enterprise as normative conditions and normative rules outside of their sphere of direct 
influence. Decisions accompanying proprietary functions must also be separated from 
bodies exercising statutory (official) tasks.

When such decisions are analysed on the basis of the demand for the spreading of 
enterprising it turns out that a consistent implementation of the said two conclusions 
is at best a necessary but an insufficient condition of enterprising. The sufficient condi
tion is satisfied if decisions on the operation of the property are taken in the enterprise’s 
sphere of authority. Decisions required for operation must also include the line of pro
duction, the opportunities of regrouping (decreasing, increasing) capital and labour fixed 
to guarantee efficiency, freedom of choice between forms of cooperation between enter
prises, and opportunities to invest the financial property of the enterprise. (Moreover, the 
one who impersonates the proprietor — who exercises the proprietary rights — must not 
be free to interfere in partial decisions concerning operation, this always has reasonable 
limits that should be taken into account when the proprietor and the person operating 
the property are not identical.)

Several recommendations have been made in papers treating the development of 
economic control for increasing the effectiveness of proprietary supervision. The recom
mendations formulated are aimed at weakening the strong bonds whereby enterprises 
are attached to the state administration on the grounds of “supervision” . They wish to 
let the collective management of enterprises have a strengthening and dominating role in 
business policy decisions; to let the workers treat the means used by them as their own, 
and to expect higher income from their own successful work.

Acta Oeconomica 30, 1983



F. VISSI: IMPROVEMENT OF ECONOMIC CONTROL AND MANAGEMENT 335

Thus, in the researches so far made, we have in some special way sought a kind 
of a “proprietary organization” which should take the so-called primary proprietary 
decisions “over” from the state enterprises of the competitive sphere. Three constructions 
were outlined:

1. Setting up of a so-called proprietary ministry separated from the existing func
tional and sectoral ministries and not subordinated to the government but to a legislative 
body, for example the national assembly. It would, in the name of the state, set up (or 
eventually wind-up) enterprises, define the main sphere of business activities, exercise the 
employer’s rights over managers and would discharge the legal supervisory function of the 
enterprise organization.

2. Superposed over enterprises of the competitive sphere, institutions for the ad
ministration of wealth (holdings) should be set up basically with the only concern of 
making as profitable use of wealth as possible. It would fall into the scope of authority of 
these holdings to manage the flow of capital between enterprises and outside the sphere 
of enterprises belonging to one holding, as well as to take the relevant decisions, and 
these institutions would be the employers of enterprise managers and the supervision of 
enterprises would be discharged by them as well. The holdings, would be independent 
from the current ministerial order and they would not be structured after the branch 
(industrial) principle.

3. If a special “proprietary organization” is set up at all — because we are not satis
fied with the present supervisory system and wish to run business-minded enterprises 
— then such an organization must be created with the enterprises.

As far as I can judge it, neither the idea of the proprietary ministry nor the proposi
tion about the holding has been sufficiently founded by the studies made till now. Ques
tions of primary importance are yet to be answered (such as guided from what and by 
which interests the supervisory ministry will be different from an existing branch ministry, 
or: in the case of the holding, what would keep it from becoming a medium-level admin
istrative body of the state, etc.). This is why I cannot accept these propositions and, 
among others, why I find the one mentioned in the third place to be practicable. Natu
rally, our proposition only gives the skeleton and many important details are yet to be 
clarified to make it a feasible system. It will be one of the main tasks of the year before 
us to elaborate these details.

Our recommendation sets out from the following:
— All those are entitled to found an enterprise whom the Enterprise Act mentions 

by name: ministries, councils, organizations of national authority, business organizations. 
When, however, in the competitive sphere taken in the broadest meaning of the term an 
enterprise is set up by organizations of state administration then they do so not on their 
own behalf but in the name of the state and the fact of setting-up will not automatically 
produce control rights for the founder;

-  in the future the organizations of state administration would only discharge stat
utory supervision of a general nature (sectoral authority) which basically means checking 
on the observation of provisions of law;
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-  the propositions do not affect the powers which the state resorts to on special 
occasions (eg. in critical situations or when individual measures are needed because of 
international obligations).

It follows that from this aspect the decision-making opportunities of enterprises 
depend basically on the scope granted by the set of regulations devised by the central 
control, and on individual occasional decisions. The scope of decision will increase for the 
enterprise management relative to the present situation inasmuch as all of the proprietary 
decisions concerning the enterprise strategy will have to be made by the enterprise 
leadership.

The independent enterprises may associate, may form joint enterprises, unions or 
affiliates, may assign some activities of theirs (eg. of development, commerce, etc.) to 
another enterprise or, for the sake of efficiency, may propose their disintegration into 
several companies. This might result in an enterprise structure functioning primarily on 
the basis of interestedness, continuously changing and rearranging itself according to the 
requirements of more efficient business and in this way eventually contributing to the 
potential of the economy.

It is the principle o f  corporate management that is in harmony with the recom
mended enterprise sphere of authority as that provides a favourable scope of movement 
for the coordination of internal enterprise interests.

Several concepts have been laid down also in the Hungarian literature about the 
forms of organization of different enterprises, and also the ones formulated till now 
within the state administration show differences in many respects. Without considering 
this issue as settled we propose some basic forms of enterprise organization where funda
mental strategic decisions are taken:

-  by a board of directors (enterprise council) higher than the enterprise manage
ment, or

-  by a leadership elected by the staff, or
-  by the state administration in the case of state enterprises (remaining) under the 

supervision of state administration.
Naturally, several sub-varieties exist of these types of enterprise and also mixed 

formations can be imagined. Furthermore, special formations complete the above three 
basic forms, such as unions or enterprises set up by social organizations or associations.

In the form mentioned first, when the enterprise is set up by a ministry, the 
founder will not control the enterprise formed but will only exercise legal supervision 
over it.

The basic strategic decisions of this enterprise will be taken by the board of direc
tors (enterprise council): approval of medium and long-term enterprise plans, of the 
raising of medium and long-term credits by the enterprise, as well as of local or foreign 
trade contracts with important bearing upon the enterprise, decision on the setting-up of 
affiliates, or on participation in an association with the status of legal entity. The general 
manager will be subordinate to the “corporate leadership” but will enjoy a high degree 
of independence in the operative direction of the enterprise.

A c ta  O econom ica 3 0 , 198 3



F . V I S S I :  IM P R O V E M E N T  O F  E C O N O M IC  C O N T R O L  A N D  M A N A G E M E N T 337

The question is being analysed what the reasonable composition of the board of 
directors (enterprise council) to be set up should be, and in what manner the workers, 
the party and the social organizations should participate in it.

In the case o f enterprises with a management elected by the staff proprietary 
decisions, too, will take place at the enterprise but this will be a right primarily of the 
enterprise staff and not of the “professional” management.* The majority of strategic 
decisions will be exercised by the general assembly of the working staff or by a council 
(leadership) elected by the staff, and the manager (president) will be responsible to  the 
general assembly or to the council in his directing of business. Below a certain size I find 
this the optimum form of functioning.

In the present Hungarian economy the cooperatives are run as such enterprises. 
I find it practicable also in the state sector, mainly for smaller enterprises. In that case 
the state organization (mainly the council) will set up the enterprise and define its main 
line of production but thereafter it will disclaim the exercise of its proprietary rights and 
will only reserve itself the right of legal supervision and it will transfer the enterprise for 
direction by the staff of workers.

In the case o f enterprises under supervision by the state administration virtually 
the current system will be maintained. To this sphere belong the public utility enterprises 
whose direction is in the charge of the founding organizations (ministries, councils).

Such enterprises are normally led by an appointed manager. For bigger public 
utility enterprises it may be reasonable to establish a board of supervision responsible 
essentially for the public control of the public service in question. A similar type of enter
prise management is required also for local communal and servicing enterprises belonging 
to the supervision of and directed by councils.

The presumed framework for enterprise decision would allow the development of a 
variety of forms of enterprise cooperation. Under such conditions special functional (eg. 
chamber, legal), regional and social forms and frameworks must be developed or formed 
for the purpose of establishing a mechanism of representation and coordination of inter
ests. So the real question to be asked also here is about our ability to provide an intelli
gent form of movement for conflicting interests so as to achieve substantial improvement 
in the concerted functioning of the economy.

The enterprises must state their business objectives by the combined weighing of 
external and internal conditions. The system of internal enterprise control (internal 
mechanism) serves the achieving of the objectives set, the formation of the internal divi
sion of labour and cooperation aimed at the objectives, and the coordination of current 
problems relating to business.

In the course of production particular relationships of interests develop between 
different groups and individuals of the enterprise. The enterprise management must be 
able to use them for activating the intrinsic driving force of interest. The economic ac-

*ie., the “technocracy” (Ed. note.)
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counting of internal enterprise units and the utilization of forms of enterprising including 
independent interest must be pursued. Just as the economic and socio-political factors 
intertwine on the macro-level so this must be true for enterprise conditions too. Con
sequently, the internal mechanism of an enterprise must not be reduced to a matter of 
professional direction but the order relating to spheres of authority, resources, respon
sibility and functions must be penetrated by the direct democratic order of the lowest 
ranks of the staff and above it of its representative bodies and their activities.

This broadly interpreted order of internal enterprise mechanism must be supported 
by a proper structure of intraenterprise relations of interest. It would be justified to 
develop forms where the profit motive of the enterprise can be apportioned rationally 
among the upper, middle and lower levels so that this apportionment be effective from 
the point of view of managerial tasks and democratic activity. Constructions introducing 
new driving forces are needed to make market orientation and the thus induced concern 
for saving costs and for innovation obvious for the working staff. For the purpose of so
cialist proprietary interest it is expedient to elaborate the possible forms of interest suit
able for evoking the concern of both leaders and staff in capital and wealth.

In my opinion the proposed reorganization of decisions would make workers more 
interested in availing themselves of the opportunity of participation granted to them by 
law, it would not be indifferent for them whom they elect as their representatives. Profes
sional leaders, too, would be attached through personal interest to this social partnership, 
more strongly than until now, because their decisions and actions aimed at organization 
and innovation could more safely expect a positive response of the concerned members 
of the staff and a calculably better working and management discipline. Development of 
solution assuring on the one hand the right combination of professional reputation and 
competence and, on the other hand, the majority principle, is as indispensable a condi
tion from the point of view of making professional management more effective and for 
making factory democracy more real.

It belongs to the scope of authority of the enterprise to develop its own internal 
system of control. Its successful establishment can be facilitated by the expansion of the 
forms of enterprise organization and by the strengthening of businesslike relations 
between enterprises.

I consider independent enterprise business management a form of behaviour that 
displays enterprising spirit. Its essence is quick and flexible adjustment to market con
ditions. Its main objective is enterprise income, that is, to augment the wealth of the 
enterprise that bears increasing returns. Its main way is to increase or maintain the market 
share. Intensifying the profit motive is a basic precondition to the unfolding of an inde
pendent, active enterprising attitude, so that realizing higher profit should be an eco
nomic pressure and at the same time a victory. Also, the necessary reduction of uneco
nomical activities and the evolving of new, efficient activities should be brought about by 
the desire to avoid failure through automatisms prevailing in a broad range, without state 
intervention (and even without the reallocation of income by the state).
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A mechanism to guarantee all the above could obviously exist but in the optimum 
of cases when anything that is reasonable from the point of view of economic efficiency 
and profitability would be assumed to be desirable also from the point of view of its 
social and sociological impacts. But this is not necessarily so and, therefore, all the forms 
of the coordination of interests working in society necessarily mark out special frame
works and paths for business. However, the daily motion of a society implementing con
tinuous innovation can only be expressed by mutual qualifications and a mutually adap
tive mechanism.

НЕКОТОРЫЕ ВОПРОСЫ ДАЛЬНЕЙШЕГО РАЗВИТИЯ ЭКОНОМИЧЕСКОГО 
УПРАВЛЕНИЯ В ВЕНГРИИ В СЕРЕДИНЕ 80-ЫХ ГОДОВ

Ф. ВИШИ

Осуществление целей экономической политики предполагает и некоторые структурные изменения 
в системе управления экономикой, затрагивающие два крупных круга: повышение эффективности 
центрального управления экономикой; одновременное расширение самостоятельности предприя
тия и усиление их предпринимательской деятельности.

Для повышения эффективности центрального управления экономикой необходимо:
1. Четкое и своевременное определение макроструктурных целей общественного планирования.
2. Государственные решения о системе предпочтений, вытекающих из общественных интересов с 

учетом уровня развитости общества и экономико-политических требований.
3. Установление системы правил, необходимой для функционирования экономики (для создания 

экономических, правовых, организационных условий).
Результативность и эффективность центрального управления экономикой характеризуется 

одновременным удовлетворением этих трех групп задач. Совместное и согласованное решение этих 
трех задач означает также создание рамок, правил функционирования регулируемого рынка.

Самостоятельность предприятия, его возможности и способности к предпринимательству 
должны расширяться параллельно с повышением эффективности центрального управления 
экономикой. Экономическая политика 80-х годов предполагает экономику инновативного характе
ра. Это неизбежно означает, что (1) носителями экономической инновации являются предприятия, 
коллективы и отдельные лица; (2) в функционирующей системе экономического управления 
инновация должна являться интересом всех участников экономики и, (3) в хозяйствующих 
организациях постоянно создаются необходимые возможности для осуществления инновации как в 
общественно-социологическом, так и в экономическом смысле.
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L. ANTAL

CONFLICTS OF FINANCIAL PLANNING AND REGULATION
IN HUNGARY

(THE “NATURE” OF RESTRICTIONS)

Increasing losses in Hungary’s foreign trade in both convertible currency and rouble 
markets, that could not be foreseen in detail, made measures restricting domestic consumption 
and breaking previous development trends unavoidable. In the given situation they proved to 
be indispensable in order to ensure short-term equilibrium and prompt liquidity. However, the 
danger has now become realistic that this emergency solution will become permanent, and sub
sequent restrictive measures will result from themselves — a part of which hurt the safety of 
enterprise management, some of them taken with retrospective effect -  breaking the logic of 
economic processes, and a downward restrictive spiral will be developing. The series of inter
ventions will not force enterprises to adjustment, but make them defenceless and have a para
lysing effect. A fast and resolute consolidation programme is needed in order to stop this down
ward spiral and break the developed atmosphere of distrust and passivity, not least because 
without the elimination of emergency measures there is no real possibility to continue the 
reform process.

Towards the end of 1978 it had become clear that the methods applied in the Hun
garian economy to provide protection against the changes in world economy did not lead 
to the required result. A gradual improvement of the external equilibrium did not seem 
to be compatible with a further smooth growth, and, within it, with continuously rising 
investment and living standards, or with the operation of regulators — reflected in the 
price system with some consistency since 1976 — serving to avoid temporary conflicts 
and shocks, and to damp world market changes.* The result was a forced boom and a 
sudden rise in debts. Economic control agencies intervened into ever smaller details, 
relying on various means of mobilisation (programmes, consultations, etc.) instead of on

*“The Fifth Five-Year Plan (1976-1980) worked out in these conditions charted a sound co
urse and set the right goals, formulating the appropriate requirements, especially as regards the improve
ment o f competitiveness, the product pattern and the reestablishment of economic equilibrium. How
ever, the assumption of the plan that external equilibrium could be achieved with a simultaneous 
maintenance of a fast rate o f growth and rises in living standards did not prove realistic. . . . Unfor
tunately the aforementioned wrong ideas appeared not only in the plan, but were characteristic also 
of the implementation o f the already approved plan. The growth rates of 1976 and 1977, which were 
smaller than planned did not spur those in charge o f the economy to face up to the facts, but to try 
and make up for the shortfall o f those years in the hope that the original medium-term-objectives could 
berealized.” -  Ferenc, Havasi [ ljsay s .
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market impulses, and thus they seemed to influence every detail of the economic pro
cesses (in some cases in such ways and to such extent as was undesirable), while their 
influence on the macro-economic movements seemed to be diminishing.

The phenomena known already as dispersed elements were suddenly and drama
tically realised as a complete system. Having recognised the gravity of the situation, a 
turn* was effected in 1979. Similarly to other socialist countries, the Hungarian eco
nomic policy does not aspire any longer to a growth of production and sales as it did 
earlier. With a view to economic stabilisation, domestic consumption is now deliberately 
and continuously curbed, not serving merely to apply a sudden brake on the investment 
boom. Considerable changes are taking place also in the economic control system (intro
duction of a competitive price system, establishment of small ventures, amalgamation of 
sectoral ministries, etc.), which indicate a return to the 1968 reform principles, at least 
in their intention. The purpose of these changes is to stabilise the economy and, in the 
long run, to shift it onto a new growth path, that is to say, to transform the character
istics of the Hungarian development and the reaction norms of the Hungarian enter
prises into a demand-controlled economic management system.

Correction of the path — which is sometimes interpreted as an accomplished 
event — is going to be the programme of a long period. What has to be done is, namely, 
no less than to transform enterprise aspirations at production expansion constrained by 
scarce resources, and central control concentrated on resource allocation into enterprise 
actions reacting primarily on market (and not just foreign market) impulses, and into a 
central control asserting its influence on the components of demand.** To achieve this, 
the Hungarian economic mechanism has to be thoroughly changed. For the time being, 
however, short-term adjustment to emergencies has a priority. It is a fact that since 1979 
the Hungarian economy has been making serious efforts to adjust itself to foreign eco
nomic conditions that have changed definitely and are expected to further deteriorate 
in the near future, as well as, lately, to preserve liquidity on the international market.

In spite of the important changes that have been implemented, and a sudden re
duction in the use of foreign sources (indebtedness), the economic situation of Hungary 
has grown worse, which is now increasingly clear not only to the economic leaders of 
Hungary and to enterprise managers working among mounting constraints, but to con
sumers as well. It is also a fact that the gap is widening between the intention behind the

*The term is used by Béla Csikós-Nagy [2]. He stresses two characteristics of the turn in policy: 
“1. priority of equilibrium over growth, 2 . priority of the living standards over economic develop- 
m ent.”

**For the tw'O different economic management logics and behavioural regularities see János 
K om ái [3] (first o f all Chapters 2 .3 -2 .5 ). Obviously, in an economic system in which the constraints 
on resources are regarded as effective, it is not the buying intentions of enterprises that economic 
control tries to influence in the first place, not even if it sometimes uses formally similar instruments, 
b u t, more or less directly, the allocation of resources. This is explained by the fact that prices, in
terests, exchange rates, and taxes or benefits affecting profitability have apparently much less 
influence on the buying intentions o f enterprises, than in a situation in which the market plays an 
active role. This situation will persist as long as the relationship between the control organs and enter
prises does not radically change.
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changes implemented in economic management — such as the strengthening of the enter
prising spirit, a subsequent assertion of market (mainly of world market) effects, and the 
related improvement of normativity in regulation -  and reality, that is, the regulatory 
measures increasing in number, following one another with a frequency hardly expected, 
and ever more incalculable in their restrictive effects.* There are only rare signs to indi
cate that the Hungarian economy is on the way of restructuring, its production structure 
transforming, and the bases for a subsequent recovery being laid down.**

The efforts made so far — which have not been slight — have centred on results to 
be achieved in the short run, a structural transformation of production without any 
considerable investment outlays substituting for production factor presenting a bottleneck 
in the given situation (imports in the first place) sometimes through real savings and 
rationalisation, but sometimes through excess inputs. This is, of course, important, yet not 
sufficient. It has also been found that “enterprises have learned to coexist with the 
difficult situation, and hold it to be normal and inevitable” [6]. The risk is not to be 
underestimated that the unpleasant phenomena, considered to be transitory, can become 
permanent, or at least long-lasting. Thus the question arises, when the Hungarian econ
omy will get from its present state into a situation -  assumed by the suggestions for 
further development of the Hungarian economic mechanism — in which competition 
mechanisms with a sufficiently strong rationalising effect will have well developed, and 
the necessity for government intervention into operative economy, production pro
gramming, jnter-enterprise relations replacing market functions will be much less than 
today. In case the present control practice is continued or even strengthened, it is to be 
feared that the elimination of the (organisational, legal, regulatory, sometimes ideo
logical) constraints that hinder the functioning of competition mechanisms would not 
create in itself a new situation.

A certain easing of the liquidity problems may be expected, but by no means a 
turn in the foreign economic environmental conditions. Therefore, no solution can be 
expected “ from outside” . Projecting the present processes for the future, it cannot be 
said in any seriousness, either, that recovery is just a little slower than expected, results 
are just beginning to appear, but troubles will be overcome sooner or later. The narrowing 
down or freezing of foreign economic relations will not bring us forward, either. Under 
such circumstances, the question is to be asked: do we react satisfactorily on the 
environmental changes that are lasting and beyond our influence?

*Not long after the modification o f the control system in 1980, István Herényi stressed the 
predictability of changes in regulators, in general of the action of central control agencies as an im
portant requirement [4].

**“ . . . the structural and organisational transformation of production progresses at a slower 
rate than expected, in spite of the initial results of 1981 and of those envisaged for 1982. We may not 
have sufficiently taken into account all those factors that put a brake on this process.” This is con
sidered by Lajos Faluvégi [5] to be a lesson of fundamental importance taught by the 1981-1982 
processes.
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There are three possible answers.
a) Restriction, at least globally, could be avoided in case of a selective economic 

policy. In coping with the equilibrium problems, however, restriction is stressed one- 
sidedly, thus suppressing the increase of the “income producing ability” , and the stimula
tion of competitive activities.*

b )  Restriction is today inevitable. However, it has such a “paralysing” effect on 
purchasing power that it cannot help recovery.

c) Elimination of the constraints imposed on competition would be sufficient in 
itself to take off the agenda not only the question of restriction, but also that of “what 
to stimulate? ” **

The choice from the preceding theoretical versions is not a matter of course. The 
losses caused (and yet to be caused) by restriction are obvious, and the experience of the 
last few years makes it doubtful whether it promotes solution at all. Any intention to in
crease the income producing ability through central selection (at least in our economic 
mechanism as it is today) has always led to equilibrium disturbances (which we could 
hardly tolerate in our present situation). The new selective efforts — luckily not put into 
practice — have not proved to be a practicable way, either, since they involve the risk of 
producing bottlenecks on a large scale, and irrealistic demands for expansion.***

*Tibor Erdos’s article [7] analyses exactly this question. He is entirely right in emphasising:
“Restriction alone, however, offers no guarantee for the realization o f a new growth path. Last

ing restriction itself is a result of the fact that Hungary had been on the old path before 1979, and 
since that year we have not managed to gear up to a new one. The new path would mean a gradual im
provement of efficiency, in fact, we witness the opposite: a rapid deterioration of efficiency” .

With the exception of the last statement, I agree with Tibor Erdos’s interpretation. That is to 
say, the improvement of efficiency, and the accumulation of additional resources follow with some 
delay the changes in structure. And this means, in my opinion, that restriction cannot be neglected 
even in analysing the period of positive changes, simply because the transition to the new path is a 
long process.

**This assumption is also implied in the sweeping but somewhat less factual article by András 
Bródy [8 ].

***In 1977-1978 an attempt was made in Hungary to separate, with the help of the sectoral 
ministries, relying on technical and economic norms, the competitive manufacturing branches from 
those having the potential to be made competitive, those to be maintained transitorily, because of 
lack of substitution, and those to be eliminated without delay. This attempt at selection was, however, 
never finished, since it became clear in due course that this type o f selection leads inevitably to 
development along a broad spectrum, a demand for development that bursts possibilities apart the 
potentials of the economy” [9].

It is by no means accidental that an “escalation” of development targets and demand for re
sources could be evidenced also during the elaboration of the technical-economic conceptions to serve 
as basis for the sixth Five-Year Plan. . . . “ In the about forty technical-economic conceptions an 
attitude is observed which wishes to assert, generally as well as in the given field, a ‘special economic 
policy conception’. It can be laid down as a fact that conceptions in every medium-term plan period, 
and especially in the present one, judge investment prospects much too optimistically. This logic is 
not surprising, since the conceptions create, though unintentionally, a fait accompli in the investment 
trends and proportions of the plan periods, ensuring resources in advance.” [10]
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Elimination of the constraints hindering competition would not lead, as an econ
omy-stabilising force, to an immediate boom, but would exert its beneficial effect after 
a transitory recession. It seems though to be logical that, drawing the consequences, a 
step should be taken backwards, to a point wherefrom, after a strong initial shock, a 
sound development may start. The point of such a programme could be that “everybody 
stand on his own feet” . Where t is fails, losses arising from the temporary (in some cases 
lasting) under-utilisation of resources should be accepted even at the cost of further 
losses. And, when competition mechanisms start emerging, a xiew development phase 
might be started from a lower level of national income (and of living standards). This 
“clear” train of thought would be an open acknowledgement of the devaluation of the 
capacities and economic performance of Hungary, and the building up of a sweeping 
reform programme upon this basis.

I think that, in the present situation, if the scope of the competition mechanisms is 
radically extended (which is the essence of every reform proposition), this alone, thus 
without a short-term economic stabilisation programme, could not start a process of 
recovery, only after a serious recession. It is a fact that proliferating bottlenecks, 
stagnating production, decreasing home consumption and, therefore, a growing number 
of limitations and, in general, increasingly severe restriction are characteristic of the 
management (of imports in the first place). In the organisation of inter-enterprise 
relations the role of operative economic control is increasing, while that of spontaneous 
organisation based on relatively stable central expectations, traditions, and finally on 
market impulses (and in this case it is really the last factor) is decreasing. The pure 
application of the power of competition in regulating and reorganising the economy for 
the reversal of the processes would demand, in my opinion, such high costs and social 
sacrifice as simply cannot be undertaken. (It does not disprove this assumption that small 
enterprise — as a rule, attached directly to the consumer market — produces considerable 
additional outputs, without considerable social costs, and relieves bad shortage situa
tions.)

In the following I shall outline tue causes of restriction and describe the decision 
process of restriction by means of a logical model, thus trying to prove that the answer 
b) is the only feasible one. This means that restriction is, unfortunately, inevitable; 
however, its present way of application has to be replaced by a new method, such as 
would encourage rational action and active defence and could build a bridge from the 
present situation — which is called by many, not without malice, yet with some justifica
tion, “hand-operated” — over to the starting of the reform processes.

The causes of restriction, its gaining ground

Under the circumstances of the situation developed after 1978, a radical improve
ment of the external-equilibrium was hardly possible by any other means than restriction, 
that is, by breaking the previously developed growth trend of consumption. The eco-
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nomic policy intended — and can hardly be blamed for it — to direct enterprises, in 
accordance with their natural strive for expansion, towards export markets where con
vertible currencies can be earned. This was to be done by curbing sales on the home 
market, and introducing a financial regulation that would encourage improvement of 
export competitiveness, narrow down the scope for exceptions and individual solutions, 
and gradually increase the pressure on enterprises (for example, by reducing the subsidies 
for production modernisation). The intention was to give way through these means only 
to such expansion which could improve the external equilibrium positions. Of course, this 
leads to a slowing down of growth, since the hard constraints eliminate some of the 
production increasing aspirations. And it is a fact that the production and capacity 
utilisation thus eliminated would not be necessarily of a low efficiency. There are, or 
there would be, decision alternatives that would momentarily increase imports and yet 
would be rational by the measure of commodity production, and these alternatives would 
now be driven out by the logic of decisions. Therefore, this way of adjustment would 
involve losses, but external equilibrium could hardly be improved quickly by any other 
means. On the other hand, it is a fact that, under the pressure of economic necessity, it is 
possible today to carry out things that are important or even indispensable, but which, in 
the earlier stable situation — or assumed to be stable — could not even make the subject 
of a proposition worth discussing.* In this sense, the necessity to act is not just a necessity, 
but also a great opportunity.

At the end of 1979 and the beginning of 1980 it seemed, for a moment, that the 
turn would help solve the economic difficulties of Hungary, somewhat unexpected. The 
growth of convertible export earnings exceeded by far the planned figure (true, computed 
upon a favourable basis), while the imports from the same region remained below the 
target. The measures restricting accumulation led to a reduction of the irrationally high 
stocks, and did not break the investment processes. The consumer price adjustment (to be 
exact: a large-scale price increase) took place along with an abundant consumer supply, 
and knowing the world market development, the population accepted more or less as 
natural that the crisis phenomena would not avoid Hungary. The attitudes towards the 
economic situation were characterised by a sense of relief, a realistic optimism, and a mild 
self-irony when referring to the time when it had been declared that the world crisis 
would be selective, that is, would spare Hungary.

When elaborating the Sixth Five-Year Plan (1981 — 1985) it seemed possible to 
augment Hungarian exports selling for convertible currencies and to expand material and 
primary energy imports from markets where payments are settled in roubles to such 
extent that it could stop the tendency of rising debts, that is, increase exports at a rate

*It is typically this requirement of an immediate improvement of equilibrium that is formu
lated in the competitive price conception. Its purpose is that, if the export position of an enterprise 
deteriorates, the enterprise must not be able to find compensation on the home market which is 
strongly monopolised and struggling with frequent shortages. The price regulations are to transform 
the suddenly increased sensitivity to foreign markets of the macro-economy, its vulnerability, and the 
developments on the real market so as to be felt on the enterprise level.
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well over the increase of imports to both markets, thus siphoning off large commodity 
stocks from the home market, and still attain an approximately 3 percent growth of the 
economy. And this seemed to be enough to maintain and even slightly increase the level 
of domestic consumption.*

However, external conditions were further deteriorating, mostly unexpectedly. And 
the unpredictable changes — well known today — gave rise to emergency reactions instead 
of adjustment within the framework of a well considered strategy.**

It is a fact that since 1979, partly because of the above-mentioned unexpected 
factors, the world market export capacity of Hungary has not been improving, her 
material and primary energy imports from the rouble markets have been practically 
stagnating, while the improvement of external equilibrium has to be accelerated because 
of the worsening prospects of raising credits. All this has led to a slower economic growth 
than envisaged in the Sixth Five-Year Plan and, as a consequence, to home consumption 
diminishing year by year. It seems today that, after some fluctuations, the Hungarian 
economy will be characterised by a 1 — 1.5 percent growth rate and a 2.5—3.5 percent 
difference between the rates of growth and of domestic consumption, that is, by an about 
1 percent rate of reduction in domestic consumption, at least for a few years.***

The data need no explanation. It is clear that our improvement of the equilibrium is 
less due to the increase of exports, than to the restriction of imports, first of all to a fast 
reduction of accumulation (the declining rate of economic growth is to be interpreted as 
its consequence). There are, however, certain limits to the reduction of the rate of 
accumulation, exceeding which would not only imply the missing of future chances, but

*“A 37-39  percent growth of exports is the multiple of what is forecast for the future growth 
of foreign trade in the world by most of the Western market research institutes. This is a large-scale 
undertaking and requires in fact a progress in qualitative development.” -  says Lajos Faluvégi of the 
Sixth Five-Year Plan [11].

**“Today our debt service is three to fourfold the amount that it was at the end of the 1970s 
mostly owing to the rise in interest rates, since the amount of money actually borrowed has essentially 
remained unchanged. Our export markets and possibilities for obtaining credit have become restricted, 
particularly at the end of the past year and the beginning of this one.

Under conditions like this, economic policy and economic management have found themselves 
in a state of monetary compulsion where maintaining solvency has required ever greater efforts.” 
“. . . this is neither a deliberately formulated economic policy concept, nor a goal stipulated in the 
Sixth Five-Year Plan, but a circumstance forced upon us by external conditions.”

***Every analysis o f the processes that followed 1980 treats it as a decisive point that Hungary 
has been (and is) able to improve her external equilibrium practically parallel to stagnation, instead of 
the slight growth planned. This is widely different from the conceptions o f the Sixth Five-Year Plan 
covering the period from 1981 to 1985. According to  the assessment o f the situation, the “process of 
transition is amazingly slow” . [3[ Practically the same view is held by Lajos Faluvégi and Béla 
Csikós-Nagy (op. cit.). There are, however, differences in emphasis. Tibor Erdős lays stress on the 
point that restriction is not selective enough, it is not accompanied by a growing dynamism of the 
competitive fields, nor with any thorough changes in the economic mechanism, and adds that 
“ restriction in itself leads to an even more disadvantageous path involving a lower capital efficiency, 
where equilibrium problems are even more marked.”
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Table 1

Production and home consumption between 1978 and 1982 
(yearly changes in percentage)

Year Net national 
product

Home con
sumption

Difference 
in rates

Rate of accumulation 
(in percentage of 
the net national 

product)

1978 4 9.4 -5 .4 30.3
1979 1.9 -5 .1 + 7.4 24.1
1980 - 0.8 - 1.8 + 1.0 21.7**
1981 2.1 + 0.4 + 1.7 18.2
1982* 1-1.5 - 3 - 3 .5 + 4 .0 -  + 5 16.0

* expected
**computed at 1980 prices (on the previous price base, it would have been 

only 20.2 percent)

also the rising of existing assets, and a rational economy with these assets.* Therefore, if 
it lasts, restriction cannot spare consumption either. Since no essential improvement of 
the Hungarian world market export capacity is expected for the near future — which is 
the changeable element in the equation—, the trend developed in the early 1980s 
(including also the low rate of economic growth) may be considered as setting tire 
standard for at least a few years to come.

How does all this appear in economic control?
The urgency of improving the equilibrium and of preserving liquidity as well as the 

demand for security have given priority to restrictive measures from the outset. Under 
such circumstances it seems hardly possible to wait for the results of incentive and supply 
increasing measures, or, if they do not produce the expected results, further interven
tions producing immediate effect (and therefore, necessarily concomitant with unfavour
able side-effects) are needed, especially if — as it was the case at the beginning of the 
1980s — the external conditions are worse than assumed in the plan.* It is not a good 
solution, either, to place planning and regulation on pessimistic grounds, adjusting to it 
the conditions of the purchasing power regulations. This would lead to further purchasing

*“The rate o f accumulation thus fell to  19 percent, which is nearing the technical minimum”- 
Béla Csikós-Nagy writes [141.

*“ In order to restore the disturbed equilibrium of demand and supply, the central control 
agencies usually take measures to constrain demand, and to  a lesser extent, but in any case with less 
success, to enlarge supply (so as to satisfy demand also structurally). The reasons therefore may be the 
following . .  . The constraint on demand is effected more or less directly, within a relatively short 
time. Whereas the economic policy aimed a t boosting supply is much less direct, its outcome dubious, 
and it is dependent on the reactions of enterprises, as well as on the market situation.” -  András Rába 
writes [15].
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Table 2

Exports and imports settled in convertible currencies between 1978 and 1982 
(yearly growth in percentage)

Exports Imports Difference in rates
planned actual planned actual planned actual

1979 8.7 14.1 -4 .9 -9 .7 13.6 19.8
1980 10.4 4.2 - 0.8 -3 .1 17.2 7.3
1981 7.5 3.8 + 3.4 + 4.2 4.1 -0 .4
1982* 5.6 3 -4 + 4 -5 - 10-12 1 13 -14

*expected

power constraining measures which would continue to impose limits on the already 
modest development prospects even if the “pessimistic version” — not too likely, anyway 

does not come true. Therefore, the principle of “let us expect the worst and anything 
else will come as net gain” may be accepted by the consumer, saying that “ if we have any 
additional sources, we shall spend them as we like” , but economic planning cannot be 
based on such logic, since then hardly any additional sources would be produced at all. As 
a matter of fact, when aimed at creating an external equilibrium position that is deemed 
necessary, restrictive measures achieve an improvement in the balance of payments 
through increasing sacrifices. In this field the “law of diminishing returns” gets firmly 
asserted, and there are critical values which are not advisable to surpass.

The situation recalls that of taut planning deprived of maneuvering possibilities, 
since the demand for external equilibrium is short-term, or even immediate. From the 
aspect of planning, the starting-point is the difference between the growth rates of 
production and consumption. Upon the basis of the exogenously determined factors — 
debt service burdens, loan raising prospects, expectable changes in the terms of trade -  it 
is possible to define with some precision, how much the growth of exports is to surpass 
that of imports (or, which is the same thing, how much home consumption is to remain 
below production). The “necessity of difference in growth rates” is lasting. The possible 
rate of economic growth will then be determined by how much exports to be sold for 
convertible currencies and imports from socialist countries — satisfying realistic home 
demands — can be expanded.

With a strong simplification, under the given circumstances the logic of planning in 
real and financial terms is to start from the required surplus in the trade with the west.To 
this is assigned the necessary growth of exports, and this is then contrasted with the 
export growth possibilities found realistic in the estimations, using also the means of
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persuasion and influence.* As for the gap between the two, other instruments have to be 
used, such as curbing the purchasing power or increasing the import savings. These “other 
instruments” restrain, however, also the economic growth rate. And, although serious 
efforts are made in the course of preparing the decisions to render the constraints 
“selective” , so that they should not hold back the production of exportable commodities, 
they still have a certain unfavourable effect on exportability. Besides, it is inevitable that 
they sometimes cause disturbances in production. The planners (the term covers, of 
course, also those who lay down the rules for the regulatory system and, in general, the 
apparatuses that take part in operating the armoury available to management) are, of 
course, well aware of the drawbacks of the restrictive measures, and try to choose from 
the possibilities upon the principle of the “lesser evil” .

It is clear that the more difficult it becomes to increase exports, the more ground 
there will be for restrictive measures, and the stricter and more urgent the requirement of 
equilibrium (in fact, of liquidity), the more rigid and more centralised the decision
making practice will be, and the less the disturbances and losses involved in such practice 
can be avoided.

The# restriction spiral

Today’s Hungarian economic situation is usually described by stating that radical 
measures have been taken with a view to adjustment to external conditions. These 
measures have proved successful, in the sense that they have produced the result that can 
be expected at all of such type of measures, guided by forced motives and oriented 
towards immediate effects. The external conditions, however, have been further deteri
orating, to such extent, that the situation of Hungary has grown even worse.

This evaluation of the situation is in a great part true. However, beside a partly 
unexpected deterioration in the external conditions, it is also a fact that the import and 
energy-intensity of the Hungarian economy has much diminished, and the process of 
indebtedness has practically stopped in a short time.** Beside the “savings” and forced

*The current expression of debates in Hungary today is “ planning according to  requirements". 
The consequences of the required balance surplus are carried through in the real and financial plans, 
and thus it becomes clear, to what extent efficiency should be improved, and what leap in the 
exportability should be made -  compared with the earlier trend - ,  if the requirement of the balance 
surplus is to be satisfied. If that seems irrealistic at first sight, then instead of increasing exports, other 
means have to be used to  achieve the desirable state of the balance of foreign trade.

**“In three years, given a 5.5 percent increase of the value added, imports decreased by 4.3 
percent, within this those not paid for in roubles by 8.8 percent. (Between 1976 and 1978 the 16 
percent increase of GNP was accompanied by a 27 percent growth in imports.)

It is a relevant change as well that the material intensity of industry decreased by 1.4 percent; 
this means the saving of nearly 10 000 million forints. Perhaps an even more important result is that 
while energy consumption increased yearly by 3.5 percent between 1973 and 1979, it decreased by 1 
percent in 1980-81.” — thus lists Ferenc Havasi the most important and tangible results [16].
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substitutions bom out of necessity, there were, in fact, also rational solutions imple
mented. Increased efforts have been made to raise export prices. All these may become 
permanent elements of the Hungarian economy (they have not, as yet).

It seems to me, however, that the formula of “extreme efforts, but a more 
extremely fast deteriorating situation” is, though a fact, only a part of the truth. Another 
fact plays a role in the increasing economic difficulties of Hungary: the repeated 
interventions, “taxing away of incomes” , ever more frequent in recent times, breaking the 
inner logic of economic processes, have become self-perpetuating. We are caught in a 
downward restriction spiral. In this process, current economic tensions appear to those 
who prepare decisions as additional purchasing power threatening with a growth o f home 
consumption. The syphoning off of the free purchasing power thus demonstrated does 
not lead, however, to the equilibrium hoped for, because, taking into account also the 
attitude of enterprises, the result will be a further slowdown in the growth of production 
(now not because of the existing market constraints), which will again “stimulate” the 
control agencies to take further restrictive measures. I think that the consecutive and 
cumulating restrictive measures exclude, not accidentally but necessarily, such versions, 
otherwise reasonable, from the sphere of possible decisions, which might be chosen by 
the enterprises. It is not necessarily production that decreases, but the adjustability of 
enterprises will weaken because of the reduced range of choice among decision variants.

Losses that follow upon such causes — appearing either in the form of reducing 
production, or in exports remaining below the plan with home consumption rising, or in 
accumulating reserves -  will represent in the next phase again additional purchasing 
power for planners, and thus the process goes on. Once the spiral is on its way, an inertia 
develops which makes it increasingly difficult to stop the process. My basic hypothesis is 
that either we are already caught in this kind of spiral, or we are in danger of it, but in 
any case, the process is increasingly difficult to stop.

I assume as well that every actor in this process, each economic unit and the control 
apparatuses make reasonable decisions in most cases. Their actions do not just satisfy 
their own interests (this is quite obvious), but, if one of the actors thought and acted 
otherwise in isolation, it would cause in most cases an economic loss, a further weakening 
in economic adaptability, and functional disturbances. I think this is very important, for 
it is the moral basis of identification with their organisation of the persons taking part in 
preparing the decisions, and it is on the same account that, following sheer rationality, 
processes of such nature cannot be changed. That is why a decision process often seems 
to be irrational or even inexplicable, if viewed “from outside” , while as participants we 
instinctively observe its rules.

I cannot prove my assumptions. Only that much can be asserted that they do not 
contradict known facts — considering as such also the behavioural regularities of the 
organisations (control apparatuses, enterprises) taking part in economic decisions — and 
they are logically verifiable. I think, however, that this does not weaken my message, 
since operative economic decisions are also made, necessarily, at such times when their
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correctness can be considered only as likely, but not as proved. (As a matter of fact the 
same information of uncertain value serves as basis for making the decisions on restric
tion, which I myself use.)

In the following I shall try to describe the functioning of the said spiral, centering 
my attention on the factors that influence the considerations of the control organs and, 
on the other side, those of the enterprises, and what it is that makes subsequent 
corrections and interventions and, finally, the reproduction of the entire process inevi
table.

The objective of the operative economic control and their realization

In the situation that followed after 1979, the Hungarian operative economic 
control lias been trying to coordinate several — in fact, four — considerations, with more 
or less success. Let us have a closer look at these considerations:

1. The tensions in equilibrium (liquidity) are to be relieved more by the increase o f  
exports and less by restrictions. An improvement o f equilibrium through boosting exports 
entails a slowdown of production and subsequent inevitable restrictive measures to a 
lesser extent. It is in harmony with the intention to maintain the level of consumption 
and to avoid conflicts. Even if exports can only be increased forcibly, by suppressing 
profitability considerations, the damages caused are still much smaller than would be 
those caused by import restrictions. Import restrictions send ripples to the field of 
consumption, causing disturbances in production, consumption and shortage on the 
consumer market, which cannot be calculated in advance. Import substituting develop
ment causes changes in the structure of capacities strengthening autarkic management 
tendencies, and is therefore, in a sense, irreversible, while even a forced increase of 
exports can easily be stopped after the emergency has ceased.

Thus the pressure for increasing exports involves smaller risk, but it is uncertain. 
The exports assessed in all detail by the enterprise (and the control apparatus) will be 
either realised or not, while in some other areas export losses are suffered because of price 
drops, market slump, insufficient export capacities or delays in the wanted imports. The 
causes may be objective, such as deterioration in conditions on the export market, 
protectionistic measures; or they may be the results of regulation; or they may be 
ascribed to the enterprise. One thing is certain: for the plans and export offers made by 
enterprises there can be, as a rule, no calling to account. Import restriction involves more 
risk, but at least it is a sure thing, within certain limits. This simple fact renders import 
restriction important: subsituting development, substitution through home cooperation, 
or simply “saving” . This involves, however, the risk, beside what has been said, that it 
seems to be more efficient than it is in fact (the quality difference in the import 
substituting production, the observance of delivery terms, reliability, the seller’s flexi
bility cannot be shown in parameters, or, when they can, it is too late already).
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A further important risk is that the control agencies are uncertain in sensing the 
limits of restriction. Restriction triggers, namely, defence reactions on the part of 
enterprises: they consume their reserves, make use of obvious substitution potentials and, 
when these possibilities are all exhausted, they may enter into cooperations which are 
clearly more expensive than imports. They may even consent to quality deterioration, if 
the market buying their product tolerates it. As for the inevitable small troubles, the 
extremely well functioning system of mutual favours settles them. In short: parallel to 
increasing efforts, growing uncertainty, and the shortening time-horizon of decisions, 
forced solutions are gaining ground, that is, the Archimedean law of expelling rationality 
considerations gets asserted.

2. The burdens o f  restrictions are to be distributed among consumers (or, objec
tives) so as to cause a minimum o f  conflicts. Important factors in the success of the 
Hungarian economic policy (and politics) are avoidance of shocks, preservation of the 
status quo, guaranteeing the established positions in society (with some exaggeration, for 
every member of society). This is functioning as a political asset. Now, under the changed 
circumstances, the institutional and personal responsibility for the path correction of 
1979 is not least manifest in the intention to guarantee, if not the avoidability of 
conflicts concomitant with restriction, but their tolerable degree, predictability, and 
controllability. The planning and desicion preparing processes offer several possibilities to 
achieve this aim.

Besides, the control agencies clearly do not like to accept conflicts arising from 
reduced resources and redistribution, since they do not take place as objective market 
processes. They are not used to such conflicts, and do not have at their disposal objective 
measures, or such as are acceptable at least to those affected. What is more, every radical 
resource-redistributing decision (in some cases, not a decision, but, if a tension arises, the 
lack of intervention, that is, leaving the enterprise on its own) may entail unpredictable 
disadvantageous consequences — loss of exportable commodities, temporary disturbances 
with home consumers, shortages — even if it is otherwise economically rational.

Neither the possibilities of a forced growth of exports — such as is not implemented 
through the general system of incentives - ,  nor the conditions of an import restriction 
and import substitution without jeopardising exports and production, nor the possible 
extent or curbing Lie purchasing power can be surveyed in every detail at the top. 
Therefore, the operative control of the economy takes place, also under the present 
circumstances, with the aid of a bargaining mechanism. In the bargaining processes the 
aspirations of the participants — or their indulgence or rigidity in respect of restrictive 
measures — carry the processes spontaneously in the direction of avoiding tensions.

3. Restrictions, i f  inevitable, should be effected by curbing the purchasing power 
and not through direct interventions. The indirect assertion of restrictions has partly the 
same motives as the minimisation of conflicts. Administrative measures reducing eco
nomic adaptability are avoided as much as possible, and it is prevented that the effects of 
restrictions should concentrate on one and the same place (for example, bankruptcy of 
enterprises, or the stopping of current big investment projects for lack of finances).
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Besides, for reasons to be seen later, a considerable part of the restrictive measures are 
taken in the form of subsequent interventions into processes, and this cannot be done 
otherwise but through a general tax increase, or the increase of prices representing costs 
for the enterprises, or of consumer prices. But tire use of indirect instruments does not 
signal a natural market selection.*

4 .Home consumption must be constrained efficiently, Le. in a way that it should 
have the best possible influence on the balance o f  payments position, by driving the 
released commodities or, what is more complicated, the released capacity towards exports 
or import substitution, or by saving the imports attached to the home consumption that 
has been spared.**

It is a natural effort that the restriction should be implemented in a way that the 
improvement in the balance of payments brought about by the restrictions be as great as 
possible. However, several factors stand in the way of realising this objective. In the 
competitive sphere such selection should be made through financial regulations, the price 
mechanism, and the general conditions of incentives. But the large number of amend
ments maae in emergencies to ‘ syphon o f f ’ incomes do not — and could hardly — allow 
the regulatory system to exert such effects. There remain, therefore, the measures 
concentrated or “aimed” at special fields, in which prospects are better — or seem to be 
better — to meet this requirement. The situation is, however, not that simple. It is 
because the curbing of the purchasing power, or the reduction of spending on final 
consumption does not necessarily bring savings. If, in such a case, labour is not released in 
the field affected, and there is no market pressure for conversion of the capacities 
released, the wage and depreciation costs behind the “saved” final consumption spending 
arise just as if that spending had not been saved at all. At most other consumers will pay 
for the inputs nowhere used, in the form of inflationary rise in costs. Therefore, the 
efficiency of measures reducing home consumption in improving the balance of payments 
is obviously deteriorating as the adaptivity of the economy is declining. (Efforts are 
missing to turn capacities to other use, or to release and reorganise labour not utilised in 
the given fields.)

Now we shall come to the practical realization of the objectives set by the operative 
control: conflicts so far could be kept between limits, but it seems that only temporarily. 
Restrictions have affected so far all income earners and all utilisation objectives, but they

*János Kornai draws the conclusion [17]. The author demonstrates that, despite the apparently 
grown importance of competitive prices, and more normative regulators, the “budget constraint” of 
enterprises has failed to “harden” even after 1979.

**It cannot be exactly calculated, but logically it is possible to consider, and subsequently it can 
be estimated with a reasonable degree of certainty, how many forints of improvement in the balance 
of payments are brought about by a Ft 100 reduction in the home consumption, in case of a largescale 
intervention. Taking into account that in Hungary the average import intensity of final consumption is 
about F t 20, a restriction that can improve the balance of payments by F t 30 -40  is still “worth” 
doing, or at least is considered as acceptable, if, however, the reduction of the home consumption 
brings only Ft 10 improvement in the balance of payments, it is considered as unfavourable and a 
sacrifice too big to be made for the desirable result.
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have been concentrated mostly on accumulation and on enterprise incomes. Also, to a 
lesser extent, but still hard, they affected public spending. This was so in order that 
people feel the consequences of the economic difficulties less in a fall in their direct 
incomes, in the rising price level, and in a reduced range of choice of goods. (This is still 
an essential difference, if the relatively fast and smooth growth of individual incomes 
before 1978 is considered.) Thus the rate of accumulation has been fast declining in the 
course of a few years. It shows clearly the tension-avoiding nature of the restrictions that 
the number of the loss-making enterprises, and the size of the losses have not increased 
since — and despite — the change in the price mechanism.* What is more, even after the 
introduction of the new price mechanism and the amended regulation of 1980, no real 
restructuring of incomes can be demonstrated, either between sectors and subsectors, or 
between the different price forms. Exceptions are only those fields in which a higher 
income level has been incorporated in the prices, on economic policy considerations (for 
example, in transport). The same thing is further proved by the fact that no firm decision 
has been made — such as would try to ease the accumulated tension in one way or 
another — either in the enterprises having lost their funds,** or in the crisis sectors.

This fact as well as the motives that shape decisions point to the partly deliberate 
and partly instinctive conflict-delaying nature of restrictions. Under the given circum
stances, an apparatus alone cannot initiate any other kind of intervention, not even if it 
were in itself rational. It is, namely to be feared that this might lead to an increase — 
probably temporary — in the functional disturbances of the economy, and nobody would 
like to assume such responsibility. At the same time, it is increasingly clear that our saving 
potentials or, as we rather strangely put it, “reserves” , have already been consumed by 
economising, exploiting the obvious substitution possibilities (such as do not want large 
investments), more scrupulously specifying utilisation norms, and applying stricter check
ing. It seems likely that a full protection of the direct individual consumption, the 
elimination of enterprise failures and the prevention of temporary unemployment con-

*According to a report of the Ministry of Finances, Chief Administration of Revenues, 233 
loss-making enterprises with deficitous funds were registered in 1980, and 166 in 1981. Most of these 
(207 in 1980 and 169 in 1981) were agricultural cooperatives, and some state farms. The loss totalled 
F t 1.2 thousand million in 1980, which grew to its one-and-half-fold, i.e. Ft 1.9 thousand million by 
1981 (within it, the amount of loss has grown to more than fivefold within a year outside agriculture, 
but this is still slight in comparison with total profit). The deficits of funds fell from Ft 3.9 thousand 
million to Ft 3.6 thousand million by 1981. The number of the loss-making economic units and the 
size of the losses have not significantly changed as compared wit the situation before 1980 (in 1980 
even a reduction took place). Although data of the first half of 1982 show a fast, almost 80 percent 
rise in losses as compared with the first half of 1981, the relative size of the loss is still negligible in 
consideration of the strict constraints, that is, the strongly differentiating price mechanism and the 
changes largely strengthening the normativity of regulators, that have been introduced simultaneously.

**There are certain accepted rules in Hungary for settling the situation of unprofitable enter
prises (more exactly, loss-making and o f deficient funds). But they do not function automatically and 
impersonally. A situation of this kind demands concrete decision from those upward of small or 
medium enterprises: the introduction of measures that may stop unprofitable functioning, and 
individual consideration, inevitable in such cases in the course of applying ti.e measures.
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comitant with the reorganisation of labour cannot be maintained for long, but in any 
case, they do not help economic recovery. It has to be recognised, therefore, that the 
minimisation of conflicts is a reasonable method of protection only in case of a transitory 
recession.

As for the other objective, which is the increase of exports, it seemed in 1979 -  the 
year of the “ turn” — that difficulties could be overcome through export expansion, by 
making certain sacrifices. But new changes have come since 1980, which have made this 
way somewhat uncertain. The deteriorating situation leaves its mark on the control 
practice.

In the beginning, the stimulation of exports was attempted by means of the general 
regulatory system, coordinating, as far as possible, the interests in increasing volumes, in 
developing a more rational export pattern, and in the “export-oriented” restructuring of 
production. As it became clear later on, the frequent restrictive measures led to an ever 
more “symbolical” effect of the profit incentive, and thus special incentives became more 
important, such as try to avoid the intricate ways of profit taxation, and offer tangible 
advantages in return for growing exports (e.g. the complementary part of the top 
managers’ bonus to be granted depending on exports, and recently, additional wages 
directly payable in proportion to the growth of export earnings).

The weakening effect of incentives, and the increasingly pressing emergency give an 
increased role to more effective methods, that is, to the practice of consultations 
combined with persuasion and influencing, and of enterprise pledges. In such cases the 
enterprises put down, of course, the actual conditions they deem necessary for producing 
the additional output offered, and the control organs, at the other side of the conference 
table, try to separate the “justified” from the “exaggerated” demands. Owing to the 
modest results of efforts made at increasing exports, preferences shifted, during the 
summer and autumn of 1981, toward import restriction (without, of course, taking the 
increase of exports off the agenda).

A growing pressure for savings may suddenly increase tension at a critical point 
where losses and shortages cannot be isolated any more. This suddenly increases tension 
and may even begin to undermine business trust among enterprises. In such a case 
production disturbances may occur, especially in places where the operative import 
control is not directed at homogeneous mass products but on a large number of small 
items (typically of this kind are chemical base materials, and parts). The lack of small 
items may temporarily paralyse production in certain fields — which was actually the 
case, for example, in the cnemical industry — causing troubles for consumers, and thus 
threatening the established system of interenterprise relations which has done and is still 
doing much to avoid disturbances and eliminate shortages. Where the critical point is, and 
how far the tension can be increased cannot be foretold, since it is in the very interest of 
enterprises to prove that this point has already been reached, and they use hardly 
refutable technical and economic arguments to support their position. Therefore, the 
control practice cannot do anything else but leave — after the restrictive measures — some 
scope for enterprise counter-measures, assuming that those enterprises will make the
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greatest efforts in which shortage would cause the gravest problems. But this tactic, 
otherwise logical, dilutes the rules of the system and leads to a weakening of the 
frequently cited normativity.

The third objective, which is restriction through indirect (financial) measures, has 
been carried out somewhat ambiguously. The normativity* of regulation has formally 
strengthened, and prices now obviously play an increased role in enterprise economy. 
There have been, in fact, changes marking a growing normativity of the regulators, but it 
remains a question, whether they were significant already at the starting of the system in 
1980. Since then, however, two important processes have taken their course in the 
functioning of the price and regulatory system.

l.T he purchasing power has been successfully kept between limits, but this has 
only been possible through a series of tightened rules, since, on the one hand, the initial 
conceptions relied on optimistic assumptions in accordance with the logic of taut plans, 
and on the other, a not entirely predictable deterioration of external conditions has 
occurred. This became clear in a short time, and gave start to a host of restrictive 
measures. They are in most part income centralising and purchasing power constraining 
measures, amounting to a subsequent (sometimes retroactive) correction of the earlier 
established system of conditions.

The restrictive measures taken may be categorised according to the following;
a) Profit-reducing, cost-increasing interventions, such as the repeated increase of the 

wage tax, the raising of bank interest rates three times (one referring not just to new 
credits, but to the stock as well), most changes in exchange rates, profit-reducing 
input-like price increases (transport tariff, primary energy prices).

b) Items o f  profit tax character, such as the 5 percent increase of the contribution 
for urban and communal development, the raising of the rate of obligatory reserve building 
and the progressivity of the profit tax.

c) Limitation o f  purchasing power utilisation in the field o f  development: the 
originally 10 percent building tax was raised to 20 percent, an investment duty was 
imposed on the total investment cost (not just on the output in the given year), a duty 
was imposed on the imported productive parts, 6 percent (in some fields, 4 percent) of 
the development funds was blocked, in wage regulation first a tightening of coefficients 
other than the average, then of coefficients in general occurred, and recently, limits have 
been imposed on the utilisation of wage reserves.

*The study ‘ Interpretations of normativity and an attem pt a t outlining the assertion of 
normativity” by László Gálik (manuscript, 1982) analyses in detail the specific means. Formally, only 
a modest share of the subsidies is not normative -  14 percent in 1980 and 17.7 percent in 1981 -  and 
this share is only 1 percent with taxes. The total o f the incomes taxed away fell, however, from Ft 195 
thousand million in 1977 to F t 149 thousand million in 1980, and rose again to Ft 168 thousand 
million in 1981. The majority o f the taxes are only theoretically normative, except for the so-called 
“differential turnover-tax refund on products” -  practically they mark the differentiated judgement 
of the sectoral activities. All analyses show unambiguously that the redistributive effect of the 
regulators has not decreased, at least not significantly. (For these computations see János 
Kornai [17].)
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d) Measures reducing subsidies: repeated revision of development subsidies, restric
tion of the depreciation facilities, reduction of tax refunds on account of exports, 
revision of subsidies for production modernisation, increasing degression.

e) Operative purchasing power draining practice, which is manifest first of all in 
speeding up credit repayment, and a non-recurrent draining of accumulated incomes 
(funds), if, for some reason, additional profit is made in comparison with the plan.

As we can see, after 1980 amendments of regulators have followed one after the 
other, some retroactively, aiming clearly at “siphoning o ff’ enterprise incomes. This 
process is also characteristic of the changes effected in 1983. The gap is widening between 
the intentions expressed in the changes started in the economic control system in 
1979- 1980: preference to be given to enterprising, increasing differentiation and com
petition among enterprises, making the enterprise position on the home market depend
ent on export competitiveness, and the operative economic control practice using instru
ments reaching into ever more details. The regulation going into small details, mostly 
restrictive but in certain cases (with enterprises in a difficult situation, or if exportable 
commodities are at risk) allowing facilities, still of a profit levelling effect — though more 
through price preferences than open subsidies — is not favourable for an enterprising 
management. It has been proved unanimously by investigations and managers’ experience 
that enterprises do not adjust themselves to the objectives preferred by regulators, but to 
the technique of changes currently expected. In the course of preparing price adjustments 
and regulation amendments an economic director at home in bargaining and in covering 
up profits weighs more than the economic efforts o f years.* As regulators keep changing 
every year, it is hard to imagine that an enterprise should consider its long-run profit
ability in making its decision on starting a development project, or on a strategy. And the 
size of incomes taxed away has already reached a level where the reality of independent 
enterprise decisions becomes doubtful. (This is shown by the fact that the centralised 
portion of the net social income grew from 65 percent in 1981 to 67.4 percent in 1982, 
and will be about 70 percent in 1983.)

Although the restriction of subsidies and elimination of exceptional conditions 
(such as subsidy for production modernisation, tax refunds, favourable wage regulation 
coefficient or the leaving of depreciation allowance with the firm) seem to confirm, 
theoretically, the uniform standard character of the regulators, additional taxation is 
possible only in such fields where for some reason additional incomes are earned in 
comparison with the target, irrespective of whether on account of improved efficiency, or 
of pricing manoeuvres. Restriction and the simultaneous avoiding of conflicts are possible 
only if the earlier practice of income redistribution can subsist (even so, only for a time).

2. In Hungary, pricing adjusted to world market prices could not be put into 
practice, at least not in the way as it was first conceived. According to 1980 data, in the

*This is also proved by an investigation of the Ministry of Finances, Chief Auditing Administra
tion, according to  which about Ft 10 thousand million profit reserves were “concealed” by enterprises 
in 1980 so as to  avoid the “correction” of exceedingly high profits and prices carried out that year.
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competitive sphere, the difference between home market and export profitability is above 
10 percent with about half of the enterprises. The simulated character of the pricing 
principle leads at several points to functional disturbances (in case of a grave fall in world 
market prices, foreign market expansion, or a difference in the state of the home and the 
foreign markets, or in the range of products sold on the former and of those sold on the 
latter, but also because of many other circumstances). This forces solutions different 
from the basic rule, which undermines, at the same time, the consistency of the 
authorities, since it is impossible to separate tensions caused by the artificial character of 
the price mechanism or simply by the given market situation from those caused by wrong 
enterprise decisions. The reaction on the functional disturbances of the system was — and 
could not be anything else -  that instead of the initial individual exceptions, a lot of such 
price regulators have been devised from the end of 1980 which tried to make the 
deviations from the pricing principle a permanent establishment. Under the changed 
circumstances, subsidies appear as price preferences, in other words, as a “ relaxing” of the 
pricing principle. Although the exact dimension of the “subsidies” realised in prices 
cannot be measured, it is probable that price preferences have gained ground as against 
individual subsidies. In any case, it is a fact that price preferences — unlike budgetary 
subsidies — do not necessitate such a series of income centralising and restrictive measures 
as has been the so far unique practice of the Hungarian economic control system since 
April 1982, simply because the price preference is paid by somebody, at least some of it. 
(The budget is only charged with the loss of the profit tax.)

It can be laid down as a fact that the changes made in the regulation and the price 
mechanism are of a nature that — even though restriction is still done mainly by financial 
instruments, and formally it is purchasing power reduction and production stagnation 
because of diminished demand that are taking place — essentially it still is a large-scale 
central redistribution and in many respects a short-term control of production pro
grammes that is going on. Prices have in fact become more important, but this is much 
more a shift of emphasis on the part of the control authorities than an increased role of 
the market

As for the fourth objective, which is efficient restriction, we have no direct 
experience. However, in this field the law of diminishing returns is asserted, as it is shown, 
on the one hand, by the macro-economic results, and on the other, by the planning 
experience according to which the increasing of the export surplus and a further 
reduction of home consumption require extremely serious efforts (and involve risks) 
beyond a certain point not definable theoretically but well sensed in practice.

On the drawback and risks of restriction

If we now wish to sum up our experience, on the one side of the balance there are a 
radical reduction of the growth of external disequilibrium and the overcoming of an 
economically dangerous situation without any grave conflicts. On the other side, there are
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facts, as well as risks, which are not so distant, should the spiral become permanent. In 
the following I shall try to sum up these.

Real economic processes

If the basic stand taken by the economic control organs is restriction, it is by all 
means a radical but at least a strong cure with unpleasant side-effects: not only economic, 
but also local social and political conflicts. Nevertheless, we expect of it four advanta
geous effects, perhaps because we set out from the logic of the market mechanism: (i) 
demand and supply will be more evenly balanced on the home market; (») a “downward” 
differentiation will take place involving suppression of inefficient branches, maybe their 
under-utilised capacity or even bankruptcy, a growing number of loss-making fields, and, 
along with centrally controlled conflicts, a restructuring of the economy will start; (iii) 
the increasing sales difficulties on the home market will drive the natural growth 
ambitions toward exports; (iv) the rising of the price level will slow down.

The restriction practice pursued in Hungary has succeeded partly in avoiding and 
partly in delaying the conflicts involved by restrictions. The above-listed natural advan
tages of réstriction have, however, failed to come about, and there is no sign from which 
to  conclude that the present limitations provide the structural base for a subsequent 
balanced development.

On the characteristics o f  the ambitions 
o f  enterprises and o f  control organs

In the established decision-making practice the enterprises feel defenceless — and 
justly so — against the proliferating restrictive measures and against the pressure for 
boosting exports and saving imports. Their bargaining positions towards the management 
organs are, if not weaker, but by all means more uncertain. Their only assurance is if they 
are able to improve their foreign trade balance year by year, and if they can convince the 
control organs that the narrowing down of their activities, or the lack of investments or 
of wage increase necessary for reproduction, would immediately lead to bad shortages on 
the home market and necessitate imports. Further, they should by no means earn such 
incomes as would call to them the attention of the active control organisations, in which 
case they would fall victims to the income-centralising measures. It seems to be useful to 
avoid risks and uncertainty — high in the present situation — concomitant with an 
important change in the product pattern. All this results in a wary and passive attitude, 
avoiding important changes, continuously building up reserves and consuming them when 
requirements are higher, trying incessantly to prove their flexibility toward changeable 
expectations, guarding jealously their monopolies, not only through their connexions on 
the market, but through those with the apparatuses as well.
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To the control agencies it seems that every partial process of the economy can be 
influenced unlimited, only, perhaps, not through instructions, but through partial incen
tives, perhaps through discussions with and persuasion of the enterprises. They do not 
feel the limits to central decision-making, but they do feel the pressure for action if 
results are urgent. Those who participate in preparing the decisions form their proposals 
between limits, said or unsaid, unchangeable unless extreme difficulties are reckoned 
with, weighing the intentions of other apparatuses and finally, relying on their own 
sensible judgement. They are aware that theirs is a decisive role in solving the economic 
problems of the country, and that they have a common responsibility, while the scope of 
action of each organisation is squeezed between narrow limits. Thus it is understandable 
that, identifying themselves with their propositions made (or accepted) earlier, they are 
prone to self-justification, even when it is already beginning to appear, though not sure 
yet, that the steps taken do not produce the required effect. The pieces of information 
flowing upwards claim, on basis of an unsaid but existing common interest, that the 
favourable processes have already started, only their intensity is not sufficient yet, and in 
doing so, they exaggerate otherwise existing phenomena. In such cases it can still be 
assumed that the only trouble is that we are not consistent enough in the execution: 
perhaps by using more energetic measures, or political influence the established practice 
and the inertia of habits could be surmounted. In permanently disadvantageous situations 
half-measures may be taken. (The reaction of the enterprises is formal adjustment.) The 
result is a delayed realization of facts, and sometimes the unpredictability of reactions.

Characteristics o f  the decision processes

Two important changes have occurred here:
1. The increasing scope of operative and restrictive interventions as against the 

guiding principle of economic policy lends more importance to agreement among appara
tuses, which has not been unimportant in Hungary before either. Therefore, the inertia of 
processes is growing, while any possibility for weighing alternatives and effecting impor
tant changes is diminishing.

2. In the above outlined system of conditions, at least three factors are effective 
which make it practically inevitable to interfere, subsequently, with income processes:

— no maneuvering reserves are at hand, no outlets for temporarily arising tensions, 
while it is not possible to choose the method of preparing for the worst, either;

— owing to the common interest in avoiding the conflicts concomitant with 
restrictions, and to the uncertain judgement of the “ iimits to restrictions” , financial 
planning is by all means based on more favourable assumptions than what prove to be 
realistic later on;

— the relaxing rules of the price mechanism have been weakening the income 
outflow constraining effect of prices.
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We shall now discuss only the second factor, since the other two have already been 
touched upon in one way or another. Knowing the risks and unpredictable limits of 
restriction, the unpopularity and the in some cases tangible and immediate economic 
disadvantages of such measures, the decision preparing apparatuses are seeking for any 
small possibility of avoiding ajiirther augmenting pressure on economy and society (a 
radical reduction of income utilisation). In this effort they are supported by enterprise 
planning, partly because (naturally) enterprises also identify themselves with the balance
improving aspirations, and partly because they know that this will strengthen their 
bargaining position against the control agencies, but also because they seem to know that 
in the situation that has grown so uncertain it will be impossible to nail them down to 
their pledges.

Thus it can be understood why the plans, cost estimates, and income distribution 
rules are based on more favourable conditions than what come true later in practice. This 
soon comes to light, however, and the avalanche of restrictive measures starts on its way, 
to correct ulteriorly (sometimes retroactively) the established system of conditions.

*

We have come to the end of the motives which trigger off the restrictive interven
tions and, since restriction does not stop imbalance but reproduces it on a lower level, 
perpetuates the stagnation of production and the reduction of adaptivity which again leads 
to additional purchasing power and to new restrictive measures. The expansion drive has 
not been constrained by market factors. Therefore, no mechanism or institutions have 
developed to redistribute the available resources. (As a matter of fact, this is the question 
at the centre of the discussions on capital flow and proprietary functions now taken up 
again in Hungary.)

Now again, attention is focussed on the restriction of sources. Therefore, an uncer
tainty is characteristic of the present situation as the earlier established and accustomed 
decision-making practice is on the way of transformation. This has a simple technical 
reason. One practicable way of distributing surpluses is to distribute them widely and 
proportionally (one can say, evenly), while a few “big cases” are given individual 
consideration. The rules of this game are well known to the control agencies as well as to 
enterprises. (This may cause losses — similarly to profit foregone but seldom conflicts.) 
However, with restriction, that is, the reduction of sources, this same logic may lead to 
more serious troubles, since it is the size of enterprise reserves and conversion potentials 
— hard to estimate from the top level — that will decide how far measures can go without 
unpleasant and unexpected consequences.
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The direction of recovery
My analysis of the situation is one-sided in so far as I have presented an emergency 

solution naturally involving losses but warding off a serious danger as if it were a 
permanent, self-perpetuating process. Surely, nobody wants it to be so. And yet one must 
take into account the possibility of such process emerging. My proposals following 
hereunder are designed exactly to avoid this possibility.

Of course, I hold the launching of the reform process, and sweeping changes to be 
basically important. However, it is impossible not to notice the widening gap between the 
relevant programmes and reality.

Therefore, I think that first a transitional programme has to be adopted, which can 
provide the preconditions to further progress. The substance of this programme should be 
to start, through central pressure, such processes based on enterprise interest and 
self-perpetuating in the future which can lead to the redistribution of the existing 
resources, and to an emergence from tue passive state of withdrawal, thus asserting also 
those, positive, but conflict-raisings, features of restriction, which could not assert 
themselves in the present restriction process.

This programme is to include economic as well as social elements. More important 
are now, in my views, the social conditions.

1. The fundamental and all-important social condition of recovery is that specialists 
as well as all social groups should be well acquainted with our present situation, the scope 
of and limits to our decision-making. Today’s situation does not allow that the cor
rectness of a decision be made acceptable to the public ulteriorly, although this has been 
the established practice — not quite without reason. Today, simply no decisions serving 
recovery, involving serious risks and clashing with important partial interests can be made 
without the participation of social forces.

The interests in maintaining the present situation and in delaying the conflict- 
raising decisions assert themselves all the more, the wider spread it is in the public 
opinion that the conflicts and the everyday problems of the economy (waste, bureau
cracy, loose work discipline, etc.) could be avoided by better organisation and a “strong 
hand” , that is, by coordinating decisions not through agreements, but through discipline 
and the subordination of lower-level interests. An insufficient (superficial, onesided, 
simplified, vague) knowledge of the present situation may lead to the conclusion that 
difficulties are caused exactly by the minute regulation and restrictions, and that only 
those can fare well — either enterprises, or individuals — who “escape” from the “grasp” 
of central control (small enterprises, secondary economic activities, enterprise maneu
vering, or good connexions with the top level control organs. These dangerous half- 
truths may lead to demanding either a “just iron discipline” , or an immediate and total 
elimination of central restrictions — in both cases upon motives in opposition to and not 
shared with the central control organs.

I am of the opinion that it may be possible as well as necessary in the near future to 
take even stricter measures in consumption and in enterprise economy, if, at the 
same time,
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a) it is declared that the situation thus developed -  enterprise positions and income 
level—can be preserved for several years, and that new interventions can be avoided, at 
least mid-year, that is, the new conditions are at least to be stable;

b) a clearly formulated economic conception is laid down, in which the comprehen
sive development programme of economic control is set out with fixed terms, offering 
perspective and guarantee as against today's difficulties, thus serving as an appropriate 
basis of social consensus and cooperation;

c) no central regulation, for example, wage regulation, is used instead of giving free 
w'ay to clashing interests and concluding agreements between the managers and staff of 
enterprises; and a representative platform is given to the staff of enterprises to take part 
in decisions on labour problems, wages, social benefits, investments, etc., and they may 
have a veto in appointing the managers. Thus the situation of today could be avoided: the 
different partial interests, instead of clashing with each other, find themselves faced with 
minute restrictions. Thus even natural conflicts within the enterprise appear as conflicts 
of interests between central control and enterprise.

2. On the side of economy, prudent incentive as well as decisions entailing resource 
redistribution and conflicts are necessary.

a) Such activities can be found in several fields of economy, for example, in 
infrastructure, personal services, small enterprises and cooperatives competitive with the 
“primary economy” in industry — as can be, though prudently, stimulated, since their 
small upswing would not have an adverse effect on the Hungarian balance of payments. 
For example, mobilisation of today's unused capacities for home building and reconstruc
tion, if it increases the savings and credit repayment duties voluntarily undertaken by the 
population, can ease, even in its immediate effects, the pressure on the consumers’ 
commodity stock and may make dispensable the rigid restrictions on wage outflow, (Such 
an economic programme infers, of course, also a transformation of the mammoth 
building organisations.) It would not be absurd, either, if big exporting enterprises invited 
tenders for capital (or loan) -  to be refinanced by the National Bank of Hungary — with 
a view to a fast import-substituting development of new or already functioning small 
enterprises (the big enterprises could decide whether the venture envisaged could really 
ease the import difficulties).

In order to finance investment projects of low capital intensity with quick returns 
and to found small enterprises, it would be useful to create small monetary funds, 
organisationally independent of banking institutions and competing with each other, 
interested exclusively in profit.

b) As for the permanently loss-making enterprises and the so-called crisis industries, 
decisions are needed which are not of a postponing but of a definitive effect, even at the 
price of conflicts. In certain cases the bank could foreclose a mortgage, forcing the sales 
of part of the enterprise assets (or of entire factory units), so that the enterprise’s liability 
to pay should be met. In respect of the crisis industries, it is to be decided on the 
macro-level, relying on available information, what extent of capacity utilisation is 
desirable under the given conditions, and whether development or a deliberate suppres-
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sión is the feasible way. (It is sure that the latter way is desirable with some of tuem.) 
With the highly subsidised enterprises, instead of compensating for extra costs, develop
ment subsidies should be made available through tenders, with a view to abolishing extra 
costs, and shouldering the consequence that the losers of such competition might reduce 
their output.

All forms imply that the state (the institution representing the state) and the 
enterprise conclude an agreement over something. The agreement and the programme 
drawn up by the enterprise management should include effective sanctions regarding the 
manager’s interest (inch the manager’s downfall), should he be unable to come forward 
with a programme that proves to be viable.

c) The increase of exports and import substitution are not to be stimulated through 
the general profit incentive, since the latter has not enough attraction as a result of the 
restrictive measures having become permanent. The enterprises willing (and able) to make 
additional efforts are to be granted such direct benefits — either additional personal 
incomes, or additional imports allowed in proportion to the increase of export — which 
they can enjoy independently of the uncertain changes in profit regulation. This is 
necessary even if we know that such solutions

may give rise to income tensions,
— are unfit to function in the long run,
— and their functioning will further weaken the profit incentive which is weak 

enough already.
d) Fast and thorough organisational changes need to be carried out in a fiew fields, 

first of all in foreign trade and in the building industry, in order to break up established 
monopolies and rigid special production lines. Such changes are expected to produce 
economic results to be realised in the short run and to diminish without delay the losses 
arising from a sluggish economy.

e) In price regulations-apart from primary energy and raw materials—a programme 
has to be worked out for a gradual transition to prices based entirely on free agreement, 
and for the elimination of limitations.

f) The wage regulation by means of enterprise indicators should cease immediately, 
to be replaced by a combined system of wage agreements aqd progressive personal taxes.

Some of the conceptions outlined above are already being considered in Hungary 
and are formulated in the proposals put forward by the economic control organs. There 
are a few that will certainly be introduced in the near future, or have been partially 
adopted already. However, speeding up the dynamics of certain partial fields of economy 
is not on the agenda, and it is to be feared that the already widely spread and very nearly 
accepted proposals are going to be introduced again so slowly and “gently” , that it will 
make them unfit for indicating the resoluteness of intended changes or for exerting a 
widespread influence on enterprise aspirations and attitudes, going beyond the scope of 
enterprises directly affe'cted by the changes.
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If the stopping of the restriction spiral were made widely known, it would certainly 
revive confidence—somewhat shattered in recent years—in the economic control organs, 
which is today a crucial point in the success of the measures taken with a view to 
recovery.
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КОНФЛИКТЫ ФИНАНСОВОГО ПЛАНИРОВАНИЯ И РЕГУЛИРОВАНИЯ

Л. АНТАЛ

Возрастание потерь, отчасти непредвиденных, во внешней торговле Венгрии как с капиталисти
ческими, так и с социалистическими странами, привело к необходимости принять ог раничительные 
меры, нарушившие прежние тенденции развития. В данном положении эти меры были необходимы
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в интересах восстановления краткосрочного равновесия торгового баланса и платежеспособности 
страны. Однако возникает реальная опасность, что это вынужденное положение станет постоянным 
и нарушающие логику экономических процессов дальнейшие — и отчасти противоречивые — 
рестрикционные меры, часть которых подрывает надежность хозяйственной деятельности предпри
ятий, приведут к образованию своеобразной рестриктивной «спирали». Следующие друг за другом 
вмешательства органов государственного управления не заставляют предприятия приспосабли
ваться к новым условиям, а лишь ставят их в зависимое положение и парализуют их деятельность. 
Для остановки этой спирали необходима быстрая и решительная программа консолидации в целях 
преодоления сложившейся неуверенности и пассивности. И не в последнюю очередь это необходимо 
потому, что без прекращения вынужденных рестриктивных мер нет реальной возможности для 
дальнейшего развития процесса реформы.
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К. A. SOÓS

THE PROBLEM OF TIME LAGS
IN THE SHORT-TERM CONTROL OF MACROECONOMIC PROCESSES

The article discusses an important problem of the investment cycles observed in the 
Hungarian economy: the delayed impact of measures taken by economic policy to  influence 
short-term growth and the feedback effect of the lag in question on economic policy. If 
economic policy wishes to  accelerate or to slow down the grow th of investment, this intention 
only materializes later, with a certain time lag. Beside trying to clarify the nature of the 
problem, the question has to be put whether the delayed impact o f the measures taken has a 
role in the fact that economic policy continues to stimulate (or restrict) growth also when the 
economic process alreaciy swings beyond the equilibrium path. Relying on a study of the 
control mechanism -within ;t of the so-called “ campaigns” - th e  article gives a positive answer 
to the question.

Central measures taken for the purpose of regulating — accelerating or slowing 
down — short-term processes of macroeconomic growth become effective with a certain 
delay. This is true for the most different processes, foreign trade, industrial production, 
etc., but my following scrutiny will be limited to investment. This area, namely, shows 
more pronounced oscillations in growth rate than others and thus they are easier to trace.

On the basis of monitoring processes taking place in Hungary (and similar ones in 
Yugoslavia), the typical value of the said time lag can be set in the range of half a year to 
one year. This means that when government policy changes over from encouraging the 
rapid growth of investment to containing it then in about half a year or one year the 
actual growth rate of investment outlays will fall below the value observed in the average 
of a longer period of time, and an opposite change in investment policy will be similarly 
followed with a time lag of half a year or one year by a rise in the growth rate above the 
average value.

Delayed action is not typical only of measures that come into effect ab ovo at a 
much later date than when they are taken. To these latter belong, in Hungary, eg. the 
alteration of the profit tax affecting the formation of company development funds. If 
decided in year n, it will affect the formation of the development fund in year n + 2  in 
the given systems of taxation and fund formation — that is, a longer period of time 
should elapse than the said half a year to one year before its workings begin. In fact, 
such measures do not affect investment on the level of the national economy to any 
provable degree.
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When I mention policy aimed at encouraging or containing the growth of in
vestment I have in mind a host of measures of different nature. Such ones are the 
regulation of machinery imports (encouraging machinery imports from socialist coun
tries through credit facilities or the suspension of such preferences; restriction of 
western machinery imports by means of required deposits or relieving or lifting such 
restrictions); introducing or cancelling of building or investment deposits; expansive or 
restrictive investment credit policy; “generous” or frugal approval of investment projects 
decided upon by the government; or measures which the directors of economic policy 
expect to work quickly or eventually immediately (this will be reverted to later on).

Deferred action can be demonstrated on the basis of annual data: in Hungary in the 
1970s the actual growth of investments (of state and cooperative organizations) always 
showed a rate above or below the average in accordance with the version of invest
ment policy, restrictive or expansive, respectively; applied by government organs in the 
previous year.

Accordingly, under the influence of powerfully boosting measures taken the year 
before the growth rate of investment was 16.7 percent in 1970. In 1971, under the 
influence of boosting carried on in 1970 and in spite of the more and more rigorous 
restrictive measures taken from the beginning of the year, growth was still 9.7 percent 
which was more than one and a half time higher than the contemplated value (6  percent). 
In 1972, the restriction of the previous year asserted itself and instead of the planned 
1 or 2 percent increase investment was recorded to decrease absolutely by 1.7 
percent. For the year 1973 a 3 percent growth was aimed at. However, as the actual rate 
of the previous year was less than what had been reckoned with in the 1973 plan and in 
the first months of 1973 the growth rate was insignificant even over this low rate, from 
the month of May more and more firm measures were taken to accelerate it—for a while 
ineffectively (the actual growth of investment in that year was 3.6 percent). The 
anticipated impact asserted itself in 1974 when fulfilment amounted to 9.5 percent. This 
was nearly as much as the annual plan target ( 1 0  percent), however, the latter does not or 
not primarily explain the first one but rather the frustration of the policy once again 
turning restrictive in the next year (planned growth: 5—6 percent): the “explosion” of 
the fulfilment of investment (14.4 percent). The impact of the containment of 1975 
“matured” by 1976: the planned 1—2 percent growth of investment was not fulfilled (the 
actual figure being —0.3 percent) although a shift followed once more in August, in the 
middle of the year: the government began to encourage fast growth. The accelerating 
growth of investment (far above the planned 4—5 percent) could be reached by 1977 
(14.4 percent); as the expansive policy continued through that year, the actual growth in 
1978 was 5.5 percent instead of the planned “zero growth” that was attempted to 
guarantee by the measures: the actual ceasing out of growth (or, more accurately, its 
reduction to 1.1 percent) was deferred to the year 1979.

What is the reason for this conspicious delay?
The Hungarian literature knows the explanations given by Tamás Bauer [1] János 

Kormi [2] and Mária Lackó [3] who consider this to be the average, accustomed-to and in
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this sense normal rate o f  accomplishment o f  investment projects. The implementation of 
an investment project usually takes several years: from its input only a certain ratio— 
usually a fraction-is carried out in the first year, another ratio in the second year and so 
on. To the ratio of the first year—the coefficient of implementation—as well as to the 
ratio of year 2 etc. belongs an average for all the investment projects of the national 
economy: these coefficients are habitual, and in this sense “normal” . So these are not 
simple averages (to be computed afterwards) but such as are, through the force of habit, 
regulators of the implementation of investment projects underway and, consequently, in 
combination with the total budgetary value of investment underway (or if it is assumed 
that practically every investment project is accomplished in, say, 6 years, then projects 
started in the year of reference and in the previous five years) are basically determinative 
for the fluctuations in the growth rates of investment inputs.

This explanation does not seem acceptable to me. The composition of investment 
by sectors, by reconstruction and new construction eg. is changing; new building technol
ogies (eg. panel factories, light-structure architecture), new habits of construction (eg. 
transferring outdoors of technologies that used to be accommodated in closed buildings) 
enter the scene and necessarily change the average coefficients of implementation too, as 
it is also noted by the said authors. It is not clear to me, at least not without explanation, 
how could something simultaneously be habitual and changing. Nor is it clear whose 
habits these may be. Central planners do not even vaguely know the average implementa
tion coefficients* of investment so it can not be their habits. (By the way, they would 
know that in vain: in order to be able to contemplate the input requirements of 
investment underway in any given year on that basis they should know the total input 
requirements of the latter, something that is known inaccurately in the case of major 
investment projects because of the existing concealed extra costs and practically un
known for smaller ones as these are hardly observed at all.) Again, on levels below the 
centre where investment decisions are prepared and taken recurrences are fewer (invest
ment projects with approximately the same expenditure, physical and technical composi
tion etc. are implemented once in this and at other times in that branch or enterprise). 
Thus, one can hardly speak here about a “habitual” rate or coefficient of investment 
implementation.

*By appointment o f the research team of regulation theory in the Institute of Economics HAS, 
two former directors of the investment department of the National Planning Office, iván Berend and 
Mrs J. Huszár, both recognized experts in the field of the investment process, prepared an estimate and 
a representative survey of the coefficients of implementation. The findings were as follows:

Average coefficients o f  implementation in 
year 1 to 6 o f  implementation
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year year year year year year
1 2 3 4 5 6

Estimated (Berend) 0.25 0.10 0.10 0.18 0.25 0.12
Representative survey (Mrs. Huszár) 0.07 0.15 0.27 0.23 0.17 0.11
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In addition to the fact that the existence of “normal” coefficients is thus at least 
dubious, also the doubt arises whether a system of investment based thereon could be at 
all viable. The only one empirical ground for the whole idea is namely the half a year to 
one year of delay discussed above, and an interpretation and development of this into a 
system of “distributed lags” through several years where the “normal coefficient of 
implementation” of the first year is smaller than that of year two, perhaps even smaller 
than that of year three and so on, that is, the time distribution of inputs is not “front 
heavy” but it is “ rear heavy” . According to the supposition of Tamás Tarján and György 
Tényt supported by inductive computations [6 ] with such coefficients — ones that do not 
change in time and are identical for “investment vintages” started up in successive years -  
the system could not work but would typically show growing instability and cyclical 
fluctuations of ever bigger amplitudes. The tentative computations of Mária Lackó can be 
taken actually as a further backing-up of this supposition.* This problem will not more 
precisely: not necessarily exist when the coefficients change in time—but then they are 
not habitual, i.e. not ex ante given and, consequently, they have no bearing upon the 
regulation of investment input on the macro level.
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While in strong disagreement, the above data show that the central planners of the investment 
process who (in the given system of control understandably) tackle mainly problems of giant plants 
besides macro processes, overestimate the role of the latter in the macro processes. They have namely 
both “products” a remarkably procrastinated implementation which is typical of giant projects.

The implementation coefficients of 30 industrial major governmental investment projects 
(named “individual” till 1975) accomplished between 1970 and 1977 are know n on the basis of a full- 
range survey [4]. Except for a few subway and highway projects these are typical of the rate of 
implementation o f the country’s biggest projects whose average expenditures are probably by dozens 
of times-bigger than of an “average national economic investment projects” . They show a remarkably 
procrastinated implementation about corresponding with the above estimate or representative survey.

The different publications of the Central Statistical Office (for example the quarterly called 
“ Investment and Building Industrial Data” ) carry the time of implementation for the so-called 
“major” accomplished investment projects (representing an expenditure over 25 million forints in most 
sectors). Such ones represent only about a third of total investment and there are no such records 
about the “remaining” two-thirds. In the different years the time taken for the implementation of 
“major” investment projects was about 3.5 to 4 years. The data also make it possible to state that the 
implementation of “major” projects of lesser budgetary value takes less time than of the bigger ones. 
(For example between 1973 and 1979 the average time of implementation of “ major” investment 
projects below the value of 50 million forints was 23 months, of 50 to 100 million forints 28 months, 
o f 100 to 500 million forints 38 months, and o f higher than 500 million forints 55 months. See the 
results of computations done by Iván Belyácz [5] on the basis of the said statistical publications.) This 
rule must be valid also outside the sphere of the “major” investments, thus the time of imple
mentation of a genuinely “average” investment project must be certainly shorter than the said 3.5 to 4 
years, but of course it is not know n by how much. It is thus similarly obvious that from the costs of 
an “average investment project” a much bigger ratio is carried out in year 1.2 and 3 than shown by the 
above estimate and representative survey of course here again it is unknow n by how much.

*Setting out from the just mentioned article by Mrs. Jánosi, Mr. Kepes and Mrs. Pál (4), Lackó 
considers as normal coefficient of implementation of the first (starting) year 0.09, o f the second year 
0.29, of the third year 0.44, and of the fourth year 0.18. With their aid Lackó determines through 
sequential computation the annual starting values of investment: from the investment input data of
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As against this disputed approach—setting out from the side of use and user’s 
(investment) demand in its interpretation of the rule of macrodynamics—as far as I am 
concerned I set out from production. As consumers in this economy we are accustomed 
to having the demanded goods at our disposal not always at the time we should like to 
have them according to the “normal coefficients of consumption” but we must rather 
adjust ourselves to the timing set by the producing and trading company, ie., to the 
regularities o f  offer in time.

This is my way of interpreting the lag of half a year to one year in question. 
Encouraging governmental measures accelerate the growth of demand for investment 
goods. The offer of investment goods usually has the ability of responding by accelerating 
growth also when the growth of the resources of production is not accelerated and when 
the utilization of the segments of resource constituting bottlenecks has been 100  percent 
at the start*, as producers can “pick” items from the quickly growing total demand 
whose turning out would be a smaller burden on the resources forming the bottleneck 
and would make better use of the other resources that are available and abundant. This is 
also true the other way round: the chances of “picking” are reduced by the curbed 
growth of demand and so is the chance of making use of resources available aplenty (if 
compared with bottlenecks) and, consequently, the growth of production will slacken.

The delay of half a year to one year at issue is simply the time requirement of this 
adjustment of offer on the macro level.

This is not identical with the average time needed for ordering a machine or for 
building. As in the context of total investment the fluctuations shown by the growth 
rates of investment into machinery are of a bigger scale and more decisive, the important 
point would be to know the terms of machine orders but in this respect no comprehen
sive statistical data exist. As far as it can be estimated in the light of data available from

each year she deducts the inputs covering, according to the coefficients, the inputs falling to projects 
started in earlier years, and the remaining part determines the investments started in that year. Since 
the distribution of investment is rather “rear heavy”, the growing instability leads to such a situation 
that in some years the demand for inputs o f the projects started in earlier years exceeds the actual 
total investment input o f that year, that is, economically uninterpretable “negative starts” are arrived 
at. Therefore she made the distribution of coefficients less “rear heavy” or, in her own terms, 
smoother. She raised the coefficient for the first year from 0.09 to 0.19, that for the third year she 
reduced from 0.44 to  0.33 (and raised that of the fourth year from 0.18 to 0.19). In this manner the 
value o f starts was positive in each year. Since, however, the distribution remained even so ‘ rear 
heavy” , the growing instability still asserted itself and, if the computation was extended by two years, 
for 1978 again a negative starting value was obtained.

*The theoretical analysis of the functioning of socialist economy mostly assumes that such 
“resource-constrained” operation, the extension of production to the limit of possibilities is character
istic o f the socialist enterprise. At the same time, a problem revealed in the discussions about the 
economic mechanism is the well know n fact that the enterprises are interested “in the base”. Namely, 
they do not and can not exploit their reserves to 100 percent (among others, neither their reserves for 
growth), because they would then deprive themselves of the possibility of further increasing their 
performance in the next period, whereas such a “regular” increase is of central importance on the 
given system of control and stimulation. If this is true, it o f course refutes the former theorem. I w ill 

wiot enter into the discussion in this placc, I would only note that my message is valid also if the 
theorem holds, that is, if production is indeed “resource constrained”.
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different companies and branches, the average term of machine orders is much longer 
than the half a year or one year lag in question. It will be appreciated, however, that it is 
not a condition of the validity of the half a year-one year macrodynamical delay that the 
average term of order (in any of the meanings of the average: mode, arithmetical mean, 
etc.) should necessarily fall in the range of half a year to one year.

The delay of half a year to one year in question nevertheless shows that in the 
Hungarian economy the terms for delivery are too long. Such significant delays are 
namely unknown to the capitalist theory of business cycles in adjusting offer to demand. 
Areas still showing this symptom are analysed by the theory of the so-called special or 
cobweb cycles [8 ]. For example the hog-cycle is of the cobweb type where adjustment to 
demand is retarded by biological reasons; the same is the type of the cycle of building a 
tanker where the reason of delay is of technical nature and is related to the intricate 
construction of such ships.

It can be seen from the above that I consider the investment cycles shown by the 
Hungarian economy a special variety of the cobweb cycles where the reason of delay is 
not biological or technical in nature but is due to the inflexibility o f  the producing 
apparatus as a consequence o f  specific features o f  the economic mechanism and whose 
feed-back variable is not price formation -  as in the case of the hog-cycle or that of 
tankers -  but the boosting or restraining policy administered by central planning. In this 
paper, however, 1 am not going to indulge in the problems of cycles, the reasons of the 
alternating encouraging and discouraging investment policies, etc.*

There is only one more question to which I should like to reflect here: Are the 
directors of the economic policy aware of the workings of their initiatives? and of the 
inherent time lag? Indications are that they are not. This is the most apparent-and the 
most likely to make trouble—especially in “delicate” stages when the boosting or curbing 
measures taken earlier begin to yield their first effects. At such times it ought to be 
known that these effects would grow more and more powerful and any further measures 
will be only suitable for driving on the processes excessively, for pushing the exaggerated 
increase of the growth of investment to a point where dramatic containment will be a 
must—or for containing it only to evoke a new boosting.

S”ch a “delicate” period was for example the early Autumn of 1970 when, upon 
measures taken the year before, investment grew more and more fast and the most 
powerfully boosted element, namely, machinery imports from socialist countries, in
creased over the same period of the previous year at a rate of about 30 percent. Even at 
that time one still could read about the need of achieving a “significantly increasing rate 
of growth” in that import [16]. This was achieved in the next year to the extent that the 
trade in machines with socialist countries was in the red for Hungary for the first time 
after several decades and the reversing of this tendency required efforts (also because the 
installation of machines imported from that market involved complementary inputs 
—including inputs originating from western imports).

*These problems were discussed in a previous paper of mine [9]. »
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The beginning of 1974 was a similarly “delicate" stage when the animating 
measures taken beginning with May 1973 began to bear thgir first fruits: the growth of 
investment speeded up and it was rather time to moderate it. At that time the minister of 
finances published an article in the Sunday annex of Népszabadság under the title “ 106 
plus 10 billions for investment” , a laconic expression of an ambitious end and of 
continued efforts at encouragement [ 1 1 ].

Autumn 1972 is an example for an opposite “delicate” period when, upon 
measures taken the previous year, the growth of investment ceased. According to the 
assessment then made by the government “the measures do not mean but an initial stage 
of the relieving of tension” * and further restrictive measures followed. In less than 
three-quarters of a year this assessment proved a failure, increasing efforts were needed to 
accelerate the growth of investment as well as to neutralize the impacts of restriction that 
was “perhaps a little bit too successful” [13].

The question has to be asked: Why do the actors of economic policy not realize the 
delayed impact of their initiatives, why do they keep accelerating when-if they were 
foresighted-they should curb, and why do they keep curbing when they should already 
speed up in order to avoid headlong acceleration later on?

Analysing similar Yugoslav processes, the Yugoslav economist Aleksander Bajt finds 
that the problem is rooted in the unacquaintance of the actors of the economic policy 
with the cyclical nature of the economic processes [14].

This is not that simple, however. In reality the cycles are known to some persons of 
the central apparatus of planning and control, both in Yugoslavia and in Hungary. 
Moreover, from this special point of view, this knowledge is not absolutely necessary.

The point is much more simple: it would have been sufficient to recall in 1974 
what the consequences of excessive stimulation in 1970 had been in 1971 and then, even 
without making it clear whether there existed any “cycles” or not, it could have been 
understood tiiat stimulation was to be brought to an end to avoid the recurrence of 
similar consequences in 1975. Of course, there are people who do remember and even try 
to remind others.

This was precisely done by Bajt himself in his quoted article, published in the 
period of excessive stimulation and warning of its implications. In Hungary, a similar 
warning** came at the turn of 1973 and 1974—not from quarters of university economists 
but from the very apparatus of control.

These warnings were ineffective and I venture to give a reason. Where does the 
resistance to these warnings come from?

*Quoted in 112]
**Then Deputy Director of the National Planning Office Ákos Balassa cautioned of the risk 

that once again too many investment projects might be started simultaneously [15 ]; enumerating the 
changes observed in the world market to the detriment of the balance of foreign trade and wished 
these effects to be counterbalanced [16]. This clearly amounts to the indication of the dangerous 
implications of the stepped-up growth of the domestic use of the national income and especially of 
investment.
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There must be a politologic facet of the problem but I will not indulge in it, only in 
its economic implications.

I set out from the uncertainties of the instruments of economic control applied in 
Hungary. These instruments include directives as well as financial regulation.

As far as the directives are concerned, it is common knowledge that an economy 
like the Hungarian one where directives play an important role will only be operating if a 
part of the directives are not implemented. After so much discussion about the mechan
ism it will be unnecessary to give a detailed explanation of this, eg. the problems of 
directives that necessarily come into conflict with one another, that become outdated, 
etc. It will be sufficient to state that along with the broad range of directives there 
automatically coexists an implied consensus about the inconvenience of carrying out all 
the directives—though it is, of course, not made exactly clear which part of them is 
unnecessary-and here the uncertainty lies.

And what about the financial regulation affecting the economy? It is not allowed 
to enter into uncovered investment commitments etc.—one that could be regarded a 
really stern rule if it did not, by necessity, come into conflict with other rules, for 
example with one of the aforesaid directives or another. Under the given conditions and 
using the term of Kornai, the budget constraint of enterprise business is not hard, 
consequently financial regulation is also indefinite.

This uncertainty of the formal instruments of control then involves the need for a 
third, informal, type of control instruments: the system of "general expectations".

To such “general expectations" belong in Hungary the well known "responsibility 
for supply” (the company which is monopolistic producer of certain products, e.g. 
refrigerators, is responsible for a “normal" supply — not “ too big" shortage — of its 
products on the home market before the government, party organs and the press, what is 
neither a directive nor a financial regulation but reflects and relieves the uncertainty and 
insufficiency of these formal instruments of control).

“Supply” is a permanent task and being held “responsible for supply” is a typical 
example of “general expectations” of constant validity. The “general expectations" 
attached to targets set by central control and changing in time are the campaigns.

The campaigns boosting or curbing investment (only these are treated here although 
those in the control of import etc. are virtually similar) give an interpretation of the 
uncertain formal rules of investment as they are valid in any given period of time. For 
example in October 1971, Prime Minister Jenő Fock strongly disapproved of the well- 
known “underplanning” of investment costs and the endeavours to cover the deriving 
additional costs from governmental means [17]. “ Underplanning" and other similar 
manoeuvres have formally been always prohibited. Yet in previous years, when the 
stepped-up growth of investment could have been impeded by the powerful attitude taken 
against them, these manoeuvres were more or less tolerated. Thereafter they were really 
strictly prohibited, and that was what the Prime Minister actually made known. The 
slogans of a campaign need to be repeated all over again to be effective. Before and after
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the quoted address of Jenő Fock the demand of restriction and of reducing investment 
was harangued in the media and at various levels of the control apparatus [18, 19].

In such resounding campaigns the voices cautioning of hazards—the dissonant 
ones—are suppressed and are hard to hear.

But there is more at stake. In April 1974, at the peak of the campaign of 
investment promotion it was read that “some organizations of medium control have for a 
rather long time given a simplified interpretation” to the investment restricting measures 
of 1971-1972 and “stood up not only against redundant or postponable investment 
projects but almost presented the activity of accumulation as something to be dis
approved o f ’.

In fact the concerned ones were not the “organisations of medium control” , a term 
used generally for industrial directorates which have not existed in Hungary for a long 
time, but rather the sections and experts of central functional organizations in charge of 
investment. Actually it were they who carried out the restriction of earlier years; 
allegedly they pushed it exceedingly, and therefore they were criticized. Now they, being 
the most competent experts of the process and able to more or less foresee the 
consequences of the campaign of boosting actually taking place, should have proposed 
restriction or at least a certain restriction of boosting. But that would have amounted to 
carrying on and repeating their ostensible mistake for which they were just blamed in the 
heat of the campaign. Thus they were not in the position to assist planning and control 
with their experience, professional knowledge and the resultant ability to foresee.

*

In principle, planning—at least most of it—is the art of foresight. In the system of 
control of the given type foresight is badly obscured by the campaigns which must not be 
considered some sort of “mistakes” here as they are needed for lessening the uncertainties 
of the formal instruments of control. This is one of the many reasons dictating the need 
to eliminate the “crossbred” system of economic control combining direct control with 
fiscal control and “general expectations” , and to improve and further develop the 1968 
reform of the mechanism.
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ПРОБЛЕМА ЗАПОЗДАНИЯ (ЛАГА) В КРАТКОСРОЧНОМ 
РЕГУЛИРОВАНИИ МАКРОЭКОНОМИЧЕСКИХ ПРОЦЕССОВ

К. А. ШОШ

Централизованные мероприятия по регулированию краткосрочных процессов экономического 
роста на макроуровне в целях понижения или же повышения темпов роста — оказывают эффект 
лишь с некоторым запозданием. Э го справедливо для самых различных процессов, однако особенно 
хорошо прослеживается на процессе капиталовложений, где колебания темпов роста более крупные, 
чем в большинстве друг их областей. Характерная для Венгрии величина этого запоздания (как и в 
Югославии) составляет полгода — год. Это означает, что если политика правительства переходит 
от стимулирования быстрого роста инвестиций к их торможению, то действительная величина 
прироста капиталовложений будет ниже их среднего за дли тельный период значения: лишь через 
полгода — год; перемена же инвестиционной политики в противоположном направлении тоже
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поведет приблизительно через полгода — год повторяет к повышению темпов роста капитальных 
вложений.

Это запоздание проистекает из того, что производство и импорт капитальных благ, из-за малой 
гибкости аппарата производства и торговли — в условиях дефинитного хозяйствования 
неповоротливо реагирует на изменения спроса.

Руководители экономической политики не опознают замедленною эффекта их мероприятий, и 
поэтому, обычно, мероприят ия по ускорению или замедлению капитальных вложений выполняют
ся слишком интенсивно. Недостаточная проницательность — так же. как и упомянутые нет ибкость и 
дефицитность хозяйствования — связана с особенностями хозяйственного механизма.

Предотвращение такой проблемной ситуации возможно, конечно, не самим собой, а требует 
дальнейшего расширения, развития реформы хозяйственною механизма 1968 года.
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I. MAJOR

THE YEARS 1978-1981 AND THE “LONG STAGES”
IN THE DEVELOPMENT OF THE HUNGARIAN ECONOMY

The recession that followed in the Hungarian economic growth after 1978 was not a 
unique case in the history of planned economy: similar recessions occurred in 1956-57, 
1964-65 and 1971-72. In this study I call "long stage” the seven or eight years, the 
beginning and the end of which are marked by an "exhaustion” of the economic growth 
processes, as well as by declared efforts at important changes in the central economic policy 
and economic management. The periodic recessions and the turns in economic policy are 
correlated w ith grow ing structural tensions of the economy and with the reactions of adjust
ment to these tensions set off on the part of the central management, and subsequently with 
those of the enterprises and of the population.

The recession following 1978 in the development of the Hungarian economy—its 
extent and prolonged duration—is rather unusual in the history of Hungarian planned 
economy. The economic historical uniqueness of the period between 1978 and 1981 is 
further stressed by the fact that the grave economic difficulties appeared closely inter
twined with the high economic tensions of the world economy, and within it with those 
of the CMEA.

Analysing the economic processes and economic history of the past 34 years, 
however, we can justly ask, and perhaps we must ask, the question: was the period of 
1978 to 1981 in fact quite a new development in the Hungarian planned economy? 
Further: if economic recessions similar to that one had also occurred earlier, are there one 
or more important common factors which played a role in each of the recessions?

A possible explanation of the recessions found in the economic growth of the small 
European CMEA countries is provided by the investment cycle theories. The causes of the 
periodically growing investment tensions, and the multiplying effects of these tensions 
have been treated by several researchers in the socialist countries.+

Is it possible that the period 1979—1981 is just a phase in the process of investment 
cycles? The development of investment and foreign trade—the assertion of the “con
version correlations”—fits well into the investment cycle scheme elaborated by Tamás 
Bauer [2] and K. Sods [7]: 1979 — “halt” , 1980 — “recession” , 1981 — “trough” and 
“revival” (and 1982 — a “boom” somewhat more moderate than the earlier ones). If,

+See for example Goldman-Kouba [5] Bajt [11, Bródy [4], Bauer [2], Sods [7], Kornai [6].
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however, national economic investment, and the investment efforts of enterprises, are not 
examined as autonomous factors but are considered as a partial process, itself determined 
by the economic actors’ aspirations and the economic processes as a whole, then the 
outlines of a different kind of fluctuation, consisting of longer periods or cycles will 
definitely show in the changes of economic policy and of the economy.

Since research into this longer cycle is only making its initial stepss,+1 shall analyse 
in the following the existence and functioning of the cycle as a hypothesis, which is also 
indicated by the name “long stage” . There is one more reason why I use, for the time 
being, the expression “ long stage” and not “long cycle” . As a matter of fact, the 
fluctuation of long periods which is being analysed cannot be approximated with a sine 
function, but rather, its shape is like a decreasing step function. Therefore, it seems that 
in this case the traditional four-phase cycle scheme is not applicable. A more exact 
description of this particular movement is also among the tasks facing us.*

I call “ long stage” the seven or eight years the beginning and the end of which are 
marked by an “exhaustion” of the growth processes of the economy, as well as by 
declared efforts at important changes in the central economic policy and economic 
management.

In the following I shall give first a short summary of the results achieved in 
analysing the “long stage” and then compare the latter to the main features of the 
1979—81 recession.

In the economic processes that follow from the economic activities of the economic 
actors (central management, enterprises and the population) certain regularities are recur
rent. The periodic recessions and the turns in economic policy are correlated, in my view, 
with the growing, and then easing, structural tensions of the economy, and the adjust
ment reactions these tensions set off in the central management, the enterprises, and the 
population. These recurrent regularities of the economic processes constitute one essen
tial element of a “long stage” .

It is, however, a difficult thing to provide a general definition of the structural 
economic tensions. For the moment, as a rough definition, I shall use the following: a 
structural tension is meant, if the actual realisation of economic growth—to be expected 
with the given growth resources, and relatively smooth in the long run—is thwarted by the 
efficiency relations of the economy and by the functioning of the economic mechanism. 
That is to say, I draw a distinction between structural tensions and the tensions in the 
consumption of national income. While I treat the latter as a category of distribution, the

+Research into macroeconomic cycles of various lengths have recently been started by a 
research team headed by András Bródy at the Institute of Economics of the Hungarian Academy of 
Sciences.

*Claude HiUinger at the University of Munich has developed a mathematical method to analyse 
the 8-year cycles experienced in the development o f the economy of the ERG [11]. His method is 
based on the Marxian principles of cycles-as it seems to m e-and starts from different assumptions 
than my analysis.
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former appear also in the production sphere, and mainly there. Later on, I shall quote an 
example to demonstrate the “ functioning” of structural tensions.

Regular changes in long periods are observed not only in the economic processes, 
but in the economic policy and economic management as well. I presume the second 
essential element of the “long stages” can be found in these periodic changes of economic 
policy and management. Therefore, after presenting the long stages of the economic 
processes, I shall shortly set forth the periodic changes taking place in economic 
management. Finally, I shall briefly survey the changes in economy, economic policy and 
management in recent years, as reflected by the results obtained from the analysis of the 
“long stages” .

A few characteristics of the “long stages”

The clearly separate stages of economic processes, economic policy and economic 
management mechanisms of the past 35 years in the Hungarian planned economy may be 
marked off by 1956/57, 1964/65, 1971/72, and 1979/80. What is characteristic of these 
limiting years?

First of all, the economic growth rate slowed down considerably during these years, 
and not only in comparison with the period directly preceding the years in question, but 
also in comparison with the average growth rate of the entire period. The reduced growth 
rate was, however, not the only phenomenon: it was coupled with the slowing down or 
stagnation of the main economic processes. The growth rate of industrial production 
slowed down (and, similarly, though depending also on the weather, so did that of agri
cultural production), the growth or even the absolute volume of investment fell, which 
was partly the consequence of a deliberate central restriction. But even without it the 
recession could have hardly been avoided owing to the exhaustion of the investment 
capacities. There was not any real possibility to enlarge investment capacities, either 
at the expense of personal consumption, or at that of imports, since the so-called “con
sumption tensions” of the economy had also accumulated. These tensions showed in the 
declining growth rates of real incomes (and of personal consumption), or in the growth 
and level of the import surplus having become critical for the economic management.

Nevertheless, the question may be asked: some of the above-mentioned phenomena 
were present not only in the stages examined, but also in some of the interim years, thus, 
is it not just the description and explanation of the “ investment cycles” that have been 
extended? Without denying the similarities, or that the intervening minor recessions are 
also among the characteristic stages of the past 34 years of the Hungarian economy, and 
accepting, at the same time, the proof of the existence of investment cycles, it is still my 
conviction that the periods which I examine and those that lead to them are different 
from the periods of the investment cycles and their limiting years. They are themselves 
cycle limits, but not only cycle limits, while not every beginning or end-year of the in
vestment cycles belongs to them.
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First, the limiting years of the “long stages” were preceded by a general and large- 
scale slowing down of the growth processes. The same thing cannot be said of the limit
ing years of the investment cycles. In the case of the latter, the tensions in the consump
tion of the national income could be eased by holding down investments, and a new 
boom could start, while in the final phase of the “long stages” definite signs of “exhaus
tion” showed. At first sight, the years 1971/72 stand out: the growth rate did not much 
decrease at the time. It requires further investigation, what role was played in it by the 
“after-effects” of the 1968 reform and the world market boom. It is important, however, 
that this was the beginning of the “period” of great deficits in the balance of foreign 
trade: from 1970 to 1971 the import surplus suddenly grew by F t 15 thousand million, 
which was exactly the equivalent of the 5 -6  percent growth of the national income of 
that year.

This means, second: the exhaustion of the “long stages” marked rising tensions not 
only in the consumption of national income, but even more deeply rooted ones in struc
ture. The input requirements of economic growth increased at such a rate, and reached 
such a level, which consumed already the sources of further growth and eroded the bases 
of economic operation. This was also indicated by the sudden and considerable worsening 
of the macro-level input (or efficiency) indicators.

By the beginning of the recession, the rate of the net (and gross) accumulation in 
the national income reached its highest point that far, and the “efficiency indicator” of 
accumulation (national incomet + , 5 /accumulation,)* soon came to its lowest level. 
(The indicator growth rate/accumulation rate, which may be called the measure of the 
“growth potential” , also fell.) Also the productivity of live labour declined.

Meanwhile—with a considerably reduced growth rate of the investment volume or 
with a reduced absolute volume—the ratio unfinished investment stock to investment ful
filment reached its maximum, and so did the indicator of fixed capital intensity (see 
Table 1).

The “foreign economic efficiency” indicator (export surplus/GDP) and the “living 
standards efficiency” indicator (per head real income/gross accumulation) deteriorated as 
well. At the same time, material consumption was growing fast in production and, par
ticularly from the late 1950s, so was the import consumption of the economy. The im
port elasticity of economic growth rose well above 1 (see Figs 1 -4 ).

Why did the deteriorating macro-level economic efficiency indicators signal the ex
haustion of the growth process? Because even maintenance of the growth rates of the 
period preceding the recession required ever faster increasing inputs. This means that a 
further pressing for growth would have increasingly consumed the very bases of the 
growth process. The faster this growth rate was and the longer the efforts at maintaining 
it lasted, the faster the input requirements of growth were increasing.

*“t ”  stands for time in years. As it is seen, an eighteen-month delay is used with the indicator, 
which reflects that the accumulated national income will start to actively produce national income 
after about such length of time.
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Table 1

Changes in some o f  the macro-level efficiency (input) indicators o f  the Hungarian economy between 1950 and 1980

Average of Average of Average of Average of
the period 

1950-1956
1957 the period 

1958-1964
1965 the period 

1966-1971
1972 the period 

1973-1978
1979 1980

Growth rate of 
national income, % 8 .0a 4.4b 6.2 1.1 6.8 5.0 5.6 4.0f 1.5 1.0

National incomec
---------------------- , F t/F t
Net accumulation,

3.9 3.6 5.1 3.7 4.7 3.8 3.9 3.4 3.5

Export surplus
> %

GDP
0.5 -0 .3 -0 .5 - 2.0d - 1.1 - 6 .0e -5 .2  -1 0 .0 f -4 .0 -3 .0

Unfinished investment8 
stock

----------------------------- ,%
Investment

60.2 108.8 69.6 71.5 77.6 82.6 78.9 87.7 94.4

Fixed assets
----------------, F t/F t
Value added

5.12 5.67 4.26 4.36 4.16 4.52 4.51 4.71 4.96

Growth rate of 
investment11 1.2a -2 .5 b 9.5 1.5 10.3 2.9 10.1 8.4f 3.0 -5 .9

Data sources are my own computations relying on the KSH (Central Statistical Office) Statisztikai Évkönyvei (Statistical Yearbooks), 
KSH Népgazdasági Mérlegei (CSO Input-Output Tables) and Beruházási adattár 1950-1977 (the Collection of Investment Data 1950-1977), 
Budapest CSO, 1979, as well as Iván Berend: Az állóeszközigényesség változása Magyarországon (Changes in capital intensity in Hungary). 
Doctoral dissertation, Budapest, 1977, manuscript. See also Iván Berend 13].
aaverage of 1950-1955; baverage of 1956-1957; “based on the value of national income computed with an 18-month lag: 
national income t+ , 5
----------------------------- ; d 1964; e 1971 ; *1978; gat current price data; bon the basis of unchanged prices, up to 1972 at 1972 prices; then at
net accumulation,
1976 prices. U loo
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Fig. 1
Note to Figs 1 -4 : a. the basis of data at current prices b. the basis of data at unchanged prices 

(1972 prices up to 1970, then 1976 prices)
Source: CSO publications quoted and Iván Berend, op. cit.

t h o u s a n d  m ill ion  F t

1950-51  52 53 —  55 56 —  57 5 8 — 6 0 61 62----- 64 65 66-67 6 8 69 -----71 72 73 -----75 76 77-78 79 8 0 S1 Y ears

Fig. 2
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Fig. 3

Ft/Ft/t
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A n example: effects o f  the structural tensions

In the preceding we have pointed out that Hungarian economic growth from time 
to time hit against its own input constraints. This statement will be illustrated also by 
means of a partial correlation:

We examined, with the aid of aggregate (3-sector)* input-output tables, what the 
rate of balanced growth enabled by the input and consumption relations of a given base 
period is. Then we sought an answer to the question, whether—if the economy reaches 
the gross output level attached to the expectable growth of national income—the effi
ciency of the growth inputs of the base period allows the expected growth of national 
income to take place in fact. For the analysis, we have used A-type I/O tables** and 
followed only the chain of correlations production-consumption-accumulation (within 
it, with particular emphasis on investment), in the stages 1958—65, 1966—72 and 
1973—79.*** We shall not go into the details of the computations, but only review the 
results. It has been found for each period examined that, if the size of and changes in the 
capital intensity (and thus also in the accumulation intensity) of production are left out 
o f consideration when determining the expectable growth rate of the national income, 
then—on the basis of the inputoutput tables—a growth rate very similar to the one 
envisaged in the plans by the economic management is obtained. If, however, the capital 
intensity and investment intensity of production, as well as the investment elasticity of 
the national income are taken into account, the expectable growth rate of the national 
income becomes much lower. The expectable growth rate computed in this way was 
lower by 0.7 percentage points p.a. in the stage between 1958—65, by 0.1 points in the 
stage 1966—72, and by 1.5 points in the stage 1973—79. This means that, if the accumu
lation attached to a given production level had only stayed permanent instead of growing, 
the accumulation necessary for a fast production increase would have required such 
amount of inputs, which would have gradually consumed any possibility of increase of 
the national income.

It follows also that the economic management expected a considerable improve
ment in accumulation efficiency in the medium-term plans. According to these plans, the 
investment growth per 1 percent growth of the national income was in fact much smaller 
than what was shown by the factual data of the preceding period.

♦Sector I: “extractive industry” : mining, metallurgy, electric energy industry, agriculture. 
Sector II: manufacturing industry. Sector III: infrastructure.

**A-type tables do not contain import consumption separately. Sources o f the data used for 
the computations: input-output tables compiled by the CSO.

♦♦♦For the computations the methods of Leontief’s dynamic input-output techniques further 
developed by András Bródy were used. See Brody [4]. The growth rates were determined for each year 
o f the given periods on the basis of the input structure of the base year-tha t is, for 1958-65 from the 
input-output table o f 1959, for 1966-72  from that of 1965, for 1973-79 from that of 1972. (The 
1957 experimental table could not be used.)
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T able  2

Investment growth /national income growth in 
the national economic plans and in reality

Plan Fact

First Five-Year Plan 
Second Three-Year Plan 
Second Five-Year Plan 
Third Five-Year Plan 
Fourth Five-Year Plan 
F ifth Five-Year Plan

2 .1 -3 .0 1.24
0.83 1.11
0.97 1.11
1.02 1.09
0.99 1.10
0.95 1.15

Source: own computations on the basis o f Stark [8] and [9] and the CSO Statistical Yearbooks.

Summing up, the paradoxical situation has come about that, since growth inputs 
were growing exponentially in comparison to economic growth itself, the best way to 
improving efficiency was to slow down growth. The slowing down was, however, not a 
measure of free choice, but was also forced by the sharpening structural tensions.

Periodical changes in economic policy and central management

The exhaustion phase led to characteristic changes also in economic management.
As a consequence of the processes described above, it became important to demon

strate that the central management decided on essential changes in economic policy and 
economic management. A certain reshuffling also took place on the various management 
levels.

That is to say, while with the intervening recessions of each period a more or less 
symptomatic treatment seemed to be sufficient, and it was coupled more than once with 
efforts at accelerating growth, in the periods analysed in the preceding the central man
agement tried to bring about essential changes “on a broader front” .

In the realisation process of the changes decided “on a broad front” further recur
rent regularities may be observed.

First, having made a few important economic policy decisions and having taken 
some new economic management and organizational measures-characteristic of the first 
few years of the new stage—the economic management returned gradually to a “mixture” , 
now of a somewhat different composition, of the basic economic policy and management 
principles and methods of the preceding stage. For example, in 1956/57 one of the 
central principles of the restoration period came to the forefront of economic policy 
again: the requirement of a “harmonious and balanced development” based on the long
term economic policy programme, beside a “constant raising” of the population’s living 
standards. With a view to the latter, even investment was reduced temporarily, though a
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possibly fast increase of production and accumulation was held to be indispensable for 
economic progress. In the field of economic management also essential changes were 
being considered in the beginning, such as reduction to a minimum of the number of 
obligatory plan targets, the establishment of enterprise independence and economic 
competition. Then, from 1959 on, a fast return was made to the economic policy of 
forced growth and the economic management methods of plan directives, while still 
keeping, to some extent, viewpoints of raising the living standards, as a political require
ment. (Although foreign debts were not accepted at the time as a possible solution, and 
thus also the results achieved in the field of raising the living standards were modest.)*

In 1964/65 the economic management reverted to the economic reform concep
tions of 1957 and furthered them essentially. (For example, complete elimination of the 
plan directives, introduction of profit incentive, regulation of enterprise and personal 
incomes.) Besides, it now took a more firm stand for the “foreign economic opening” 
started already in the preceding stage, and thereby also for the “admittance” of the 
effects of world market competition into the Hungarian economy, as well as for greater 
amounts of foreign debts, reasonable in view of development.

The new economic mechanism introduced in 1968 contained at the outset im
portant compromises in comparison with the original conceptions, and rather few of the 
reform principles were put into practice by 1971/72. The recentralization period that 
emerged in 1971/72 and reached back to the “traditions” of the early 1960s-and not 
only in the field of economic management and organizational centralization, but also in 
accelerating economic growth—developed partly also its own centralization mechanism. 
Thus, for example, with investment it was the establishment of central development 
programmes, and with the management mechanism the substitution of ‘regulation bar
gain’ for ‘plan bargain’ that marked a stepback toward centralization. At the same time, 
in the middle of this period the channels of increasing personal consumption opened 
wide, and also infrastructural development became more important.

Economic management accepted an increasing amount of foreign debts, while the 
efficiency criteria of indebtedness grew less distinct. The recentralization period that had 
begun in 1971/72 then led to a new economic reform period after 1978. In the new stage 
the management returned, at least on the level of declarations, to the principles of the 
1968 reform worked out in 1964/66.

At the same time, the economic management changed its attitude toward foreign 
debts and, parallel to  this, toward increasing personal consumption. Foreign debts became 
the “main evil” , which had to be reduced, even at the expense of living standards. If these

*It is to be remarked that, of the stages under examination, that o f 1950 to 1957 was the most 
“unique” , which may be attributed to the fact that in 1947 a period began ahead y -reaching back in 
certain fields, for example in that of the large investment programmes, to  the prewar investment 
plans-which did not end with 1954. However, we cannot go into a detailed analysis o f this ques
tion now.
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phenomena and efforts grow into a permanent process and become general in the CMEA, 
it may lead to a new “period of autarky on CMEA level” .

Regular changes, though rather of a tendency character, may be observed within 
each “long stage” also in the time horizon of the central decisions and in the length of 
the periods considered as base periods of the economic policy and economic management 
efforts. When the economy overcame the recession period, among the central efforts 
there appeared such as were formulated as long-term conceptions (although the basic 
obligations of economic policy were still of a “daily” character). Also, when indicating 
the direction of economic development, the economic management wished to rely more 
on the knowledge of the tendencies originating in the distant past and leading to the 
present economic situation. When the alarm signals of worsening tensions in the economy 
were heard (practically, following the investment peak within the stage), management 
continued its efforts to make long-term decisions, but the number of long-term concep
tions kept growing, and they followed, one after the other, at ever shorter intervals. (The 
restriction of investment, of imports, or of personal consumption were clearly short-term 
reactions.) And, as the exhaustion phase began, long-term conceptions and decisions 
disappeared gradually, to be replaced by ‘Tire fighting” measures of ever shorter terms.

The next characteristic of the “ long stages” shows in the regularities in the develop
ment of the growth processes and in those of the changes in the related plans. When the 
starting year of the medium-term plans coincided with the end-year of a cycle or directly 
followed it-as for example in 1957, 1966, 1971 and 1980-the plan targets reflected 
rather moderate growth ambitions (and targets came in fact to be overfulfilled). On the 
other hand, if the plan period started during a “long stage” , that is, when the new stage 
had already started, plans became more ambitious (and several of their targets were not 
achieved) (see Table 3).

Following the trace of the yearly plans within each stage and of the yearly changes 
in the growth processes it is found that in the early years of each stage the plan targets of 
the growth processes—first of all of national income and investment—are moderate, while 
the actual growth rate of the processes is very fast and usually exceeds even the plan, 
continuing so for three or four years, and then comes a little recession or restriction. 
After this, however, targets are raised high, while the actual growth rates indicate an 
increasingly “sluggish” progress and show also the exhaustion of the growth processes. 
This leads, in the final years of the stage, to a bad recession. Figure 5 represents the 
foregoing.

Finally, it is to be mentioned that enterprises’ adjustment reactions also followed 
the periodic changes seen in the central management. While enterprises shaped their 
efforts and exerted their activities under the conditions laid down by the central eco
nomic policy and economic management, adjusting themselves to these conditions, that 
is, following the operating rules of the economic system, the economic result achieved 
(development of the macro-level economic processes) was often far different from what 
the central management had aimed at, and proved unfavourable for the enterprises them
selves. That is to say, even though economic management as well as enterprises made
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Table 3

Planned growth rates and factual data in the medium-term plan periods, in percent
(yearly average rates)

1st five- 
year plan

2nd three- 
year plan

2nd five- 
year plan

3rd five- 
year plan

4th five- 
year plan

5th five- 
year plan

6th five- 
year plan

National income
Plan 10.3 — 18.1 4.1 6.3 3.5-3 .9 5.4 -6.0 5 .4-5 .7 2 .7-3 .2
Fact 8.1 7.1 4.1 6.8 6.3 3.2 -

Investment growth
Plan 18.8 ->31.6 -2 .1 5.6 3.5—4.4 5.7 4 .6-4 .7 2.0-2 .4
Fact 12.8 16.2 6.3 8.6 8.3 6.2 -

Real income growth
Plan 6.2 -* 8.5 2.6 3 .0-3 .2 2 .7-3 .0 4 .6 -4 .9 3.4-3 .7 0
Fact 2.5 5.4 3.4 6.2 4.6 1.6 -

Data sources: Stark, [8, 9); A magyar népgazdaság hatodik ötéves terve (The 6th Five-Year Plan of the Hungarian 
national economy) 1981-1985, Népszabadság, 21, 12. 1980;KSH Statisztikai Évkönyvei (CSO Statistical Yearbooks).
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Beginning of Exhaustion End of the
the new stage phase stage

efforts at the best possible economic decisions under their own operational (and institu
tional) conditions, the functioning of the economy did not avoid or eliminate the recur
ring troubles. (In the present paper, the problems of the ‘plan bargain’ or of the ‘regula
tion bargain’, the reserve building actions of enterprises, the bilateral distortions in the 
information flows between central management and enterprises, etc. cannot be discussed 
in detail.)

After all this, I have to answer one more question: if the end phase of the “long 
stages” is called the “exhaustion phase” , what forces are there to help the economy out 
of the trough? I have mentioned earlier that, in my opinion, in the exhaustion phase 
economic tensions are worsening “in two spheres” . On the one hand, the “tensions in 
national income utilization” are rising, and on the other hand, the structural tensions 
“in the depth” of the economy are also nearing a critical point.

Economic management institutions react “in accordance” with the tensions in 
utilization, trying to ease or eliminate them, that is, in a way similar to  the case of in
vestment peaks, with the difference that they apply the usual instruments — such as 
investment and import restrictions — with a stronger hand and within the framework 
of more radical efforts.

As a result of central measures, obvious signs of an easing of tensions in utiliza
tion show within a relatively short time. The instruments applied by the economic 
management ease somewhat also the structural economic tensions of the economy, 
even though the central measures are not exactly directed at them. That is to say, the 
relative input requirements of further growth dimmish a little, thus some of the eco
nomic “capacities” are released again for an additional growth. However, unlike utilisa
tion tensions, structural tensions do not cease, bu t are only overshadowed by the 
spectacular easing of the utilization tensions and by the renewed growth process. These 
latent tensions coming to the surface only at times of major recessions lessen continuously 
the efficient utilization of growth sources and inputs. In consequence, the upswings fol
lowing the exhaustion phases take place at a constantly lowering rate of the growth pro
cesses. (I have neglected in this analysis the modifying effects of world market changes.)
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The last four years as reflected by the “long stages”

How does the period from 1978 to 1981 fit into the picture drawn above? To 
answer this question, first the main features of the economic recession of the given period 
must be explained.

Recession in Hungarian economic growth turned grave in 1979, but I consider 1978 
as the first year of the crisis. I consider it as the beginning of the crisis because, beside 
a considerable fall of the growth rate—of 4 percentage points in comparison with 1977—it 
was in this year that the “exhaustion phase” of the growth processes following 1972 
began. That is, the macrolevel efficiency (specific input) indicators of the economy had 
been intensively and continuously deteriorating. I mention it just for the sake of illustra
tion that the efficiency of accumulation (national income, + 1 .5 /net accumulation,) fell 
to its lowest point, and the fast increasing investment fulfilment now contributed more 
to raising the value of the indicator unfinished investment stock to investment. Similarly, 
national economic imports had been rising fast, while the ratio export surplus to national 
income fell to its lowest point, in other words, imports added to the deficit of the balance 
of trade.

At the same time, the growth rate of per head real income and consumption began 
decelerating already in 1978, which opened the period of stagnating living standards. (In 
other words, the living standards efficiency of the economy was also deteriorating.)

In the final analysis, I call the year of 1978 the beginning of the exhaustion period, 
because it soon became clear that by the end of 1978 the economy consumed its growth 
reserves, and this had to be followed by further recession. And there I do not mean only 
internal reserves, but also the diminishing possibilities of using external resources, particu
larly, of using them efficiently. (That is, a new reserve—after labour—of extensive growth: 
the use of external resources was available with increasing difficulties.) Therefore, in
sistence on a new start would only have increased the economic inputs, without produc
ing actual growth results.

Growing tensions in investment and foreign trade were followed by strong restric
tions of investment and imports and then a general slowing down of the growth processes.

I would not consider the slowing down of the investment process itself a symptom 
of grave recession—since a rising investment intensity of economic growth and a deterio
rating tendency of investment efficiency had been characteristic of earlier years—had it 
been accompanied by essential changes in the decision, preparation, and implementation 
processes of investments, breaking through also the regularities of the investment cycle. 
This, however, did not happen: in 1981 -82 enterprise investments were on the upswing 
again and, for example, the number and budget value of building investments started and 
under implementation rose again in 1981 after the slow-down of 1979-80.

Again, the recession in economic growth, in industrial production or in accumula
tion would be viewed differently, if the recession had been of a “business cycle” char
acter and had brought into action the adjustment-rearrangement automatisms of the 
economic mechanism. But no such automatisms were functioning.
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In analysing the period from 1979 to 1981, one more important, in itself complex, 
factor must be mentioned: the rising tensions in the foreign economic relations of the 
Hungarian economy. From the aspect of the analysis, it is not so much the unfavourable 
external effects themselves, but rather the reactions on them, to which I attribute impor
tance. All this is not to underestimate the role of the external conditions; in my opinion, 
the foreign economic relations of the Hungarian economy represent the set of factors 
which partly make today’s economic situation different from earlier ones, and also in
tensifies the recession instead of moderating it. (Earlier, a boom on the world market had 
a moderating effect.) The adjustment troubles of the Hungarian economy are not rooted 
basically in the world economic influence. May I only mention that, after 1979, the 
Hungarian economy was making only its first steps on the way to adjustment to the 
1973/74 oil price explosion, when it already found itself in the middle of a new period 
of oil price explosion, probably of a different nature and outcome. Parallel to this, it 
cannot count any more on its CMEA relations in a way it seemed possible even a few 
years earlier.

The central restrictions applied starting with 1979 had not remained ineffective in 
the short run: the tensions in the utilisation of national income eased, and some of the 
economic efficiency indicators improved—exactly as a result of the easing tensions in 
utilisation. It may be observed, however, that a definite improvement of the efficiency 
indicators took place only with the “flow indicators” , while “ stock indicators” (eg. 
unfinished investment stock/investment, fixed capital intensity, household consump- 
tion/gross accumulation) further deteriorated ( see Table 4).

At the end of the analysis of the stage 1978—1981, I refer just briefly to those 
decisions on economic policy, mechanism and organisation and efforts at changing direc
tion, which were born in the spirit of “return to the economic reform” . I cannot examine 
separately each step and their reactions, but shall content myself with trying to find out, 
whether some tendencies are recognizable in these events and if so, what kind of 
tendencies.

For me, the most conspicuous is the duality and ambiguousness of the central de
cisions and of the reactions of enterprises and the population.

The central management laid it down as a primary objective that economic equi
librium-first of all foreign economic equilibrium—had to be restored. It tried to achieve 
this objective by applying sudden brakes on the growth processes—as we have seen, not 
without success—but this method involves a serious risk. That is, it may very well happen 
that the short-term or just momentary changes towards easing the tensions in the utiliza
tion of national income will not add up to a long-term equilibrium. What is more likely 
is that the adjustment reactions planned for a short run, that is, the balancing manoeuvres 
aimed at “bridging over” will grow into increasingly grave tensions. This is because, 
among other things, a central pull-back may lead rather to a paralysing of enterprises, as 
has been shown by the last four years’ experience, and then to their adjustment to short -
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Table 4

Changes o f  efficiency indicators in 1977-1981

1977 1978 1979 1980 1981

Improved
Net accumulation2 _--------------------,%
National income

31.0 36.1 27.0 22.0 20.0

Export surplus2 a 
National income’

-5 .4 -1 1 .2 -4 .2 -2 .7 -2 .0

Export surplus2 a 
Investment

-12 .8 -2 6 .2 -1 0 .4 -7 .4 -5 .7

Deteriorated

Unfinished investment stock2 ,
--------------------------------------  , F t/F t/t

Investment
78.9 83.8 87.7 94.2 99.5

Fixed assetsb
Value added (GDP) F t/F t/t

4.494 4.561 4.710 4.96 5.193

National income® + l 5 

Net accum ulation
3.76 3.8 3.4 3.5 4.1

Growth rate of per head real 
income, % 4.2 2.8 -0 .3 -0 .6 l i

Personal consumption3»c ^  ------------------- ------------- , F t/F t 1.76 1.51 1.72 1.82 1.75
Gross accumulation

Data sources: own computations, see Table 1. 
abased on current prices; 
bbased on comparable prices o f 1976;
cthe indicator fell largely in comparison with the 1970-76 level, and fluctuated widely 

between 1977 and 1981.

term pressures for equilibrium, than to an improvement of their home and foreign eco
nomic adaptability.*

It marked the revival of the reform spirit, and at the same time the ambiguous 
feelings of the economic management towards the reform that, while a considerable 
increase of the enterprises’ economic independence was proclaimed, the possibilities of 
economic freedom for enterprises shrank to near zero because of the bad economic situa

*1 wish to emphasize, all the same, that I consider a new, centrally decided acceleration of eco
nomic grow th-with an unchanged economic mechanism and organisational-institutional condi- 
tio n s-a t least as risky as a lasting stagnation. A centrally decided acceleration would most probably 
only lead to a new exhaustion phase.
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tion and the proliferating central restrictions, so that independence rather amounted to 
the shifting of responsibilities than to the granting of a real freedom of action.

Economic management wished to restrict the ‘regulation bargain’ by establishing 
the normativity of regulators, while individual central interventions have remained, and 
even seem to have grown in number, and the frequent changes of the normative regulators 
have blurred their actual regulatory effect.

A similar duality was present with the transformation of the producer price system 
by placing it on world market foundations—while import restrictions were tightened—as 
well as in asserting the new investment policy, while there was room enough for two 
new central development projects, and also, in remodelling the organisational system of 
the economy and within it, of management.

The ambiguity of the central management and the dual reactions of enterprises 
(and of the population) may easily lead to a new centralization. This is because the 
central management finds that enterprises “cannot use their independence” , while eco
nomic processes are increasingly getting out of control, so that the number of central 
interventions is growing. At the same time, enterprises themselves cling on to central 
management, while they can see that the limits of independence are narrowing, and the 
role of direct interventions is growing in economic management, to which they have 
learned to adjust themselves in the past decade much better than to economic indepen
dence. Therefore, they try to diminish their uncertainty, rooted in the duality of their 
situation, by progressing along the line of least resistance. And thus the earlier centraliza
tion mechanisms start again.

Another characteristic process of the last four years is an expansion of the opera
tiveness of central management, that is, of its interventions through direct instructions. 
I have mentioned this process before, since it is exactly the ambiguity of the changes in 
economic management that provoke central interventions. The changes in mechanism and 
organization effected through “small measures” , decided and corrected by the economic 
management in respect of the momentary situation, will almost certainly provoke an 
increasing number of interventions. This fact was formulated by Ferenc Havasi at the 
1982 July session of the Central Committee of the Hungarian Socialist Workers’ Party in 
the following: “ . .  .we must strive for an optimum exactness in regulation and, if it is 
demanded in the interest of fast realisation—and it is, unfortunately, demanded—we may 
be compelled to use such tools as do not entirely fit into the character of our economic 
management system” . [10] (Examples are supplied by the Economic Committee, the 
National Board for Material and Prices and often by the Ministry of Industry.)

Finally, the third essential feature is the shrinking time horizon of the central 
decisions. The reason is most probably that the gestation period of central decisions is 
rather long, or rather, it is the longer, the more comprehensive the subject treated. It 
seems that the gestation period could be reduced by “cutting up” decisions, that is, by 
making partial decisions of a shorter run. On the other side, if the central management 
“runs after its decisions” , it thereby hurries again the strengthening of the centralization 
mechanisms.
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Summing up, the period following the year 1978 fits rather well into the picture 
we have drawn up of the exhaustion phases of the long stages. We do not claim that the 
stages examined by us are uniform. What we have been trying to demonstrate is that 
some of their essential and characteristic features and economic processes are common. 
The Hungarian economy, together with economic policy and economic management, 
have changed considerably during the past 35 years. 1957 or 1968, but also 1972 and 
1979 were important milestones of these changes. Nonetheless, the Hungarian economy 
has not yet transgressed, during the last few years, those limits and frameworks which 
have been keeping it on the way of development accompanied by periodically recurring 
recessions.

The fact that the present economic recession is not the first one does not release us 
from the responsibility of action, what is more, the series of recessions presses even more 
for radical changes in the organizational system, mechanism and in economic policy. 
I personally regard a radical economic reform necessary and desirable. The reform itself 
is not necessary because it is desirable, but because, as I have been trying to prove, it is 
inevitable for a sound economic development in the long run. It is inevitable among other 
things in the sense that realistic possibilities should open up for the assertion of an eco
nomic policy which wants to set any kind of long-term objectives.
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1978—81 ГГ. И «ДОЛГИЕ ПЕРИОДЫ»
В РАЗВИТИИ ВЕНГЕРСКОЙ ЭКОНОМИКИ

И. МАЙОР

В 35-летней истории венгерского планового хозяйства можно выявить, помимо инвестиционных 
циклов, и систематическую периодичность более долгого периода и с более глубокими корнями. Эти 
периодические изменения свойствены не только экономическим процессам, но и экономической 
политике.

«Долгим периодом» можно назвать 7-8 летний период, на начальных и конечных точках которого 
наблюдается спад процессов роста экономики, кроме того, появляются стремления к значительным 
изменениям экономической политики и управления. Последней фазой долгих периодов является 
период «выдыхания» роста экономики, который переходит в довольно тяжелый спад. (Как это 
происходило в Венгрии в 1956-57 гг., 1964-65 гг., 1971-72 гг.) Одну из главных причин «выдыхания» 
и следующего за ним серьезного спада автор видит в том, что в течение отдельных долгих периодов 
показатели эффективности народного хозяйства, как напр. эффективность накопления, капиталоем
кость, объем незавершенных и завершенных капиталовложений, соотношение роста экспорта и 
валового отечественного продукта или отношение потребления к валовому накоплению, ухудшают
ся, и это через некоторое время становится ограничивающим фактором дальнейшего роста.

По мнению автора, период после 1978 г. хорошо вписывается в картину, данную о долгих 
периодах и об этапах их выдыхания. То есть: настоящая ситуация венгерской экономики, в первую 
очередь, вызван не спадом мировой экономики, а внутренними факторами. Однако тяжелые 
проблемы мировой экономики в значительной мере усугубляют — и этим выталкивают на 
поверхность — внутренние проблемы. Из всего этого не следует, что настоящий спад такой же, 
какими были и предыдущие спады, и еще менее следует то, что хотя экономика и раньше 
выдыхалась, но затем приходила в себя, а значит, и сейчас проблемы будут преодолены.

Настоящее решение может означать только радикальная, всеохватывающая и основанная на 
общественном договоре экономическая реформа.
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I. BEREND

THE RENEWAL CYCLE OF FIXED ASSETS UNDER 
THE CONDITIONS OF THE 1980s IN HUNGARY

The change in trend in the seventies has started a process in the Hungarian economy, in 
consequence of which the replacement function plays a growing role within investment and this 
is particularly important in the branches sensitive to technology. This change in trend is 
related not only to the changes in economic strategy, in the growth path but is also the con
sequence of a developing renewal cycle. This cycle is the consequence of the large concentra
tion of resources in the past three decades and raises structural investment problems of a new 
type. One of these problems is the solution of capital allocation and reallocation, the building 
of such selectivity into the system of instruments which allocates the resources in accordance 
with the new structure of the economic growth path.

The connexion between investment and fixed assets, between production and in
comes, as well as the complex connexion between these two systems of relations have 
been critical issues in the history of Hungarian planning for 35 years.

In the prehistory of Hungarian planning, in the 1950s and 60s, the planner confined 
himself to the linking of only two factors from this quadruple system of connexions. In 
the quantity-őrien ted period of “development-increments” the planner tried to grasp only 
the investment need that presented the material basis for the growth of production. At 
that time planning computations were made in various physical units of measurement and 
capacities, to which investment costs were assigned. For example, the planning computa
tions included the investment costs of 1 m2 of an open-hearth furnace surface. And, in 
the index number system of the technological development plan section there figured the 
steel production per 1 m 2 of the open-hearth furnace surface. This was the first invest
ment intensity scheme expressed in kind. Some time later such investment intensity was 
considered in the planning computations which put down the investment coefficient of 
the production increment.

In the late 1950s and early 1960s, as a result of deeper economic research into 
the subject and of far-reaching debates, the planning practice also took into account the 
value interrelations between investment and production. This was the first time that the 
efficiency function of investment intensity appeared in practice. A few names known 
from the literature are associated with the subject: Lange, Kalecki, Khatchaturov, Kra
sovski, and Turdnszky of the Hungarian National Planning Office. At that time a few 
obligatory efficiency indicators were adopted in the Hungarian planning practice, in 
which the time factor was also considered, and this has persisted, with just a few amend
ments, up to these days.
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In the 1960s the notion of material intensity was included into planning. The les
sons were drawn from the scientific debates (Rácz, Bródy and others), and capital inten
sity became an important efficiency indicator of Hungarian economic planning. From the 
beginning of the 1970s capital intensity has become through modelling an organic part of 
long-term, and later also of medium-term planning. Growth models and planning com
putations were based on the value interrelations between fixed assets and incomes.

The changes in the system of world economic conditions, recognised as marking a 
new epoch, the transformation of the type of economic growth, and the emerging char
acteristics of the new economic growth path have thrown a new light upon the interrela
tion between capital and production, as well as incomes. By 1979 the dynamic growth 
period of investment had ended in Hungary and the yearly average investment growth 
rate has had a negative sign for four consecutive years. Economic growth cannot be 
grasped any more with the aid o f  the old, habitual system of interrelations. Under today’s 
conditions the Cobb-Douglas and the Harrod-Domar models are no longer apt to describe 
growth paths in planning, at least not exactly.

A change of trend

As for the actual Hungarian practice, the yearly growth rate of depreciation was 
rising in the 1970s, as a consequence of the long-lasting high growth rate of the stock of 
fixed assets, while the investment growth rate turned first from an accelerating into a 
slowing one, then from a slowing to a stagnating one, and finally became negative. In 
the first half of the decade in question the average yearly growth rate of depreciation 
amounted to 7.2 percent, that of investment put into operation to 8.3 percent. In the 
second half of the decade, i.e. from 1976 to 1980, those two growth rates were 7.5 per
cent (accelerating), and, 2.0 percent (slowing down considerably). Following events from 
the turning-point of 1979 till the end of 1981, it can be observed that the growth rate of 
depreciation was 6.4 percent during these years, while that of investments put into opera
tion was —2.5 percent.

The difference in growth rates between the two processes was +1.1 percentage 
points to the advantage of the investment growth rate between 1971 and 1975, it was 
—5.5 to its disadvantage between 1976 and 1980, and —8.9 between 1979 and 1981. 
This is in itself a series of index numbers warning of a fundamental change in trend. At 
the same time it indicates that the net rate of fixed assets accumulation within gross 
accumulation is gradually as well as considerably decreasing.

Beside the dynamic growth of depreciation, also a dynamic development of scrap
ping* is clearly observed. Thus we are witnessing today the emergence of a renewal cycle.

♦The gross value of the depreciated fixed assets is given at the purchase price, the net value at a 
symbolic price.
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The reasons for the renewal cycle

Up to the early 1970s the growth of depreciation had been, presumably, a direct 
consequence of two factors: first, of the considerable growth of fixed assets during the 
preceding three decades (3.5 —4.5 —5.9 percent on a yearly average); second, of the rising 
share of machinery and technological equipment in the investment structure. Depending 
on the latter, in the material production sphere taken in the narrower sense the useful 
lifetime of fixed assets gets shorter, leading to a rising average rate of depreciation.

The renewal cycle has developed along with the objective and habitual processes of 
economies similar to that of Hungary. Its main cause is, from the material aspect, that in 
the course of the last thirty years development resources have been concentrated on the 
realisation of several economic policy aims of primary importance, such as:

— The infrastructure-oriented development policy of the restoration period be
tween 1945 and 1950.

— The fast and forced development of heavy industry in the years from 1951 to
1954, and, especially, the establishment of mining, metallurgical and electric energy 
capacities. Since 1955 the growth rates of industrial investment have been around 
7.1—7.8 percent on a yearly average, but they reached 10.4 percent between 1950 and
1955. The very considerable industrial investment concentration lasted for two or three 
years in the early 1950s. The economic policy concentrated investment means exclusively 
on the heavy industry. The share of heavy industrial investment in total industrial invest
ment'amounted to 95 percent in 1952, though it dropped to 80 percent in three years. 
Mining investment amounted to hardly 16 percent of the total industrial investment in 
1950, but it reached more than 26 percent by 1954. In the same period, the share of 
metallurgy rose from 10 to 14 percent, that of the electric energy industry somewhat 
more modestly,.but still from 14 to 18 percent.

— The inputs into the socialist large-scale reorganization of agriculture were made 
practically in two phases: 1960—1965, and 1967—1971. Hasty and temporary solutions 
characterised the first period; in the second one the temporary situation was partly 
eliminated through lasting and technically up-to-date solutions. The growth rates of agri
cultural investment developed in widely differing ways in the above-mentioned periods, 
but the double pressure of collectivisation on investment (built on one another) is clearly 
seen. The growth rate of agricultural investment reached 6.2 percent between 1960 and 
1965, which is almost the double of the rate of the years from 1955 to 1960. After 1965 
the growth rate of agricultural investment further accelerated. It rose by almost two per
centage points faster than the already double rate of the foregoing five years. 44 percent 
of the existing productive buildings of agriculture were put up in the 1960s. This rate is 
about 50 percent in the agricultural cooperatives.

— The structural change of the primary energies: the rising rate of hydrocarbons in 
consumption entailed a high degree of resource concentration in the years 1967—1973, 
particularly with the power stations.
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— Under the conditions created by the economic reform the dynamic growth after 
1968 awas based mostly on the imports of modern machinery and technological equip
ment, and a high degree of investment concentration took place during 5—7 years.

The events listed above, also important for economic history, demanded the con
centration of large resources at various times. Although fixed assets with different lengths 
of useful lifetime had been created by means of large amounts of resources concentrated 
on certain investment projects at different dates, it is interesting to observe that, as a final 
result of the events listed, an interference of the replacement needs of the various sectors 
occurred, and they are now facing us, mutually intensified, waiting for settlement in the 
coming 10 to 15 years. A renewal cycle “arrives” when the radically changed world and 
domestic economic systems of conditions necessitate an economic strategy different from 
the old one. To “ward o ff’ disadvantageous changes, improved adaptiveness, openness, 
and flexibility are required in economic policy as well as in planning and economic man
agement. Important conditions of the “ warding off” are acceleration of technical prog
ress and development of new structures. The technical condition and up-to-dateness of 
the fixed assets, mainly of machinery and technological equipment, and of course, also 
the human factor: intellectual work and work culture are gaining in importance. There
fore, the useful lifetime, up-to-dateness, sorting out and replacement of the stock of fixed 
assets making up 70 percent of the Hungarian national wealth are very important indeed.

Structural characteristics of the stock of fixed assets

The growing importance of replacement in the development policy is a direct con
sequence of the large stock of fixed assets of the much decreased investment possibilities, 
of the renewal cycle and of the rather low technical standards. The relations to each other 
of the rates of replacement, modernisation and productivity are influenced by the rate of 
replacement. If replacement occurs on a large scale, the growth rate of productivity will 
surpass the rate of modernisation as a consequence of the wide spreading of modern 
technology, or else, the growth rate of productivity will sink below the modernisation 
rate. Tibor Erdős presents in his book (1) the interrelations among the rates of replace
ment, productivity and modernisation. The author establishes the fact that “ In the first 
case the average useful lifetime of the productive equipments decreases, in the second 
case it increases” . This statement of Tibor Erdős can be accepted if procurement and 
scrapping are regular, outdated fixed assets are replaced regularly, and modernisation ásó 
takes place smoothly, year by year. If replacement is irregular, the fixed assets will wear 
out, so that in a replacement cycle it is capitá no longer working that is scrapped, which 
may improve the average useful lifetime, but not up-to-dateness and productivity.

If scrapping is delayed and cyclicá, the massive apphcation of the new heavy-duty 
machines may hit the constránts of the adoption process of new technology, and of 
absorptive capacity, which may then require a longer running-in period. It follows that 
the growth rate of productivity will not reach its best potentiá, or will reach it with some 
delay, which entáls, of course, a temporary increase in capitá intensity.
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In the present article we wish to present the judgement of the modernisation pro
cess only by means of the mutual proportions of the net and the gross stock of fixed 
assets, and of the fixed assets written off to zero but not sorted out.

In the 1970s the ratio of the net value fixed assets to the gross value grew from
60.1 percent of the 1st January 1970 to 63.4 percent by the 1st January 1980. On the 
1st January 1981 this ratio was 63.2 percent. The overall picture of this important 
change, which indicates, in our opinion, apparently a renewal process, gives rise to doubts 
immediately after the first disaggregation. During the same decade the ratio of net value 
grew from 58.0 percent to 64.1 percent in the non-material sectors, which was due to 
the dynamic growth of infrastructural investment as compared with earlier times. In the 
material sectors — where the up-to-dateness of production is determined — the ratio of 
the net value was already decreasing: in 1970 it was 64.0 percent, and in 1981 it was
61.2 percent.

Let us now examine in some more detail—taking into consideration also an inter
vening year (1975)—the fixed assets of the national economy by blocks (Table 1).

Table 1

N et value o f  the fixed  assets in percentage o f  the gross value at 
the beginning o f  the year (at unchanged 1976 prices)

1970 1975 1980 1981

Raw material and energy 
sectors 60 i 57.6 55.3 54.6

Manufacturing industries 65.2 64.2 64.9 63.1

Material sectors in the 
narrower sense 64.0 642 62.4 61.2

Infrastructure 58.0 61.2 64.1 64.5

National economy total 60.1 62.4 63.4 63.2

Source: [2 |, [3], [4]

In the block of the raw material and energy sectors the ratio of the net value of the 
fixed assets fell quite considerably, while that of the manufacturing industries fell only 
slightly. In the stock of fixed assets of the infrastructural sectors a favourable change 
took place (the ratio of net value to the gross value grew considerably): it was particularly 
the net ratio of the non-productive infrastructural fixed assets that rose significantly, 
which counter-balanced and even overcompensated the falling ratio of the material 
sectors in the strict sense. Thus, on the whole, the net value of the fixed assets grew in its 
relation to the gross value prices between 1970—81 by 3.1 percentage points at un
changed prices.
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From the point of view of up-to-dateness, the ratio of net value of machines and 
technological equipment is critical. This ratio decreased within the fixed assets (Table 2).

T able  2

Ratio o f  the net value o f  machinery, equipments and vehicles in 
percentage o f  the gross value at the beginning o f  the year 

(at unchanged 1976 price)

1970 1975 1980 1981

Raw material and energy 
sectors 56.7 53.9 52.3 51.4

Manufacturing industries 54.1 54.6 53.9 51.3

Material sectors in the 
narrower sense 54.9 54.4 535 51.3

Infrastructure 58.6 56.0 56.0 55.7

National economy total: 56.1 54.9 54.3 52.6

Source: [2], [3], [4]

The changing ratio of the net value of machines and technological equipments to 
the gross value indicates ageing to some extent and from a certain aspect. The ten years’ 
change of 3.5 percentage points is of a different nature than in the case of the total capi
tal, that is, the machines and technological equipments grew older as against the becom
ing younger of immovables. In some of the cases the data calculated at unchanged prices 
may show changes less conspicuously, since the effect of the rather high rises in prices is 
thus eliminated. From the ratio of the net to the gross value of fixed assets we could draw 
so far only the conclusion that in the material productive sphere, and particularly in the 
material sectors in the narrower sense, the ratio of the fixed assets written off—mainly in 
machinery and technological equipment—is on the increase. It has been inferred that a 
process of ageing has begun in these sectors.

The same thing is also confirmed by the manner of sorting out, that is, by the 
phenomenon of fixed assets written off to zero but still kept in operation. In the course 
of the 1970s the assets written off to zero increased considerably as compared to the 
gross value. On the 31st December 1980 their ratio amounted to 5.5 percent, and with 
machinery and equipments it was 14.5 percent.

The growth of this ratio was especially fast in industry: the ratio of the assets 
written of to zero to the gross value rose by more than 7.0 percentage points, and within 
it the ratio of machinery and equipments to the gross value grew from 8.1 percent to 
17.4 percent, that is, by 9.3 percentage points. This growth was fastest in metallurgy, 
engineering, and the chemical industry. There every fourth or fifth machine in operation 
is written off to zero.
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The assets written off to zero largely increased during the 1970s. However, it is 
not this growth in itself that is worrying, but the fact that this phenomenon seems to be 
lasting, and it is structurally unfavourable. It has been a long-debated issue, how the 
fixed assets written-off to zero should be qualified. The revaluation of the fixed assets 
with 1st January 1968 was performed by a strong staff of engineers and technicians, yet 
it is not sure, if the result reflects an objective engineer’s view, or it was also influenced 
by the interests of the different economic organisations. It may be assumed that enter
prise interests strongly influenced the engineers’ estimates, and thus, the forecast depre
ciations to zero do not indicate a real—and by no means a physical—wearing out. Despite 
every uncertainty, the processes are worth attention. We do not think that the root of 
the problem—as we see it—lies with the technical estimates and revaluation possibly dis
torted by enterprise interests. Whether the remaining useful lifetime of machines and 
equipments were under- or overestimated, we do not deem the rising depreciations to 
zero acceptable, that is, the structural position of the assets written off but not sorted out.

The fact that in the manufacturing industry a larger percentage of the gross value 
of machines and equipments written off to zero continue to operate, itself presents a 
problem. We have examined, how many years later the machines written off to zero were 
in fact sorted out (Table 3).

Table 3

Survival o f  machines and equipments written o f f  to  zero*

1975 1980 1980/1975
(percent)

National economy total 4.8 6.1 127
Mining 4.6 6.5 141
Electric energy 5.3 7.7 145
Metallurgy 6.0 9.0 150
Engineering industry 5.9 8.8 149
Building material 

industry 5.0 8.0 160
Chemical industry 5.9 8.0 136
Light industry 4.7 7.0 149
Food industry 4.8 7.2 150
Building industry 4.7 5.3 113
Agriculture 3.7 2.6 70
Transport and 

communications 3.9 4.6 118
Home trade 5.0 6.5 130
Water management 4.5 6.0 133
Personal services 4.0 4.9 123
Public health service 5.0 9.0 180

♦The author’s computations.
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Except for agriculture, the survival of machines written off to zero lengthened 
from 1975 to 1980. This must amount to saying that the machines and technological 
equipments are kept in operation beyond the normative depreciation rates. The life-cycle 
as determined by the depreciation norms may be subject to argument. However, it need 
not be proved that, for example in the engineering industry or in other branches of the 
manufacturing industry, a seven or nine years’ survival is in itself no little thing and cor
responds to a whole life-cycle. It is also characteristic of the survival structure that, 
expressed in figures, the survival rate of the machine stock is higher in the manufacturing 
industries than in the extractive sectors, and, interestingly, higher than in the productive 
and non-productive infrastructural sectors. Agriculture seems to be an exception. There 
the survival rate is relatively low, and what is unique, it has not been growing since 1975, 
but decreasing. This fact requires further investigation, for the time being we only assume 
that in agriculture the physical wearing out is more deterministic than in other sectors. 
Further, technological development of the Hungarian agriculture was faster in the 1970s, 
which necessitated a greater number of machine replacements.

Factors determining the long-term development policy 
from the aspect of the renewal cycle

Under the conditions of the 1980s the renewal cycle changes the development 
policy essentially, owing to several factors. Earlier we used to emphasize only that in the 
coming period development would switch over from the extensive type increasingly to 
the intensive type. Now, still emphasising this, several new factors may also be observed. 
The development policy of the 1980s and of the early 1990s can be defined according to 
the following viewpoints, from the aspect of the renewal cycle:

— The growth rate of gross investment has a negative sign between 1979 and 1984. 
Therefore, the investment level has been falling every year and is still falling. According 
to long-term plan computations, the level of investment will reach that of 1978 in the 
late 1980s.

— The yearly growth rate of depreciation rises more or less monotonously by 5.5 
to 6.2 percent, practically up to the turn of the millennium.

— The growth rate of the writing off to zero of the fixed assets is accelerating in 
the 1980s and will continue in the early 1990s.

— The net value of fixed assets relative to the gross value is decreasing in the ma
terial sectors in the narrower sense, and within it particularly the net value of the machine 
stock. It is an interesting but not reassuring specific feature that, within the material 
sectors in the narrower sense, the ratio of net value is even more decreasing in the manu
facturing industry, and within the latter, particularly in the engineering industry. That 
is to say, a process of ageing is taking place, which is further intensified by the falling 
level of investment, and later on by the low growth rate of same.

Acta Oeconomica 30,1983



I. BEREND: RENEWAL CYCLE OF FIXED ASSETS 409

— Replacement rates have shown an accelerating growth from the mid-1970s, which 
holds particularly for the machines and technological equipments.

— Within replacements, the ratio of fixed assets put into operation before the 1st 
January 1968 is the highest: between 1981 and 1985 it is more than 30 percent, that of 
buildings is more than 72 percent: In the late 1980s these rates will remain high: on the 
whole, they exceed 21 percent, and with buildings they still reach 52 percent.

Under the conditions of the 1980s a hard global and structural problem is presented 
by the fact that, with an ageing stock of fixed assets, also the writing-off is increasing. 
Thus, with a slowly rising rate of investment, the replacement rate is going to be a mul
tiple of that of the past.

Development of the replacement rate

Within investment, the replacement rate amounted to 14—16 percent during the 
1970s, and it has grown — according to several variants and with considerable differences 
between the sectors — to 25—50 percent by the 1980s, and it will be 40 to 60 percent in 
the 1990s. The replacement rate of machines and technological equipment is much higher 
than that: from the 23—24 percent of the 1970s it is rising—even more widely dispersed 
among the sectors—to 40—80 percent, and will reach even 90 percent by the late 1990s.

From the aspect of the renewal cycle, the structure of the machines and techno
logical equipments according to how they are written off and today’s investment struc
ture pursue different courses in the material sectors in the narrower sense. Therefore, the 
replacement rates in the various sectoral groups are widely deviating.

Table 4

Replacement rates*

Blocks 1970s 1980s 1990s

Raw material and energy 
industry 18 50 70

Manufacturing industry 20 54 89
Food economy** 33 64 90

*The author’s computations 
**Agriculture plus food industry

The critical points of the replacement rate may be summed up in the following, 
upon the basis of today’s investment structure:

— In each period (of the three ten-year periods under discussion) the replacement 
rate of the raw material industry is lower, those of the manufacturing industry and the 
food economy higher. Thus, in today’s investment structure there is a greater freedom of
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decision in the raw material industry; “replacement determinism” and allocation tension 
are present in the manufacturing industry and the food economy.

— The change of speed in the process is highly critical in the manufacturing in
dustry. Measuring the change with the changing differences in the rates it is found that 
the replacement rate of the 1980s grows by 34 percentage points, and that of the 1990s 
will grow by 35 percentage points (compared with the foregoing decade). In the raw ma
terial sectors these figures are 32 and 20 percentage points, that is, lower and decreasing. 
In the food economy they are similar: 31 and 26 percentage points.

-  The critical measure of the rates is 90 percent in the 1990s in both the manu
facturing industry and the food economy, while in the raw material industry it is 70 per
cent, which means that freedom of decision is threefold for this sphere.

As a consequence of the renewal cycle, the sectoral structure of investment will 
shift towards the manufacturing sectors and, to a smaller extent, also to the food in
dustrial sectors till the end of the 1980s.
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ЦИКЛ ОБНОВЛЕНИЯ ОСНОВНЫХ СРЕДСТВ В УСЛОВИЯХ 80-Х ГОДОВ

И. БЕРЕНД

В 70-х годах завершением периода экономического роста трех десятилетий принципиально 
изменились и процессы капиталовложений в основные средства. Ускорился рост амортизации, а 
капиталовложения — замедлился, в результате чего все большая часть капиталовложений шла на 
цели возмещения износа. Увеличение доли возмещения сузило возможности создания новых 
производственных мощностей и увеличило опасность структурной консервации фондов. Наряду с 
увеличением доли амортизации все большую роль в производстве стала играть масса уже 
описанных, но еще не ликвидированных основных средств. Этот факт свидетельствует о 
существовании большого цикла возобновления основных средств.
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Причиной цикла возобновления является концентрация огромного объема капиталовложений за 
последние 30 лет, как, например, в течение послевоенного восстановительного периода мощного 
форсированного развития тяжелой промышленности в начале 50-х годов; концентрация вложений в 
начале 60-х годов, связанная с социалистическим преобразованием сельского хозяйства, сюда также 
можно включить структурные сдвиги в энергетике. Капитальные средства, концентрированно 
вложенные в различные периоды времени, особенно в машины и технологическое оборудование, в 
последующие 5-10 лет требуют замены. Возмещения износа ни в коем случае нельзя осуществлять, 
сохраняя прежнюю структуру, поэтому необходимо проводить такую политику развития, которая 
селективно осуществляла бы возмещение и замену основных средств в соответствии с изменивши
мися условиями экономического роста.
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L. KŐSZEGI

PLANNING THE PRODUCTION SPHERE IN HUNGARY UNDER 
THE NEW CONDITIONS

Adjustment to the changed and volatile external conditions of world economy and in 
world politics, as well as to the demands raised by the new intensive path o f growth also 
demand changes in the system of economy-wide planning. Particularly the importance of long
term planning as a basic instrument for providing the bases for and working out the strategy of 
socio-economic development has increased. The article characterizes the novel features of long
term production policy related to the above-said (differentiation by subjects and in time, 
complexity, the working out of alternatives etc.). Next the article summarizes some pre
liminary conclusions to be drawn from the planning exercise now going on with the time 
horizon of 2000.

Changes in the “external” conditions of planning

It is a characteristic feature of today’s situation — as it is seen by many as well as 
myself—that, of the different lengths of plan horizons, it is the two extreme poles: the 
one-two-three-year plans, and the 15 to 20-year plans that are growing in importance.

The growing role of short-term planning is due first of all to the increased change
ability of world economy (influenced strongly also by world politics), or, its hardly 
foreseeable turns. [1 ,2 ] The reason is that the changes in market and price trends or in 
the perspectives of financial and production-technological cooperation in any direction, 
different from that expected in the medium-term plan, may considerably influence — and, 
as it is found, they do in fact affect—the feasibility and national economic rationality of 
a number of fundamental production development, and thereby also general socio-eco
nomic objectives. This holds especially for a small economy, highly sensitive to interna
tional economic processes, as is the Hungarian economy. Besides, the increased role of 
the micro-processes i.e. of the decentralised enterprise decision sphere—related also to the 
abovementioned factor—in shaping the production and foreign economic relations, struc
ture, the economic efficiency parameters and the development-investment activities in
creases in the given situation also the role of “fine tuning” , i.e. of short-term economic 
planning and operative economic organisation activities in securing that the basic eco
nomic processes take a course best suited to the general social and socio-economic ob
jectives [3,4].

As for the other pole, the importance of long-term economic planning is underlined 
by the fact that elimination of the deep-lying causes of the current economic difficulties,
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the necessary adjustment to the changed and still changing world economic conditions 
and, simultaneously, the full transition from extensive to intensive economic develop
ment [5, 6] are feasible without unnecessary and costly detours only in a long perspec
tive. To achieve this, a long-term, complex and comprehensive socio-economic develop
ment strategy, and within it a broadly interpreted production development strategy, the 
elaboration of alternatives covering the system of goals and means are necessary.

In the history of long-term planning in Hungary the planning of the production 
sphere has been less successful in comparison with other fields, for example, the planning 
of living standards. This is largely due to certain objective causes. One of these is that 
even in agriculture and the food industry where the larger part of the activities can be 
surveyed through a relatively small number of products, the product and partly also the 
production pattern is shaped mainly under the influence of relatively short-term foreign 
economic and profitability factors. This is even more so in some important fields of in
dustry, particularly in the manufacturing industry. Therefore—because of the uncertain
ties in forecasting the essential influencing factors—the future development of these fields 
could hardly be foreseen in the long run. Thus, in planning conceptions and methodol
ogy, they have always been considered as the “soft” and “in-between” areas of planning, 
as opposed to the “hard” fields and subjects which can be planned “realistically” , such as 
energy and raw material production, and productive infrastructure, in which the trends 
and conditions of development have been considered as easier to survey and to judge and, 
because of the long gestation period of investments, as to be planned for the long term.

Another aspect of the problem consisted in that the earlier planning conception and 
methodology strove after a balanced consistence covering the entire production sphere, 
trying to base the conceptions upon intersectoral efficiency relations and the conclusions 
deduced therefrom in regard of the formation of structure and resource allocation [7]. 
These “soft” fields then introduced a high degree of uncertainty into the whole produc
tion, economic and social development conception. The actual production, foreign trade, 
technical development, etc. processes of these fields could raise, namely, much different 
demands on the raw material and-energy production, labour, etc., and could also entail 
different income and foreign exchange results. Therefore, within the given planning sys
tem, the high degree of uncertainty existing in this field affected the stability of the 
whole long-term planning exercise, and made it doubtful whether the socio-economic ob
jectives were well grounded from the side of material production, in spite of, or exactly 
because of, the detailed indicators and the system of balance computations applied.

There was also a subjective factor impeding long-term production planning. It was 
that in the Hungarian economic thinking, as well as in the specialised planner’s thinking 
and practice no complex intersectoral approach,nor a comprehensive “production policy” 
could gain a foothold and spread, and not even an industrial policy could be identified in 
the real sense of the word. The management moved within narrow sectoral frameworks 
(agricultural sphere, metallurgy, mining, engineering industry, etc.), and development 
conceptions also took shape within such narrow frameworks for a long time.
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The situation that has developed lately: the external and internal changes would be 
even less favourable for efforts according to the old conception and methodology. It may 
be enough to point out that even in the field of energy production—considered to be a 
“hard” , or even the “hardest” element—such changes occurred within 1 or 2 years (in 
respect of demand, development needs, sources of supply, structure), which deeply af
fected the conceptions regarded as very stable and well grounded in medium-term 
planning, and this justified that in important investment questions decision should be left 
open for a later date. Similar examples can be cited from other fields, earlier regarded as 
“hard” and to be planned for a long term (metallurgy, etc.).

It was necessary, therefore, that planning be suitably adapted to the new condi
tions. The current long-term planning—running since 1979—has been characterised by 
such effort from the beginning, and it has brought important changes in approach and 
methodology as compared with earlier routine planning. In this respect, of course, what 
is meant is only processes, since several questions are still waiting for solution.

In the following I shall discuss some of the elements of this change, of outstanding 
importance for the long-term planning of production development, and describe the 
nature of the change, as well as of the problems to be solved.

A few novel features and elements o f  planning

The long-term production policy—as part of the general social and economic poli
cies and in interaction with their other components—serves as a comprehensive produc
tion development and strategic background and base for the central economic manage
ment and also for enterprise decisions. Its function is to assess, in a complex manner, the 
existing state of the production sphere, its level by international standards, its tensions 
and open problems, the future development of the external and internal factors influenc
ing its functioning and the actual scope of action, the realistic requirements and strategic 
trends feasible within the framework determined by the former factors, the basic points 
of departure for the alternatives of development decisions, the economic and socio-polit
ical conditions necessary for the realisation of the strategies (alternatives), as well as the 
tasks, ways and means of creating these conditions.

According to our present knowledge, in the course of planning the whole of the 
activities of the production sphere must be included (independent of sectors and the 
character of management) in the sense that the basic strategic trends and possible alter
natives of the activities have to be drawn up, in coordination also with the general socio
economic objectives and requirements of the given long period, as well as with the 
forecast conditions. Planning also has to assess, on the one hand, the processes and ques
tions within the above outlined framework that can and must be judged or decided in 
a shorter perspective and primarily in the enterprise decision sphere, depending on the 
current market and other conditions. On the other hand, it has to select the fundamental 
questions in which central decision and economic policy, and state influence can and 
must be asserted in the long mn. In other words, it has to provide for a guidance in
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respect of the division of labour in the long run between the sphere of the central eco
nomic management as well as that of the planned market mechanism and the decentral
ized enterprise decisions. Further, planning is to find the answer to the question, wheth
er—with a view to an efficient assertion of the strategy laid down-it is necessary to bring 
about changes in the division of the production sphere by ownership (for example, 
whether to increase the role of cooperatives, and of small-scale production: household 
farms, small industries, economic work teams, etc.), or in the established system of the 
economic environment i.e. the economic management, regulatory and institutional 
organisation influencing independent enterprise activity.

In the practice of long-term planning the above-mentioned principles are formu
lated and asserted as the requirement and principle of treatment differentiated according 
to subject and time, centering attention on the questions that can be defined and are to 
be solved for the long run and on the macro-level. Although planners practically agree on 
this question, the actual interpretation and application of this requirement necessitate 
further consideration as well as exchanges of opinions. Two points must be stressed in 
this respect. One is that, beside the fundamental internal strategic questions of some of 
the large production fields (such as industry, food economy,* infrastructure, etc.), it is 
important to intensify the strategic foundation work concerned with the function, role, 
proportions, and desirable future changes of the main components within the whole o f  
the production sphere. These proportions must not be left to be shaped freely by the 
decentralised market forces and mechanisms. The other point is that beside—or even 
against—the perspective final objective, the exploration and definition of the “path to be 
followed” , the assessment of its pitfalls, the signalling of the probable conflicts and social 
tensions, and the search for avoiding them, etc. are all important elements and tasks of 
long-term planning. Thus it is expected of planning, today more than before, that it 
should show the way out of today’s difficulties and problems, so that it be in harmony 
with the requirements of a realistic path in the long run, serving in this way the founda
tion of today’s and tomorrow’s important central decisions and of enterprise strategies, 
fitting into a framework for the long run.

The demands on complexity have much grown in comparison with earlier ones. On 
the one hand, the questions of production development cannot be judged—and today this 
is to be stressed more than before—without consideration to the scientific and techno
logical development, external and internal market conditions, the possibilities of interna
tional economic cooperation, or to the interactions with the social, demographic, and 
manpower processes. On the other hand, the large fields of the production sphere cannot 
be considered independently, contrasted to each other. It has been sufficiently proved 
by the experience and disputes of recent years that, instead of as pairs of contrasts such 
as manufacturing industry versus extracting and raw material sectors, manufacturing in
dustry (industry) versus food economy, the former versus infrastructure, these are to be 
handled as basically interactive fields, making mutual demands on and representing certain

*A term used to  comprise agriculture plus the food industry. (Ed. note.)
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development possibilities and conditions for each other. Maybe also in the form of some 
special “blocs” composed from them, that is, of complex and interdependent develop
ment fields and subjects (for example, the cereal-meat programme and the related engi
neering, chemical, and infrastructural activities; certain branches of the manufacturing 
industry and the related extractive-basic material sphere, such as the aluminium complex, 
etc.; telecommunication, data publication through telecommunication, information 
service and the related telecommunication techniques, precision engineering, electronics 
and computer technology, as well as the research and development, soft-ware, etc. back
grounds).

This requirement, as opposed to the sectoral approach, gives priority to the com
plex, cross-sectional, “problem-oriented” approach in long-term planning, as it appeared 
already during the elaboration of the 6th Five-Year Plan (1981—1985).

In this approach, certain large fields of the production sphere -  and within them, 
certain comprehensive activities — may come to the centre of attention as time prefer
ences, in one or another planning phase, in order to assert the periodical resource con
centration serving an improved assertion of the overall development and foreign economic 
strategy [8].

The consideration of alternatives, the elaboration and analysis of alternative strate
gies are now required more than ever in the long-term planning of production develop
ment, also as a reaction on the various uncertainties that have developed and that planning 
is faced with.

Taking into consideration the high sensitivity of the Hungarian economy to foreign 
trade, and the uncertain forecasts of the long-term development of East-West as well as of 
CMEA relations, production policy alternatives based on different hypotheses were 
worked out for the development of the foreign economic relations in the initial period of 
the planning exercise, when .summing up the results of the forecasts. Later, in the pre
conception document drawn up in the summer of 1981, production policy alternatives 
based on a “definite economic policy attitude” and implicitly, on a certain foreign eco
nomic hypothesis, were outlined within the frameworks of three (A, B, C) macrostrategic 
alternatives.

To put it simply, alternative “A” assumed that in certain fields of production, 
mainly in the manufacturing industry, the Hungarian economy would be capable of a fast 
technological close-up and “break-through” , which would then provide the base for join
ing the international division of labour, as well as for a dynamic growth. Alternative “B” 
also assumed a fast improvement in the competitiveness of the manufacturing industry, 
but on a wider structural base and less on that of a techn(olog)ical development of “break
through” character, rather in the way of a clever “follow-up” policy, making use of 
“gaps” and small possibilities. Both versions expected relatively favourable foreign eco
nomic conditions. Alternative ‘XT” , however, considered an unfavourable development of 
foreign economic conditions and its socio-political consequences and thus assumed the 
usefulness and possibility of a rather moderate economic development strategy not rely
ing on a fast increasing competitiveness of the manufacturing industry, but on the growth
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stimulating and economic stabilising role of the food economy, of the production phases 
with a lower degree of processing, and of infrastructural development.

Further planning work considered the likely combination of these alternatives, 
relying mainly on the elements of alternatives “B” and “C” . In the disputes, the opinion 
grew firmer that it was mainly the production development strategies based on the dif
ferent foreign economic hypotheses that had to be worked out, in order that a possible 
and useful production development strategy-considered in all its national economic 
interrelations—could be foreseen together with its armoury, for the case of any realis
tically conceivable external conditions.

I share the opinion that, within the framework of the synthetising work phase, we 
must try to review and process the planning results and data also within such alternatives, 
thus completing the work accomplished so far, which had practically done the same with 
a preliminary character, relying upon a “probable” system of foreign economic con
ditions.

Alternative planning is rendered more difficult by the fact that in sectoral planning 
the past experience exerts a rather strong influence on the elaboration of partial con
ceptions and to some extent also on that of summary conceptions. As planning progresses, 
planners increasingly break away from considering alternatives, and “swear” by the one 
and only “realistic” strategy, while they work out alternatives rather as alibis, merely 
formally, so that the latter also prove the sole “reality” of the favoured conception. The 
“receiving medium” has not yet got accustomed to the consideration of alternatives, 
either. There is a serious inclination to handle and discuss the alternatives suggested in 
terms of extremes so as to mutually exclude each other, however much they may stress 
their intention to the contrary.

For example, in the course of the preliminary synthetisation of the partial and 
summary conceptions of production policy three, so-called “activity-oriented” alterna
tives were drawn up [8]. They all complied with certain fundamental requirements and 
development trends—such as lessening the infrastructural lag, utilising the biopotential in 
the food economy, modernising the industry, especially the manufacturing industry, and 
improving its competitiveness. Besides, however, they conceive the long-term develop
ment of the production sphere so that each gives priority to some different activities.

Accordingly, the food-economy-oriented development alternative starts from a 
maximum utilisation of the biopotential—and of external and internal market possibili- 
ties-and envisages industrial and infrastructural development so as to serve this objective. 
Which is to say, practically, that in determining the priorities in the development of the 
latter, the needs of the food economy and of villages must be more seriously considered. 
But of course, this is not to say that only what is needed for the food economy should be 
developed, and that other fields should be entirely pushed to the background in long
term development.

Similarly, the manufacturing-industry-őrien ted alternative suggests an accelerated 
and selective modernisation of this industry, its faster adaptation to the new external 
and internal conditions, subordinating to it also the development of the extractive and
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basic material production sphere. In the field of infrastructure, this alternative requires a 
faster development and modernisation of the elements necessitated by the above-men
tioned objectives, that is, of the ensemble of the telecommunication industry, the in
formation service, and computer technology, and also improvement of the conditions of 
the related vocational training, retraining and extension training, etc. But this orientation 
would also necessitate a possibly fast and general reduction of the infrastructural lag. On 
the other hand, orientation towards a technically more progressive and more economical 
manufacturing industry — taking into consideration also the potentialities of the home 
market and of references—would establish better conditions also for the development of 
the food economy.

As for the infrastructure-oriented alternative, it wishes to give priority within in
dustrial development to home infrastructure as the home market to be supplied with 
up-to-date products, and to lay the ground for a relatively fast rate of infrastructural 
development through the allocation of intellectual, labour, and development resources 
in the medium-term and yearly plans. This alternative starts from the assumption that this 
is an essential precondition of efficient development also of other production activities, 
and that basic socio-political interests and aims are also tied to it. Within the conception, 
there may be sub-alternatives—which may be related to the above-mentioned alterna
tives—different according to the priority given to the infrastructural development of 
villages, or that of cities.

It is important to achieve that these and other alternatives should be considered in 
the course of disputes in theii complex contents and interrelations, and not in a mechan
ically extreme simplification. Although in reality it is always the one and “only” strat
egy-regarded to be reasonable or just necessary and possible under the given condi
tions—that is asserted, if the armoury of planning is narrowed down, from the outset, to 
just one “combined” strategy, it is to be feared that planning cannot help economic 
management'enough in selecting the realistic economic policy attitude under the external 
and internal conditions that will establish themselves in fact.

Also, the practice may have to be changed that the alternatives—if there are such at 
all—“live” only till the end of the planning work, i.e. till the final documentation is 
completed. This is so because then the “most realistic” one will be selected and con
firmed by the economic management organs. It is worth considering, whether-under the 
many external and internal uncertainties—several strategic alternatives based on different 
systems of conditions should not be “left to live” , which then could be favoured or 
pushed back in the course of the long-term plan period, depending on the actual develop
ment of the situation, or combined according to the changed conditions. This requires, 
of course, the solution of several planning methodological problems, among them the 
establishment of conditions for transition from one alternative to another one. This aim 
is served today, for example, by the principle that in energy production, in which the 
technical preparation for developments takes a long time, the choice from (transition to) 
different alternatives must be promoted in a way that the technical planning activities are 
carried on parallelly, rn accordance with the alternatives regarded as realistic, thus avoid-
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ing that this factor (a single planning direction) should be determinant as against another 
choice which may seem more expedient at a later time.

The alternatives of the above-mentioned types may also serve another purpose: as 
opposed to the “planners’” or, we might say, “artificial” strategies, they should enable 
the comparative analysis also of such strategic alternatives which are backed by real in
dustrial, social and regional groups of interest, such as are actively working to have a given 
preferred alternative strategy accepted and asserted. Such are, for example, among the 
available ten comprehensive conceptions of the planning exercise, the industrial, the 
food-economic, and the infrastructural conceptions. Although it is assumed that the 
makers of these plans (Ministry of Industries, Ministry of Food and Agriculture, National 
Planning Office—the latter as the organ responsible for the plan) form their suggestions in 
a national economic approach and without a professional bias, it is still likely that the 
conceptions are also reflective of the views and efforts of certain social and industrial 
groups. If, therefore, these conceptions are taken for a basis and placed into the frame
work of growth, distribution, foreign economy, living standards, manpower, etc. that 
seems realistic on the macro-level, they will delimit the scope of movement of other pro
duction spheres and will make certain demands on them. The analysis of the three pro
duction development alternatives thus formed and probably significantly different from 
one another may supply rich interesting and important information for long-term plan
ning, Besides, the different and clashing interests thus revealed in planning and “resolved” 
among the realities of the socio-economic scope of movement and system of requirements 
can provide the grounds for economic management to achieve indeed this “resolution” 
and to mobilise social forces in the interest of the common long-term objectives.

A few preliminary conclusions on the development of production

Although a considerable part of the planning work: the phase of synthetisation is 
still before us, a few preliminary conclusions on the production sphere may already be 
drawn. [9] Such are the following:

Because of the given conditions and structure of the Hungarian economy, its 
“openness” , and multifarious interests in taking part in the international division of 
labour, it will remain a basic factor and requirement in the future to increase the export- 
capacity, especially in respect of efficiency. At the same time, the satisfaction of domes
tic demand with up-to-date and economically produced goods must also be given more 
importance in the future in the activities and development policies of both the manu
facturing and the basic material producing industries. Asserted rationally, this principle 
can help substitute considerable volumes of imports by home production, which is no 
negligible thing under the present difficulties in the external economic equilibrium situa
tion of the country. What is more, in a number of fields the stabilising and selective effect 
produced by home references and the home market may also help improve export com
petitiveness.

Acta Oeconomica 30, 1983



L. KŐSZEGI:PRODUCTION PLANNING IN HUNGARY 421

The future development of foreign economic conditions can only be handled today 
in the form of alternative hypotheses. One thing is certain: we shall be faced with 
stronger competition on the market of the Western countries emerging from their crisis 
at a higher techn(olog)ical and economic level, on that of the developing and industrialis
ing countries, as well as on that of the socialist countries and within them, of the CMEA 
countries. Maintenance of the production volume corresponding to the production capaci
ties established so far, and its further development on a selective basis are possible only 
by providing for a production pattern better adjusted to the requirements of world 
market competition, technical up-to-dateness and efficiency, and by much improved 
marketing activities. It is only in this way that Hungary can maintain and improve her 
position and competitiveness on the markets of the socialist and of the developing coun
tries [1].

The development of infrastructure— and especially of its fields in direct contact 
with production—reduction and elimination of the multitude of its tensions and problems 
represent a determinant factor not only in the improvement of living conditions, but also 
in the development of the production sphere according to higher requirements [10, 11].

In addition to the biopotential and a few other natural resources of lesser value, 
increased efforts are needed to achieve that Hungary’s intellectual potential might 
become, in the longer perspective, one of the fundamental bases for production develop
ment and in a few fields also its prime factor guaranteeing comparative advantages. On 
the one hand, this requires progress in the contents, extent, and institutional conditions 
of education, vocational training, retraining and extension training. On the other hand, it 
will be necessary to develop such conditions o f interests and economy as increasingly 
recognise and stimulate innovative and enterprising activities and, in general, creative 
work also in the sphere of economic management, economic regulation, institutional 
conditions. This is also necessary in the selection, appreciation, and replacement of social 
and economic top managers. This requires, as a matter of course, the creation of a socio
economic environment that can serve a more effective utilisation of the intellectual 
potential [6, 12].

Because of a slowly rising domestic demand, the Hungarian food economy is 
gradually growing into a competitive sphere producing for exports. Under the expect
able world economic conditions, however, the extractive and basic material producing 
sectors will probably become production areas more adjusted to home needs than before. 
To what extent and proportions and with what inner structure these and the manufactur
ing industries can be charged with the foreign economic tasks of Hungary, and with earn
ing the necessary foreign exchange can be measured and determined in short-term 
planning partly depending on the changes in the current foreign economic demand and 
price conditions, and in the relative production costs, and partly it will be decided in the 
enterprise sphere (with “equally hard” conditions of competition provided for by central 
regulation) [13].

In my opinion, however, if we wish to raise the Hungarian economy out of its pres
ent difficulties onto higher levels of competitiveness, technology and economic effici-
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ency, we shall have to devote—after a few years in which the improvement of solvency 
will necessitate a number of measures of economic organisation in the short run, some
times even in contrast to long-term interests—the remaining part of the 1980s, or even a 
longer time, to the significant improvement of the international competitiveness and 
of the income as well as the foreign exchange earning ability o f  the manufacturing in
dustry, and within it, o f  the engineering industry, to industrial adjustment to the chang
ing foreign economic conditions, as well as to the actual start on the “new growth path” 
[5,6], and to progress on that course.

This is necessary for the following reasons:
— The growing demand of infrastructure and the food economy for up-to-date ma

terials, equipments and products cannot be satisfied with the present and rising Western 
import burdens (Hungarian and CMEA sources have to be found);

— The food economy cannot bear alone permanently the growing foreign economic 
burdens: this is done even today only at the expense of efficiency, and, above a certain 
limit, it will be uncertain to maintain also from the foreign economic side;

— Because of the Hungarian conditions, the extractive and basic material producing 
industries cannot play in the future even that role in net output and in the export-import 
balance as they have been playing during the last decades;

— Its technological standards, efficiency, competitiveness and structure put the 
Hungarian manufacturing industry in an international development zone in which the 
Southern European and the industrialising and developing countries are already serious 
competitors and which may in the future even more threaten the Hungarian export posi
tions on the international market. For us, the question is posed as follows: either we can 
break out of this medium zone in a short time and then we have a chance, both in the 
CMEA and on the world market, to catch up with the more advanced countries, or, if 
not, we shál sink back into a group of “medium development” comprising a much larger 
number of countries than today [8,14].

It is still open to question and wants further examination, which the proportions 
and principles exactly are that the above-mentioned strategy wishes to assert in the 
development capacities, with a view to assure Western imports, and licence and know-how 
purchases. Also, the question is to be further anáysed, whether the established propor
tions of the m án blocs are ásó to be changed for that purpose, or such “rearrangement” 
is necessary on the side of market demand and conditions and perspective requirements 
towards the perspective production activities only within industry, to the benefit of the 
manufacturing branches, or within the manufacturing industry.

In any case, upon the basis of the planning work accomplished so far I am defi
nitely of the opinion that food economy could better and faster adjust itself to the 
changed world economic situation. This followed from its established production bases, 
its achievements in incentive, management and organisation, its advanced research and 
development background, its wide base and production incentive for smál-scáe produc
tion, and the “hard” foreign trade character of its main products. Therefore, it is ásó  in 
a better position to face the hard conditions of coming times. In assuring for it the
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basically necessary conditions, and by maintaining or even somewhat improving its high 
standards and good position achieved on the international scale, attention can be centred 
in the 1980s on accelerating the development of the manufacturing industry in a way 
that it should not harm the agricultural sphere. Without an adequate concentration of 
resources—which is not only and maybe not even primarily investment—it is to be feared 
that a loss of speed causing irreperable damages will be suffered in closing the develop
ment gap of the Hungarian manufacturing industries, within it of the engineering industry, 
and thereby of the technical-economic competitiveness of the entire economy.

Adoption of such a strategy makes the general necessity even more obvious that a 
complex progress must urgently be made in modernising the economic management, 
regulation, and institutional system, as well as in shaping the social environment ac
cordingly. Its conditions and tactics must be laid down carefully and in sufficient de
tail [15,16].
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ПЛАНИРОВАНИЕ ПРОИЗВОДСТВЕННОЙ ПОЛИТИКИ 
В НОВЫХ УСЛОВИЯХ В ВЕНГРИИ

Л. КЕСЕГИ

Как изменения мировой экономики, так и внутренние изменения во многих отношениях создали 
новые условия для перспективного планирования народного хозяйства, но отнюдь не уменьшили 
его значение. В то же время планирование должно приспосабливаться к новым условиям, что влечет 
за собой возникновение множества новых элементов и изменение взаимосвязи между прежними. 
Возрастает значение стратегий, основывающихся на различных гипотезах, связанных с внешнеэко
номическими условиями, а также значение разработки и анализов стратегий, выражающих 
стремления различных «сфер заинтересованности» (ориентацию отраслевых деятельностей).

В целях восстановления внешнеэкономического равновесия, усиления конкурентоспособности и 
роста национального дохода автор подчеркивает требования гибкого приспособления к внешним 
условиям, улучшения эффективности, повышения международной конкурентоспособности обраба
тывающей промышленности, и в первую очередь, машиностроения, но обращает внимание и на 
более полное удовлетворение требований внутреннего рынка. Все это вызывает необходимость 
дальнейшего совершенствования управления хозяйством, регулирования, институциональной 
структуры и совершенствования и улучшения базисных, общественнополитических условий.
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ZS. FERGE

COOPERATION AND CONFLICT BETWEEN RESEARCHERS 
AND PLANNERS IN SOCIAL POLICY

The study examines the interrelations between social sciences and politics in the field
o f social policy. It points out the necessity of cooperation ai d its present difficulties.

During the period of the “cult of personality” (in the late forties and early fifties) 
Hungary’s leadership thought itself infallible. They rejected therefore offhand, as un
necessary, all social research. Social statistics remained rudimentary, and sociology was 
qualified as a bourgeois science. It was the time when the bearer of bad news was blamed 
more than the evil itself.

From the end of the fifties, politicians began to realize that it was impossible to 
have an impact on reality without at least some knowledge of the mechanisms, of the 
power relations, of the interests of agents operating real life. The necessary information 
could only be obtained by developing social research, or at least by leaving it to the 
opportunities to develop by themselves. The spectacular rise of social statistics, a rapid 
development of historical, economic and social research have all been the result of this 
new political orientation.

In other words, social research could flourish because politics felt its necessity. 
Social planners as important decision-makers seized the opportunities offered by social 
studies quite early. On their part, social scientists were glad to have a possibility to infuse 
their ideas directly in the process of shaping society. Thus, indeed, various forms of 
cooperation evolved with the best intentions on both sides. However, the relationships 
between these two forms of social praxis have ever since been ambiguous. The problem is 
well known since, at least, Machiavelli The contemporary social researcher’s point of 
view was beautifully explained some fifteen years ago by Herbert Gans: “As a sociologist, 
I realize fully the limitations under which planners and other professional bureaucrats 
work, and more often than not, I understand why they act as they do when I disapprove 
of their actions. . .  The academician has little political pressure to generate . . .  His 
principal leverage comes from his academic position, his expertise, and, if he is a social 
scientist, his research findings. He must use these levers to their fullest advantage, offering 
advice or applying pressure in the only ways open to him, with data, analysis, criticism, 
and policy proposals.”

“But perhaps most important, the academic outsider must have faith that change is 
possible, and this sometimes requires him to pretend to be more naive than he really is.
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He must not hesitate to suggest policies that are currently impractical or politically 
unfeasible, even when he knows this is the case, for given his own political weakness, he 
can only hope that his readers will accept his ideas and then put their political strength 
behind them to make them acceptable in the future. This does not always happen; 
indeed, it happens rarely; but society changes constantly, and an idea that first seems 
impractical may become practical. The writer must make sure that it survives until its 
time has come, when social and political arrangements are in the proper conjunction for it 
to be implemented. Since this happy turn of events cannot be predicted, the academi
cian’s best strategy is to fight for his idea in the hope that mere repetition will eventually 
make it respectable and finally politically acceptable.” (Gans [1], pp. x—xi.)

In what follows, I propose to discuss in some detail various aspects of the love-hate 
relationship between the researcher and the planner, both working in the field of social 
policy. The problems emerging are due, maybe among other things, to a different vision 
of social reality formed by these two agents; to a difference in the quality of their 
mandate, of the expectations and pressures weighing on them; and to a different 
relationship to the central power or powers.

l.T o  begin with: there is the difference between the sight one gets looking 
“downwards” and looking “upwards”. In the two cases one has a glimpse of the same 
world, but from a different perspective. Statistics or analyses produced by the researcher 
are, no doubt, identical for all the readers. But the meaning of the same text will be 
different for the sociologist doing field-work than for others. The sociologist is compelled 
to face, and almost to live through again, various worries, grievances, humiliations 
experienced by his informants.

Indeed, data on housing density, for instance, will have a very different meaning for 
somebody knowing only the data, and for the other one who filled in the questionnaire 
originally, writing on his knees in a room filled with beds and couches for the parents and 
the six children, and who learns there that the local authorities were unable to follow the 
regulations concerning the satisfaction of housing needs of large families. Because of lack 
of funds, all they could have done was to offer a slightly bigger, but not better flat in the 
next village. By the same token, the sociologist’s opinion about the advantages of 
self-made homes, i.e. homes constructed by one’s own means and work, will be opposed 
to that of the planners—after having interviewed ten families in a row. Although of 
different social positions, all of them sacrificed five to ten years of their life to create 
their home, investing there not only their money, but also all their spare time and even 
their health. The social secientist will not accept with serenity the previsions of the plan 
concerning the stagnating rate of monotonous, fragmented or unskilled jobs up to the end 
of the century once he mistook a forty years’ old blacksmith for sixty, or once he listened 
to a labourer telling iiim with gusto of his serious accident, owing to which he got a 
lighter job. Price indices will cease to be neutral figures once one learns on the spot that a 
pensioner had to leave in the pharmacy some of the doctor’s prescriptions (even though 
drugs are cheap), or that a family with two children stopped visiting the grandparents at 
the countryside since the raising of the railway tariffs. Despite all the promising econ-
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omies, the sociologist will be relùctant to accept arguments of the planner about the 
advantages of a more selective social policy and cheap training for social workers if he has 
first-hand knowledge about the withdrawal of welfare benefits from some so-called 
“non-deserving” families on the one hand, and about the reluctance of many “truly 
needy” families to ask for welfare.

The cases related above are far from being the most tragic or the most heart-grip
ping ones. Yet, they are frequent. Those who encounter them perhaps impress their 
listeners if they have some literary skill. But then they are writers, not scientists. And 
their testimony is easily dismissed by serious decision-makers as being unsupported by 
facts, or emotionally loaded. Sociologists have to sum up their findings in tables, and 
graphs, and formulas, in which case they inform without involving and convincing their 
readers. I have tried here again to give a taste of the background impressions, although I 
know only too well that this attempt cannot but fail, using the un-artistic style. Neverthe
less, I have tried because I wanted to emphasize why the state of mind of the field-worker 
must be different from the planner working in his office. The latter sees only the number 
of bright new houses. The former also the people who built it.

2. A second difference crops up because of the varying degree of trust or mistrust in 
the intentions and goals expressed in the plans. Social researchers cannot stop short at 
describing the observed phenomena. They try to analyse and to explain them. These 
exercises teach them not to evaluate plans and policy measures on the basis of their 
declared intentions. They learn to portray in advance the possible outcomes once not 
only plans but also the quasi-intentional processes of real power relations manifest 
themselves.

To name only some such intentions: there are currently propositions about, for 
instance, introducing a general family income tax system for the sake o f reducing income 
inequalities and removing injustices. According to the sociologist, however, under the 
present circumstances a new tax system could not but increase inequalities (because eg. 
of lifting all central regulation of wages), not to speak about other harmful side-effects. 
According to another well-intentioned proposal of the planners, women should be 
encouraged to stay at home, stimulated by some sort of mothers’ wage, in order to 
heighten the prestige of housework and to ease up the possible strains on the labour 
market. The suspicious mind of the sociologist sees in this step a way of weakening the 
hardly-won, and still incomplete equality of women. Or again, the suggestion of creating 
special schools for so-called gifted children in order to tap better the well of talents makes 
him fear the emergence of an elitist school system, mostly for the benefit of the “élite” .

Unfortunately, since these predictions of the social scientist are actually not much 
more than informed guesses, they are often qualified as alarmist, and dismissed as such.

3. Another dividing line between the two groups is drawn because of the difference 
in the nature of their mandate, of the official expectations concerning them, and of the 
pressures exerting an impact upon them.

The sociologists are “paid” , so to speak, to discover or unravel in society what is 
not visible for the naked eye. They have to show the various facets of reality, whether
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they conform to central intentions or not. In so doing, the rules of their trade constrain 
them to work out some kind of theoretical framework. In case of social policy, this 
framework incorporates, among other things, theoretical assumptions about the functions 
of social policy, and about the mechanisms at work there. The sociologist then confronts 
these assumptions with reality.

The picture thus obtained, if not complimentary, may not be easily accepted. The 
planner or decision-maker may claim, partly of what has been said in par. 1., that the 
researcher was not objective. Biases may have contaminated the results, either because of 
imperfections of the tools of the sociologist, or because of his/her allegedly distorted value- 
system. One of the frequent objections is that sociologists do not aim at establishing a 
judicious balance between achievements and shortcomings. The usual excuse the sociol
ogist gives is that achievements are more easily recorded by other agents than mistakes. 
Also, it is less important to stress what has already been done than what still remains to 
be done.

One may add that disapproval is more likely to occur if implicit or explicit criticism 
is not directed against society or social forces in general, but against well-defined services 
or officials. As a matter of fact, many civil servants continue to behave in the way de
scribed by Marx, i.e. they believe that if something goes wrong on their territory, this is 
because they did not govern it well.

Notwithstanding the above problems, the duty of the sociologists is still to show 
what they are convinced to be true. In case of social policy, one of the major functions is 
to cover those needs which would allow various groups or individuals to accede to full 
citizenship, or at least to cover them in a way as to reduce the major inequalities in 
physical and social life chances, which prevent access to full citizenship.

Thus, the researcher working in this field has to be highly sensitive to unmet needs 
in general, and to those of the most deprived groups in particular. This sensitivity is con
stantly revived or strengthened by the impressions gained through fieldwork. The scientists 
become then involved with those they investigate, and begin to feel an urge, a pressure to 
voice the grievances which impressed them. Thereby they become the unauthorized and 
unasked spokesmen of certain interests which would be otherwise but feebly represented in 
the political sphere. At this point, they are no more interested in the resources which, as 
a rule, are limited, but are solely concerned with the unmet needs. They affirm, usually 
not without some justification, that the specific problem exposed could have already 
been solved. And because they want to be heard, they often exaggerate their case.

The planners have a very different mandate. The goals of the plan are by and large 
defined by the central power-of which they themselves are part and parcel. The planners 
have, then, to allocate the available resources in order to assure that the pre-defined goals 
are realized to the greatest possible extent. While doing this, they obviously have to 
observe very carefully, whether they like it or not, the limits to the resources. And 
because resources are always too scarce to realize all the objectives, they have to establish 
a hierarchy among them. The definition of priorities governing ultimately the decisions is 
not an “objective” , value-free process. While the planner is engaged in this process, he is
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exposed to various expectations and pressures, motivated by certain values and interests. 
Whatever the planners’ own values may be, they have to yield in their decisions and 
options to the stronger and more direct pressures.

At present, there are several weak links in the network representing the varius in
terests. Popular needs, even if in theory they are the major concern of the party, and 
even if this preoccupation makes an impact on reality, are not represented directly and 
in their totality by any of the existing high-level authorities, agencies or ministries. This 
would be no cause for concern if the agencies representing economic interests in the 
narrow sense, or some other particular interest, could integrate in their activity all the 
general and minority social interests and values in an organic way. But although the possi
bility of such an integration of interests was the working hypothesis of the leading forces 
after 1945, and although this assumption led to the suppression of the upper-level special
ized agency of social policy, the above possibility did not materialize. The organic unity 
of strictly economic and non-economic interests did not come true. (This is not the place 
to analyse the reasons of this, neither the extent to which the unity could appear, 
nevertheless.)

Anyway, pressures influencing the planner are coming from the existing services. 
The stronger they are, the bigger their success in having an impact on the allocation of 
resources. A glimpse on the time series portraying the utilisation of the national product 
may show that in the last decades serious imbalances have been created by this means. To 
wit, the rate of growth of investment was much higher for almost three decades than that 
of current consumption. Within accumulation the increase of productive assets had ab
solute priority over the “non-productive” infrastructure of everyday life, including hous
ing, hospitals, schools. Within the incomes accming to the population, despite a rapid 
increase of social benefits, the share of the active members of the community is still dis
proportionately higher than that of dependents, creating thereby serious difficulties for 
the elderly, the sick, or for families with many children. Even when the plans endeav
oured to assure a better balance among these objectives, the outcome did not always 
conform to the declared intentions because of the absence of adequate mechanisms of 
specialized and popular control.

To sum up this point: because of the requirements built into his mandate, the 
pressures acting upon him, and the rules of his trade, the planner has to be more fully 
aware o f  the limitations o f  resources than o f  the shortcomings in the satisfaction o f  
popular needs, especially if the latter are not strongly represented at the top of the power 
hierarchy. The reverse is true for the sociologist, who may be too much concerned with 
unsatisfied needs, and too little with limited resources.

It does not follow, though, that the sociologist could be “satisfied” , i.e. could assert 
priorities, only if resources were more plentiful. The difference lies rather in the utiliza
tion of resources, in the priorities adopted. The distance between the two standpoints 
might perhaps be narrowed down if the planner made public the informations about the 
production and allocation of resources,as well as the underlying rationale of the priorities,
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and if the sociologist could furnish more, and more reliable data on unsatisfied needs, and 
on the possible social consequences of these gaps.

4. The next problem, obviously related to the previous ones, is due to a different 
relationship of the members of these two groups to the social structure, to the power 
structure, and to the interests generated thereby.

Theoretically at least, sociologists have to undergo a thorough social self-examina
tion. They are in need of social introspection just because they often encounter situations 
when they have to voice or to identify themselves with interests which are not “naturally” 
theirs, i.e. which do not self-evidently follow from their social situation, but may even be 
opposed to them. If they want to follow their vocation, or continue their profession, they 
cannot afford not to become aware of this contradiction, not to try to solve the problems 
stemming from this permanent schizophrenia.

In the case of planners, and, for that matter, of many researchers in less close 
contact with everyday reality, the constraint of introspection is weaker, or maybe alto
gether absent. They are not forced to become aware of the possible overlaps between 
their own (individual or group) predilections or interests, and the interests orienting their 
official positions and options. To the contrary: their situation is much easier if the above 
relationship remains hidden or ignored. If this is the case, they will not feel the pressures 
as such, because of having adapted themselves ex ante to them. And they may espouse, 
strictly on “scientific” grounds, without any self-reproach of being biassed, objectives or 
measures which serve, by pure chance as it were, the interests of the group they happen 
to belong to. (This is the case with all the current debates about the schools for “gifted” 
children; about a wider market in housing or in the labour-relations; about a more 
stimulating,i.e. more differentiated wage system, and so on.)

I certainly do not want to suggest that sociologists working in the field of social 
policy are sacrifying their own interests on the altar of the community or the weakest 
groups, nor that they are selfless saints or unattached intellectuals. Far from it: in struc
tural terms, they are much closer to planners and decision-makers than to the deprived 
groups. Only, to repeat myself, because of their job, their craft, and their experiences 
they are probably better prepared than others to accept as legitimate other attitudes and 
claims than their own. That is why they have to work under a constant built-in strain.

5 .  The last problem to be mentioned here stems from a sort of competition be
tween research and policy-making. There is currently much emphasis on so-called R + D 
research. Within these frames, scientists are supposed to be able to work out recommen
dations directly applicable in practice. This orientation gains ground not only in natural, 
but also in social sciences, including social policy. While the new expectations may help 
the social sciences to become more realistic, they also introduced new tensions between 
science and policy-making.

The planner or the administrator may not resent, or may indeed find helpful the 
efforts of the researchers as long as they are only offering information, insights or ideas. 
The respective spheres of competence remain, in this case, clearly separated, and it is not 
put into doubt that responsibility for formulating the subject of the decision belongs to
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the decision-maker. If, however, the duties of the researcher are enlarged and also include 
the elaboration of concrete suggestions, then the competence in these matters of the 
planner or of the politician is, somehow, questioned. All the more so, because the 
techniques of discussing “scientifically based” suggestions have not yet been developed. 
Hence the necessity felt by planners or administrators to re-affirm their authority. One 
way of doing this is to make the decisions before the researcher had any chance to come 
up with a suggestion based on (frequently too long) research. Another way may be to 
show that researchers are impractical, and esoteric or idealist in their suggestions, what 
may well be true at that.

On the whole, the strong wish to narrow the gap separating the two groups may 
become in the end self-defeating, if the specific features of the two approaches are not 
adequately taken into account.

*

On the basis of what has been said above, it may be assumed that, despite their 
training which may well be identical and despite their structural position which is very 
close, planners and social scientists are separated, and even opposed on a number of 
issues. If both follow dutyfully the rules of their respective trades or professions, they 
have to disagree, or even to  be opposed on many matters concerning social priorities, at 
least under the prevailing structuring of authorities.

The two positions may be brought closer, no doubt, by bad compromises. In order 
to avoid conflict, the sociologist may renounce to voice his convictions for fear of being 
qualified a dreamer or an Utopist, labels which may justify why he is not listened to. In 
other words, he may adjust his opinion in advance to what he thinks is feasible according 
to the planner. On the other side, the planner may adopt superficially the vocabulary 
of the sociologist, without really drawing the conclusions from these positions, and build
ing them into the decisions. Obviously, these compromises are not really helpful.

At present, though, a point is reached, where the necessity of cooperation between 
science and politics is recognized, and where there is an inclination to cooperation and 
mutual help on both sides. Nonetheless, up to now each attempt in this direction was 
followed by disappointments and frustrations. There are many explanations for that. One 
of them is, probably, that it was never seriously attempted to define what one group can 
expect from the other. Bad compromises will lead nowhere. Instead, it has to be admitted 
that the two professions are of a different brand and that, therefore, strains and conflicts 
are inevitable ingredients of their relationship. Hence, a new “sports-ground” has to be 
created, where the two partners could confront each other—with a less unequal chance 
of victory.
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ПЛАНИРОВАНИЕ И СОЦИОЛОГИЯ 

Ж. ФЕРГЕ

В течение долгого времени отношения между общественными науками и политикой являлись 
деликатным вопросом. Потребовалось определенное время после 1945 г. пока в Венгрии политика 
признала необходимость общественных исследований. В наши дни это понимание еще более 
упрочилось и с обеих сторон имеет место готовность к сотрудничеству в области социальной 
политики. И тем не менее возникают конфликтные ситуации в том, как специалисты, работающие в 
обеих областях, видят действительность, какова природа их деятельности, какое давление 
оказывается на них, какие интересы они должны представлять и, наконец, в том, какова сфера их 
влияния. Все эти различия являются возможными источниками конфликтов. Для того, чтобы их 
разрешить, их необходимо вскрыть, а также необходимо создать форумы для проведения открытых 
дискуссий.
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E. ZALAI

ADAPTABILITY OF NONLINEAR EQUILIBRIUM MODELS 
TO CENTRAL PLANNING*

Linear multisectoral models have for long been applied in the Hungarian national eco
nomic planning. Price-quantity correspondences and interaction, however, cannot easily be 
taken into account in the traditional linear framework. Computable general equilibrium 
modelers in the West have developed techniques which use extensively price-quantity inter
dependences. However, since they are usually presented with the controversial strict neoclassi
cal interpretation, the possibility of their adaptation to socialist planning models has been con
cealed. This paper reflects on some results o f a research investigating the possible adaptation of 
equilibrium modeling techniques to central planning models.

Introduction

Linear multisectoral input-output and programming models have become more or 
less integrated into the complex process of planning in many socialist (centrally planned) 
economies. These models concentrate on the production and use of economic resources 
and commodities at some level of aggregation. Similar models are also used in both 
western and developing countries, the differences in the economic environment and data 
sources being reflected in the specification and purpose of the models. The use of linear 
models has been paralleled by the development of more complex, nonlinear models, most 
of which come under the general heading of computable or applied general equilibrium 
models.

The basic ideas of a multisectoral general equilibrium growth model were first 
suggested by Johansen [10] in 1959, although a full-scale implementation of large, non
linear models has become computationally feasible only lately.

Recent applications are described in references [1, 6, 7] and [8]; models of this 
type developed at the International Institute for Applied Systems Analysis (HASA) are 
discussed in references [3, 4, 11] and [16]. Some of these models have been designed to 
capture the interrelations between economic, spatial, and demographic processes.

The structure of general equilibrium models, the estimation procedures applied, 
and the theoretical explanations associated with them generally follow the neoclassical

*This paper is based on a research initiated by the author. This research is a combined effort of 
experts in the Hungarian National Planning Office, the Karl Marx University of Economics (Budapest) 
and the International Institute for Applied Systems Analysis (Laxenburg, Austria). References 5, 13 
and 16 contain a more detailed discussion of most o f the issues only touched upon here.
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tradition quite closely. The neoclassical approach has often been criticized and even 
rejected in both the East and West, and this partly explains the apparent lack of interest 
of central planning modelers in these models. It is not at all obvious whether the models, 
or some of the techniques of applied general equilibrium modeling, could be adapted for 
central planning processes.

The main purpose of this paper therefore is to highlight the possibility of, and the 
expected benefits from, incorporating nonlinear multisectoral models of the general equi
librium type into the planning methodology of socialist (centrally planned) economies.

First we will briefly review the major characteristics of applied general equilibrium 
analysis and compare them with those of a typical planning model. Next, with the help of 
a simple illustrative model focusing on foreign trade relationships, we will provide some 
examples of why and how techniques of general equilibrium models can be adopted for 
central planning. Finally, the possible advantages of such adoption are considered in a 
somewhat wider context.
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General equilibium versus optimal planning models

General competitive equilibrium theory* provides an abstract partial model of the 
economic systems centered around the law of supply and demand, and rational economic 
behavior. The abstract economic theory of general equilibrium takes many important 
elements of the economy as data and sets out to define and determine the equilibrium 
within this postulated environment in which only prices control economic decisions.

Applied general equilibrium models adopt a relative point of view and try to 
estimate the likely consequences of various changes in the economic environment by 
comparing the “base equilibrium solution” with the solutions computed on the basis 
of these changes. A typical approach may be summarized as follows. A formal model of 
the necessary and sufficient conditions for general equilibrium is developed. The observed 
state of the economy is considered to be in equilibrium (base solution), and many of the 
parameters of the model are statistically estimated on the basis of this assumption. Next, 
by classifying the economic variables as endogenous or exogenous, the impact of assumed 
changes in the exogenous variables is analyzed in terms of the model’s solution. Thus, the 
equilibrium framework is used to evaluate, consistently and in quantitative terms, the 
direction of change of certain crucial interdependent economic variables. A distinctive 
feature of general equilibrium analysis is that it takes into account simultaneously real, 
price (cost) and financial variables and their interaction.

The use and philosophy of macroeconomic planning models could be summarized 
in the following way. Suppose that at some stage in the planning process the coordinating

*We will confine our attention to competitive or Walrasian general equilibrium models, which 
provide a basis for less classical equilibrium models and various disequilibrium models.
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unit decides to summarize the calculations made so far, and as a result some provisional 
values of the sectoral outputs, inputs, consumption, etc., are made available. The co
ordinating unit wishes to know whether these more or less separately planned figures 
represent a consistent and balanced picture, and if not, how this could be rectified. The 
unit also wishes to check how certain changes in one part of the plan would affect other 
parts of the provisional plan and its efficiency. In Hungary, formal models support the 
process of checking the consistency, sensibility and efficiency of a draft plan (coordina
tion process). (See for example, reference [2] regarding current planning modelling 
practice in Hungary.)

An economy-wide planning model, built into and upon the traditional planning 
methodology of a socialist country, would differ from the outlined general equilibrium 
models in several respects. First, it would almost exclusively contain “real” variables and 
relations reflecting physical constraints on allocation. Second, because the prices used in 
a planning model are either constant or planned, being predicted more or less indepen
dently from “real” processes, the interdependence of the real and value (prices, taxes, rate 
of return requirements, etc.) variables would not be considered explicitly in the model. 
Third, most mathematical planning models are closely related to and rely upon traditional 
or nonmathematical planning. This means, among other things, that the values of the 
exogenous variables and parameters and also certain upper and/or lower target values for 
some of the endogenous variables would not be derived directly from statistical observa
tions, but would be based on figures given by traditional planners. (This is not to say, 
however, that more or less sophisticated statistical estimation techniques would not be 
combined with experts’ “guesstimates” in traditional planning.) Finally, planning model
ers in socialist countries tend to concentrate more on the problems of how to fit their 
models into the actual process of planning and make them practically applicable and 
useful. Therefore, applied planning models tend to be both theoretically and methodo
logically simpler than those in the development planning literature.

Table 1 summarizes the major features of the two modeling approaches. The list is 
far from complete and also it includes a few conflicting or alien features. Thus, the ques
tion whether models of the computable general equilibrium type could be used in more 
or less the same function in planning as the Unear programming ones, is not trivial.

We do not have enough time or place here to go into details (for such, see refer
ences [16] and [17]) but the answer is affirmative. Certain techniques and certain types of 
models can be viewed as natural extensions of the linear planning techniques developed 
to date. Their study and adaption appear to open new paths for central planning model
ing practice. Before highlighting the possible advantages of such adaption, we would like 
to illustrate how one can reinterpret the neoclassical forms and adapt them to planning 
models.
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T able  1

Major features o f  applied general equilibrium (AGEM) and optimal planning (OPM) models

Aspect AGEM OPM

Base o f  comparison Observed state (counter- 
factual simulation)

Provisional plan (counter
plan simulation)

Characteristic types 
o f  variables

Real, price, cost, 
financial

Mainly real, some 
financial assets

Functional relationships 
based on

Neoclassical theory (e.g. 
production functions, 
demand functions)

Pragmatic considerations (e.g. 
fixed norms, structures)

Data basis Statistics (ex post) Plan information (ex ante)

Parameter estimation 
techniques

Direct and indirect 
econometric estimation

Mixed methods, heavy reliance 
on experts of various fields

Decision criteria Individual profit and 
utility maximization

Overall consistency and 
efficiency

Special allocational 
limits reflected by

Varying rates o f return 
requirements (indirect)

Individual bounds on variables 
(direct)

Mathematical form Nonlinear equation system, 
locally unique solutions 
(assumed)

Linear inequalities with 
alternative overall objective 
functions.

Illustration: foreign trade in the two versions of macroeconomic models

With the following simple example we try to facilitate our discussion and the com
parison of programming and general equilibrium approach. We will concentrate our 
attention on the treatment of export and import in different multisectoral models. For 
the sake of simplicity we will use an extremely stylized, textbook type of a model. We 
will assume that there is only one sector whose net output (Y) is given (determined by 
available resources). The only allocation problem is to divide Ÿ into domestic use (Cd) 
and export (Z). Export will be exchanged for an imported commodity which is assumed 
to be a perfect substitute for home commodity. Intermediate use will be neglected.

Following the traditional linear programming approach, export (PE) and import 
(P M) prices will be treated as (exogenously given) parameters of the model. Introducing 
M for import purchased and Cm for import used, our optimal resource allocation 
problem can be formulated in the following simple way.

A c ta  O econom ica 3 0 , 1 9 8 3



E. ZALAI: NONLINEAR EQUILIBRIUM MODELS IN ŒNTRAL PLANNING 4 3 7

C = Cd + C m -*■ max

cd + z <; Ÿ (Pd)
Cm ^ M (Pm)

p mm ~  p e z  =  о (V)
Cd,Cm,Z,M ^  0

The solution of the above problem depends clearly on the relation between PE and 
P M, i.e., on the terms of trade. The problem of overspecialization* appears here in a very 
clear way. If the terms of trade are favourable (PE >  PM) then everything will be 
exported (Z =  Y) and only imported goods consumed (Cd =  0, Cm =.M = PE Z/PM). In 
case of unfavourable terms of trade, the optimal policy will be that of autarky.

Let us assume for a moment that the terms of trade are favourable at prices PE and 
PM. The model builders will be aware of the fact that PE is only an approximate value of 
the unit export price, and that at such a price the export markets could not absorb more 
than, say, Z amount of export. Adding Z to the model as an individual upper bound on Z 
would prevent it from producing a completely overspecialized solution. Z would be 
clearly binding and the solution would be

Z =  Z Cd = Ÿ -  Z Cm =  M = PE Z /PM

It is also easy to see that the optimal values of the dual variables will be 

P d = P m = V P M= l ,  t =  V P E - P d

where t is the shadow price of the individual bound, Z.
The analysis of this hypothetical planning model would not stop here, for we know 

that Z is a constraint on export at given PE export prices. What if we changed P E; would 
Z also change? Suppose that, at least within certain limits, the answer is yes, i.e., a 
decrease in the export price (PE) would increase the export absorptive capacity (Z). In 
other words, the modeled economy faces less than perfectly elastic export demand. Let 
D(Pe ) be the export demand function. Instead of the rigid, fixed export bound (Z) we 
could thus use the following flexible constraint:

Z ^ D (P e )

treating at the same time PE as a variable in the balance of payments constraint.

*See, for example, reference [141 on the problem of overspecialization and on the use of 
individual bounds in macroeconomic models.
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As is known, one will usually find in linear programming models of nationwide 
resource allocation individual bounds an import as well. Typically, it is the ratio of 
import to the domestic source (m) which is forced into some bounds. In our case

was not constrained. Let us introduce m+ and n f as upper and lower bounds on m. In 
such a case our previous programming model will have to be augmented by two additional 
constraints. These might be written together as

m_ Cd = Cm ^  m +Cd

Let tm and t^  denote the corresponding new shadow prices. As a result of the above 
modifications in the primal problem the dual constraints corresponding to Cd and Cm 
will have to be modified in the following way

pd =  1 -  ín m~ + C  m+

p m =  1 +  t'm

The computable models of general equilibrium usually follow a different approach. 
There, the dependence of the import share (m) is usually an explicit and continuous, 
smooth function of the relative prices of the domestic and imported commodities. In 
most cases constant elasticity functions are used, such as

m =  m0
Pd у  

Pm /

In the linear programming case observe that if the lower limit to import is binding 
(neglecting degenerated solutions), then we will have t^  >  0 and Pd <  1, Pm >  1. If the 
upper limit is binding then t£, >  0 and Pd <  1, Pm >  1. Otherwise Pm = Pd. Reversing the 
argument we could say the following. If the shadow price of the domestic commodity is 
less than that of the imported commodity, then we will not import more than the min
imum required. In the opposite case, we will import as much as possible. Otherwise the 
import volume will be determined by other considerations. Formally

m = m(Pd ,P m) =
m- i fPd/Pm < l
( m 'm+) ifP d/Pm =  1

m+ ifp d/pm >  1
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Thus, the import share can be treated formally as a function of relative prices in this case, 
too. The function in this case is,however, not a smooth one. (See Figure 1.)

Fig. 1
Import share functions

It is worth noting here that essentially the same restrictions on import could 
have been implicitly achieved by introducing a piecewise linear objective function. Such 
an objective function in a planning model could be viewed as the planners’ preference 
(utility) function with respect to the composition of available sources according to 
domestic or import origin. (See Figure 2.)

We would like to emphasize that the difference between the modes of import re
striction in the case of linear programming and computable equilibrium models can again 
be seen as the one between fixed  (rigid) and flexible individual bounds. The relative 
(shadow or equilibrium) price-dependent import share implies a variable (flexible) indi
vidual bound on import : the larger the gap between the domestic and import commodity 
(shadow) prices, the larger the deviation from the observed (or planned) import ratio 
(m0). In fact, allowing for a smooth variation of the import share around its planned level 
in a plan coordination model makes at least as much sense, if not more, than the usual 
rigid restrictions.
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Im port restriction built into the objective function



We complete our example by replacing fixed bounds with flexible ones. Suppose we 
have a linear programming model with fixed individual bounds, both on export and on 
import shares. Let us repeat the model in full here
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C = Cm + Cd -► max

Cd + Z ^ Y (Pd)

c m ^M (Pm)
PMM - P EZ ^ 0 (V)
m~Cd = C m =  m +Cd (tm -t+m)

INV
II

N

( t c )

If we want to  replace the fixed individual bounds by flexible ones, in the manner 
described and discussed earlier, we can proceed in the following way. We can rewrite the 
above linear model into a nonlinear one by replacing the objective function with one re
flecting import limitations and introducing an export demand function as before. These 
replacements will yield the following model (using constant elasticity forms);

c = (hm c-^ + h, c-dy /rI-> max

Cd + Z ^ Y (Pd)
Cra^M (Pm)
PMM -D Z 1 + £/e ^ 0 (V)

For lack of place we cannot show here how the parameters hm , hd and 77 can be 
determined from mQ and ц (the parameters of the import share function) and vice versa. 
Parameter D in the foreign trade balance is a constant term derived by solving the follow
ing export demand function for PE

Z = e0 PE e

In case of a “real” model it might be difficult to handle nonlinearities. In such 
cases, piecewise linear approximations could save the linear character of the model. (See 
reference 9 for more details of such an approach). We want to turn the reader’s attention 
to  an alternative approach.

With reasonable values for the parameters, an interior solution to the programming 
problem can be expected. By interpretingPd,Pm and V as Lagrangian multipliers for the
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corresponding constraints, the dual part of the first order neccessaiy (Kuhn-Tucker) 
conditions for a maximum can be stated as follows:

Ph =
ЭС

acH

=
ЭС

9C„

( 1)

(2)

Pm = v p m (3)

Pd =
1 + e
------ D • V • Z 1/ee

1 + e 
e V Pe (4)

We can show that conditions (1) and (2) will, in fact, yield the import share function

m =  m0

It is also fairly easy to see that we can replace the above programming model by the 
following simultaneous equations system

m

Pm = VPM 

Cm ~ m Cd

Z =  e0P | 

Cd +  Z =  Ÿ

( I D

( 12)

(13)

(14)

(15)

(16)
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Cm = M (17)

PMM - P EZ =  0 (18)

This latter form is almost identical with a typical computable general equilibrium 
model specification. The only difference from a competitive equilibrium model is in 
equation (14). In the latter, we would only have Pd =  V PE . The difference can be viewed 
as that between a planners'optimum and a laissez-faire equilibrium. (For details see refer
ence 17).

We close this subsection with a brief discussion on the derived equation system. 
Counting the variables (m, Cd , Cm, M, Z, Pm , Pd, PE , V) we find that there is one more 
variable than equations. This might lead to overdetermination problems. However, 
observe that all the equations are homogeneous of degree zero in variables Pm , Pd and V. 
Thus the level of all of them can be set freely.

The solution of a general equilibrium equation system needs special algorithms. 
These will be discussed in a separate paper by A. Pór (see reference [12]). We want to men
tion here only our experiences with a model containing 19 sectors and close to 500 
variables. To get a solution needs on average less than a minute on an ICL System 4/70 
computer.*
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Conclusions

Both here and in the earlier papers we have shown that a certain class of multi
sectoral general equilibrium models, by proper reinterpretation of their elements, can be 
adapted to support planning in socialist countries. We have also demonstrated how certain 
nonlinear formulations of substitution possibilities could be utilized in macroprogram
ming models in order to keep the model relatively small and generate meaningful dual 
solutions.

One major advantage of the equilibrium framework is that it makes the dual side of 
the model less distorted while explicitly taking into account the interaction of real and 
value variables. Thus, it may help planning modelers to achieve a better linkage between 
plans for real and value processes. These two main planning functions are usually quite 
separate from each other in both traditional planning and modeling. Changes in relative 
prices, costs, tariffs, etc., are not properly reflected in physical allocation models, while 
the effects of production, import/export, and consumption decisions are not always 
taken into consideration in price planning models.

*For a more detailed descrmtion of the model and its solution algorithm, consult reference [13].
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The mixed, primal-dual formulation of the resource allocation problem requires 
and also makes it possible to reinterpret the notion of efficiency (shadow) prices. On the 
one hand, the mixed form allows the model builder to explicitly introduce shadow-price- 
dependent resource allocation decisions into his model. In our simple model, it was quite 
easy to see how the efficiency-price-dependent foreign trade decisions related to the 
programming problem formulation. In more complex models, such price-dependent 
(mixed primal-dual) decision rules can be used in describing consumption and resource 
use alternatives, etc. (see reference [16]). The general equihbrium (mixed primal-dual) 
formulation also allows for combining econometrically estimated, price-dependent macro- 
fuqctions with the optimal resource allocation approach.

On the other hand, the equilibrium formulation makes it possible to incorporate 
price-formation rules that reflect the actual process more accurately than the shadow 
prices of (linear) programming models. For example,even with constant returns to scale, 
it is possible to define prices that do contain profits (mark-up). One can also take into 
account changes in taxes and tariffs and see how these would affect the allocation 
decisions.

These comments suggest that the possible use of general equilibrium models is 
manifold and not limited to coordinating a plan. In fact, we believe that these models 
could also be used for either ex post or ex ante simulation of various issues of concern to 
planners. Using statistical estimates of the model parameters, structurally similar models 
(especially their multiperiod extensions) could be tested in the forecasting phase of 
planning. In the central planning context, it seems promising to combine such models 
with reference path optimization techniques (see reference [15]). Research in this direc
tion is currently underway both at the International Institute for Applied Systems 
Analysis and in the Hungarian Planning Office.
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ПРИМЕНИМОСТЬ НЕЛИНЕЙНЫХ РАВНОВЕСНЫХ МОДЕЛЕЙ 
В ПЛАНИРОВАНИИ

Э. ЗАЛАЙ

Статья основана на исследовании, проводимом при сотрудничестве Госплана ВНР и его 
организаций и Института планирования народного хозяйства при Университете Экономических 
Наук им. К. Маркса и Международного института системного анализа (IIASA). Автор сперва 
излагает главные свойства равновесных моделей, затем останавливается на том, как многосектор
ные нелинейные модели адаптируются на практике социалистического моделирования планов и 
какие потенциальные преимущества обещает их применение.

A c ta  O econom ica 3 0 ,1 9 8 3



E. ZALAI: NONLINEAR EQUILIBRIUM MODELS IN CENTRAL PLANNING 445

Многосекторные линейные модели в большинстве социалистических стран непосредственно 
встроились в систему планирования народного хозяйства. Главнейшие свойства этих главным 
образом координационных моделей, основанных на линейном программировании, следующие:

— значения плановых показателей разрабатываются в ходе детального традиционного 
планирования;

— условия согласованности планов специализируются как модели;
— задачей является генерирование согласованных и эффективных по различным точкам зрения 

вариантов планов.
Модели программирования по анализу согласованности и эффективности распределения 

ресурсов чаще всего содержат только реальные переменные и относящиеся к ним ограничения по 
балансу и технические ограничения. Планирование цен, финансовых переменных и переменных по 
регулированию и анализ их воздействия на реальные переменные происходит отдельно или в другой 
модели.

Модели общего равновесия в числовой форме пытаются измерить ожидаемое передаточное действие 
некоторых изменений относительно одного определенного состояния экономики по следующим 
соображениям: данное состояние экономики рассматривается как близкое к равновесному; в 
модели формируются необходимые условия равновесия; рассматриваемые явления подразделяют
ся на эндогенные и эгзогенные; статистической оценкой определяются параметры модели; изменяя 
некоторые условия начисляются ожидаемые эффекты изменений.

Отличительной характерной чертой равновесных моделей является то, что в рамках единственной 
модели происходит попытка отображения как реальных процессов, так и ценовых и финансовых^ 
процессов.

В работе сравнение методологии двух видов моделирования происходит на анализе одного 
примера. Данный пример показывает подход к внешнеторговым связям в программной модели и 
нелинейной модели равновесия. Теоретические соображения и пример предназначены для 
подтверждения того, что применяемые общие методы теории равновесия могут полезным образом 
расширить инструментарий методологии планирования народного хозяйства.
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GY. VELLAI -  J. VELICZKY

A STATISTICAL ANALYSIS OF THE “OPENNESS” 
OF ECONOMIC PROCESSES

The authors study recent economic development and the dependence of economic 
growth on external factors by means of dynamic factor analysis and using regression equations. 
They state that in the Hungarian economy a cyclical development can be identified and this is 
manifest mainly in domestic accumulation and in the trends of foreign trade. Their computa
tions demonstrate the influence of internal factors as Well as o f external economic impacts 
upon the formation of the cycles o f domestic accumulation. The fluctuations in Hungarian 
non-rouble exports were usually in keeping with West European business trends and the coun
tervailing measures taken by economic authorities were found to be successful only when 
favourable changes in external markets also supported them. Some external influence can also 
be detected with respect to the Hungarian non-rouble imports: its growth was occasionally 
boosted by West European recession, by the excessive pressure of external offer.

Introduction

Analysis of the international environment and the external political and economic 
conditions are of particular importance in the investigation and forecasting of economic 
development of a small open country. The processes which the world economy and espe
cially the main partners in foreign trade undergo play important roles in the shaping of 
economic processes in Hungary, too. The international economic environment directly 
affects foreign economic relations and indirectly influences the growth of production, 
the order of magnitude of resources available for distribution, and thereby the develop
ment of the forces of production and the chances for improving the standard of living.

The impacts of the world market in terms of price and volume are more directly 
felt in our trade with the advanced industrial and the developing countries than in that 
with the CMEA where they assert themselves through transmissions and frequently with a 
delay. It will be therefore convenient to treat the rouble and non-rouble foreign trade 
separately for the purpose of analysing the impacts of external markets.

This paper will discuss the non-rouble foreign trade turnover of Hungary and the 
stochastic relationship between a number of economic indicators typical of the develop
ment of and business trends in our most important West European partners. Most of the 
paper consists of a comparative analysis of results of various computations and of a de
tailed economic interpretation of the connexions revealed. It is important to note that in 
many cases the results of computations offered merely a starting point from which the con-
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struing of the inferences was set out. Knowledge derived from studying the relevant 
economic literature was also used to prove and support our statements (which are in some 
cases hypothetical). Whenever it was possible we tried to compare the results of our 
computations with different opinions, statements and conclusions found in economic 
thinking,
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The means of analysis

The methods

If we want to learn the past development of any given economic process we must 
analyse its relevant time series. This appears to be an obvious thing to state when time 
series are regarded as some reflection of interaction and development of processes actu
ally taking place in the economy over time. With the aid of suitable means valuable in
formation can be obtained from past realizations of time series not only about the devel
opment of the different processes but also about their interactions and supposed connex
ions. The up-to-date time series analysis methods of mathematical statistics are suitable 
for revealing the own intrinsic stochastic trends of development of the different time 
series in the first place, and are less concerned with the interdependency connexions of 
the time series. By taking the time series of some given category out of the context of a 
given set of time series and analysing if in detachment, the information expressed in the 
interactions with other processes are easily lost. Along with the well-known method of 
correlation and regression computations, we probed into these interactions or stochastic 
relations by means of a new multi-variable mathematical statistical procedure: the dy
namic factor analysis.

The dynamic factor analysis was invented by György Bánkövi, József Veliczky 
and Margit Ziermann*. The method is essentially as follows: from time series included in 
the model computation (the so-called base variables) new variables, or “system variables” 
are constructed by conveniently chosen special transformations which concentrate the 
important characteristics of the static and dynamic structures of the basic variables**. 
These system variables are called dynamic factors and the autoregressive equations de
scribing the delayed structure of dynamic factors together with the linear regression equa
tions expressing basic variables by means of dynamic factors are named dynamic factor 
model.

*This procedure of model construction has already been applied on several kinds of time 
series. Its brief mathematical description is given in the papers [4], [5] and [6 ].

**Similar endeavours have lately been found also in the international literature [7], [9].
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The model computations

The study of the stochastic relationship between several West European national 
economies and the development of the Hungarian economy was based on the results of 
the following kinds of computations:

a .Dynamic factor model o f  the Hungarian non-rouble foreign trade turnover. In 
the computation of this model time series at current prices between 1960—1979 of ex
ternal economic indicators and of indicators by main commodity groups of Hungarian 
non-rouble exports and imports were taken into account. The purpose of the model was 
to compute the so-called external economic dynamic factors, the system variables that 
concentrate also external economic factors moulding the non-rouble foreign trade 
turnover. The detailed results of the computations are contained in the paper [22]. The 
external economic variables -were some macroeconomic indicators (GDP, gross invest
ment, changes in stocks, exports, imports and industrial output) of our major West 
European foreign trading partners, namely, Austria, France, the Federal Republic of 
Germany and Italy, as well as similar indicators for the Common Market as a whole. The 
trend of world trade was represented by the export-import time series. The indicators of 
the Hungarian non-rouble foreign trade are listed in Appendix No. 1 together with their 
notation. The set of variables under study was divided into two classes: variables describ
ing the external economic environment of Hungary and the class of Hungarian external 
economic indicators. The variables describing the external economic environment are 
exogenous factors from the point of view of the Hungarian economy. The model 
structure of dynamic factor analysis permits the distinguishing of endogenous and 
exogenous variables by selecting the variables that make up the dynamic factors only 
from one group (external variables) while the factors are used only for the explanation of 
categories belonging to the other group (domestic variables). The dynamic factors com
puted in this way will be named hereinafter external economic dynamic factors (EF1, 
EF2,EF3).

b. Dynamic factor models o f  West European national economies. In the analyses 
model computations given in detail in the bibliography under (6) were sometimes used. 
These computations cover macro time series of 16 European national economies. The 
data basis for each country are national time series from 1953 to 1979 of the same eco
nomic indicators expressed in national currency at current prices. Four dynamic factors 
were computed for each national economy.

The first and third dynamic factors of Austria, the United Kingdom, France, the 
FRG and Italy were used for the comparative analysis of results obtained with the two 
kinds of computations for identical periods.

c .  Stochastic relations between internal economic processes and the external eco
nomic dynamic factors. In the course of computations (applying step wise regression 
computation) the stochastic relationship between the movement of the external eco
nomic system variables (dynamic factors) and the time series of a number of domestic 
macroeconomic processes was studied. The domestic indicators in the regression equa-
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tions as explained variables are given in Appendix 2 together with their short notation. 
We should like to emphasize that the stochastic relations in our regression equations 
express the concurrence of processes which may go back to enormously multiple and 
complex actual reasons. In the analysis it will be ventured to explore the relations lying 
more deeply below the superficial ones.

Empiric forms of movement of the Hungarian non-rouble 
foreign trade in the period 1960—1979

General trends o f  development — the first external economic dynamic factor (EF1)

The development of Hungary’s non-rouble exports and imports typically showed a 
high rate in the period under study. It seems that the first computed external economic 
dynamic factor (EF1) is in adjustment with this fast development. Although it is a rather 
difficult task to interpret the actual values of an individual dynamic factor, it is sure that 
the concurrent dynamics of indicators covered by the study is in the background of their 
faster or slower growth rates. The average annual growth rate of EF1 was 9.4 percent 
from 1960 to 1979, this rate, however, was not uniform through the whole period of 
observation as it is shown by the data of Table 1.

Table 1
Average annual growth rates o f  EF1

Periods Percent
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1960-65 7.9
1966-70 9.3

1960-70 8.6

1971-75 15.1
1976-79 7.3

Figure 1 shows the paths of EF1 as well as the first dynamic factor belonging to 
several West European national economies normed for 1975*. The comparison of these 
paths reveals that the first Hungarian external economic factor is the most similar to the 
movement of the Italian first dynamic factor.

However, the truth is more than that: the analyses made by regression computa
tions prove the existence of a powerful simultaneous and delayed stochastic relationship 
between time series of the first dynamic factors of the individual national economies and 
the Hungarian non-rouble foreign trade indicators as well as other domestic macro
indicators**.

*Norming was performed by dividing the time series of both EF1 and the first national 
dynamic factors by their own 1975 values.

**For these computations see [6 ].
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Another problem of the study was the stating of the nature of stochastic relations 
between EF 1 and the Hungarian foreign trade and other domestic indicators (see Table 2).
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Table 2

Correlation coefficients between the first external 
economic dynamic factor and several indicators o f  the 

non-rouble foreign trade

EX$2 EX$3 EX $4 EX$5 EX$

EF1 0.980 0.982 0.992 0.960 0.992

IM$2 IM$3 IM $4 IM$5 IMS

EF1 0.980 0.974 0.970 0.930 0.984
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It may be inferred on the basis of the high correlation coefficients shown in 
Table 2  that the first external economic dynamic factor plays an important role also in 
the regression equations of the different indicators of external economy.* It is logical to 
assume the same also with respect to other domestic processes and this is supported by 
the high correlation coefficients of Table 3.

Table 3

Correlation coefficients between the first external 
economic dynamic factor and some domestic processes**

NNP TPC 10 GDP SSI

EF1 0.992 0.993 0.991 0.991 0.991

Over and above the general trends and forms of movement shown in the first ex
ternal economic factor, the time series belonging to each internal and external indicator 
may also display dynamic characteristics at variance with the general trend. This is why 
it is deemed to be important to analyse the so-called residual time series and to compute 
further system variables on the basis of the residuals. By means of the second dynamic 
factor (EF2) we hope to grasp those further common trends of movement which, after 
EF1 has been “sorted out” , are still contained in the time series or in the compound time 
series of the so-called primary residual variables***.

Other external impacts — The second external economic dynamic factor (EF2)

We hope to have found another indicator of the movement of the domestic external 
economic processes in the second dynamic factor (EF2). It can be observed in Fig. 2 that 
the path of EF2 shows surprising resemblance to the curves made by individual (national) 
third dynamic factors stated in the dynamic factor models of West European national 
economies.

*See App. 3.
**For the abbreviations see App. 2.

***The analysis o f the various specific forms of movement on the basis of residual time series is 
found also at other places in the Hungarian literature, eg. [16J. In a dynamic factor model the primary 
residual time series are obtained by subtracting the estimated values of the time series for the first 
dynamic factor from the original time series of each category. (This process is named "sorting-out”.) 
The dynamic factor computed from the primary residual time series will be dynamic factor 2 of the 
original'set of time series and so on.
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The second Hungarian external economic factor and the 
third dynamic factors o f  national economies

The curve of EF2 begins to drop slowly, after its original (next to) stagnation from 
1969, in 1971 it changes sign (from positive to negative), takes its negative minimum in 
1973, then turns positive again from 1976 on. Since the sign of the coefficient of EF2 is 
negative in the regression equation of almost every Hungarian non-rouble export and im
port aggregate, the negative values of EF2 add to the growth of the estimated values of 
these aggregates. And indeed, the Hungarian non-rouble exports increased by 19 to 20 
percent and also imports increased even if to a smaller extent, yet by 12 to 13 percent 
between 1971 and 1972. In 1974—75 the non-rouble imports increased by 27 to 28 
percent per annum while the increase o f exports fell behind that of the previous period.

It is a generally known fact that one of the most significant reasons for the changes 
in the early seventies was the world market price explosion of 1973-74 with subsequent 
crisis symptoms in the West European national economies, partly triggered by the price 
explosion but also attributed to other reasons*. The global GDP of the Common Market 
increased only by 1.8 percent in 1974 and it decreased by 1.2 percent in 1975 at un
changed prices. The trend of Common Market imports is of paramount importance from

*An interesting discussion took place among Hungarian economists about the real causes of 
the world economic crisis o f 1974-75 [10, 12, 14, 19]. The ideas presented in the discussion gave 
valuable help to our study.
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the point of view of the Hungarian exports. The volume of imports increased by 2.4 per
cent in 1974 and decreased by 4.8 percent in 1975. It is supposed that the low tide of the 
third dynamic factors of national economies transmits the concentrated information of 
this crisis symptom (see Fig. 2).

The trough of the third dynamic factors of national economies covered by the 
study was between 1973 and 1975. It can also be seen that the movement of these 
dynamic factors and some macro-indicators of the national economies in question show 
similar tendencies. Namely, at times when this dynamic factor drops also the growth rate 
of the different macroindicators drop, and conversely. In 1974—75 GDP, exports and 
personal consumption typically decreased in West European national economies and this 
can be observed in a concentrated way in the negative wave of the third dynamic factor. 
In 1976, at the time of a temporary recovery from the crisis, the growth rates of these 
same aggregates surged and the third dynamic factor changed sign and abruptly took a 
positive value.

As the paths of EF2 and the third dynamic factors take a similar shape and the 
latter ones reflect the symptoms of the 1974-75 crisis, there is good reason to suppose 
that the movement of EF2 is a resultant of complex effects: it also concentrates part 
of the impacts of the West European crisis on the Hungarian non-rouble foreign trade. 
Probably this impact can be observed in the decline of the Hungarian exports in 1974—75.

The ways in which the impacts concentrated in EF2 manifest themselves in the 
development of the Hungarian internal economy were also examined. It was found that 
EF2 has no significance for such indicators as production or domestic use and this pre
sumably supports the known fact that the West European price explosion and crisis had 
no simultaneous influence upon the development of the Hungarian internal economy. On 
the contrary, a peak of domestic accumulation developed in 1974 which naturally only 
added to the losses that were to be suffered anyway in the non-rouble trade.

The development of external demand and internal accumulation may mean new 
factors in the analysis of the Hungarian non-rouble trade. In the following it will be 
attempted to analyse their role in the entire period quantified.

The role o f  factors o f  external demand in the cyclical movement o f  the Hungarian 
non-rouble exports

An analysis of the paths of non-rouble exports and imports through the past twenty 
years reveals asynchronous cyclical movements. Let us look at the following table where 
the annual growth rates of exports and imports are compared and the maximum and 
minimum points are emphasized.
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Table 4

Years o f  maximum and minimum growth in Hungarian 
non-rouble exports and imports

Exports Imports

max min max min

1961 1961 1962
1963 1964 1963-64 1965

1965-66 1968 1966 1968
1969 1971 1970 1972
1973 1975 1974 1975
1977
1979

1978 1977-78 1979

The usual reason given for the course of the cyclical movement is the Hungarian 
cycle of accumulation* and less attention is paid to the role of external factors. Observing 
the annual growth rates of Hungarian non-rouble exports and the total Common Market 
imports it will be seen that the dynamism of Hungarian exports was generally in keeping 
with the growth rate of the import demand of our partners (see Fig. 3.)

Fig. 3
Hungarian non-rouble exports and total Common Market imports 

(annual growth rates)

*See eg. papers (1), (8) and (15).
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The cyclical movements shown in Fig. 3 are determined basically by the movement 
of two main groups of commodities—agrarian exports and the export of raw materials 
and semi-products—which are extremely sensitive to business conditions and represent a 
significant share. It is a revealing fact that the swings in the cyclical movement of the 
Hungarian non-rouble export were much more robust till 1974 than the differences in 
the annual growth rates of Common Market imports. In the second half of the 1970s the 
annual growth rate of Hungarian exports kept lagging behind the growth rate of Common 
Market imports indicating the weakening export position of Hungary with the major 
partners. In some years, thus in 1964, 1968 and 1976, a reverse movement can be ob
served and is probably attributable to internal impacts, processes and measures taken.
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The relationship between domestic accumulation and non-rouble exports

In the study of the movements presented above and domestic accumulation it will 
be convenient to distinguish between simultaneous.and delayed relationships. The main 
problem of the analysis of simultaneous relations was the degree of attachment of factors 
of domestic supply to the cyclical movement of non-rouble exports. It was found that 
domestic use and within it unfinished investments and stocks developed according to a 
counter-cycle while the growth rate o f  production showed a relative stability. This sug
gested that the Hungarian non-rouble exports were based on the supply side, not through 
production but through distribution. In case of favourable business and sales conditions 
the non-rouble exports were dynamically increased at the expense of domestic use and 
occasionally of rouble exports. In adverse external market conditions all the efforts of the 
Hungarian economic administration failed to promote sales.

The relationship between domestic accumulation
and non-rouble imports-the third external economic dynamic factor (EF3)

Offer was usually excessive on the external markets. Therefore, the external market 
restrictions generally did not affect directly the changes in the volume of Hungarian im
ports. The development of imports was nevertheless not steady but showed even more 
marked fluctuations than the cyclical movement of non-rouble exports.

The third external economic dynamic factor computed by us describes the cyclical 
movement of the different import aggregates. When the values of this factor are multi
plied by minus one, the curve obtained in this way will follow the fluctuations in the 
balance of payments in non-rouble foreign trade. EF3 is powerfully significant in the 
regression equation o f  unfinished investments and stockpiling. The close relationship 
between EF3 and the cycles in domestic accumulation can be traced on Fig. 4.

Stockpiling and the accumulation of unfinished investments showed a cyclical 
movement of a similar sort as from 1968. The peaks of unfinished investments formed
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usually as a result of fast-growing investment in previous years. The peaks of unfinished 
investments were usually accompanied by peaks of stockpiling. This may be traced back 
to the fact that either in the same year or in the previous year the growth rate of non
rouble imports also showed a local maximum. Since the non-rouble exports did not 
follow the growth of imports, the balance of non-rouble foreign trade significantly de
teriorated. Central economic authorities took measures in order to restore the balance 
of foreign trade, to cut back domestic demand and demand for investment in particular. 
Simultaneous measures were effected to decrease imports and increase exports. These 
measures affected the development of imports significantly while their effectiveness with 
respect to export varied with external market conditions. This can partly explain why 
the movement of the balance of payments changing year by year was much more closely 
connected with the trend in imports than with the movement of exports. As a result of 
the restrictive policy applied by the economic leadership accumulation was curbed, the 
growth rate of non-rouble imports was powerfully minimized and the non-rouble balance 
of payments recovered.

External and internal cycles

The curves plotted for cycles of domestic accumulation presented above are more 
or less the reverse of the different cycles occurring in Common Market countries (see 
Fig. 5).

Acta Oeconomica 30, 1983
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Domestic accumulation 
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Third external economic dynamic factor

Growing external demand supported by reduced domestic use resulted in a rapid 
growth of export in 1961, 1965, 1969 and 1972—73. The same happened in 1979. In 
the years of peaks of domestic use export was bound to be frustrated by external depres
sion alone and the internal processes only amplified this negative impact.

The reverse movement in itself could be said to be fortunate. However, its advan
tages could have really been exploited only if the economic administration would have 
consciously taken it into account. The analysis of the previous stage shows that this was 
not the case. We were usually late in seizing the opportunities of a boom and of market 
expansion and were usually not able to make full use of them. On the other hand the 
deterioration in external demand conditions quickly squeezed out the Hungarian exports 
and reduced their dynamism far more radically than what could be justified by external 
depression. This can be traced back to known reasons such as lack of proper information, 
inefficient marketing work, peripheric position in the market and poor competitivity. 
The fact that the intention to cut back domestic use and occasionally to convert the 
rouble exports could not be successful without external business prosperity supporting 
the internal measures suggests that this way alone does not provide adequate perspectives.

If we admitted that the Hungarian non-rouble export is business-sensitive, some
thing we feel we can safely do on the basis of the aforesaid, then we have to go on thinking: 
What is the reason for it? By now it has been generally realized that one of the basic 
reasons lies in the pattern of supply. There is too big a share of products of the raw 
material type, of mediocre commodities of a low degree of processing, and their export 
occasionally comes up against the barrier of demand. The way of solution must be 
therefore sought first of all in transforming the production pattern and in promoting 
enterprise activities flexibly adjusting to external demand conditions.

Acta Oeconomica 30, 1983
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A precondition to flexible adjustment is the quick processing o f  world economic 
information, with right decisions taken on that basis and in time. Even though these will 
not change the negative impacts of actual external factors yet we could withstand them 
with as little loss as possible.

Appendix 1

Aggregates o f  Hungarian non-rouble foreign trade covered in the study

Exports to the non-rouble markets: EX$
Imports to the non-rouble markets: IMS 
Balance of trade with non-rouble markets: SZ$

Commodity groups: Exports Imports
1. Primary and electric energy EXSl IM$1
2. Materials, semi-finished products,parts EX$2 IMS2
3. Machines, transport equipment, other capital goods EX$3 IMS3
4. Industrial consumer goods EXS4 IMS4
5. Materials for the food industry, live animals, foodstuffs EXS5 IMS5

Appendix 2

Gross domestic product: GDP
Net national product: NNP
Total public consumption: TPC
Socialist sector investments : SSI
Investments put in operation : 10
Unfinished investments accumulation UIA
Stockpiling SP

Appendix 3

Regression estimation equation for some aggregates 
o f  Hungarian non-rouble foreign trade

ÿi(t) = doi + d H EFl(t )  + d2iEF2(t)+ d3iEF3(t)
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, ,  . , ,  Regression Regression coefficients* MultipleVariables . „ , . , ".constant (t values) correlation
У ■1 d o i d j j  d 2 j  d 3 i  c o e ff ic ie n t

EX$1 -13.150 0.393
(8.74)

1.422
(3.16)

0.667
(1.48)

0.92027

EXS2 -11.945 0.483
(21.46)

-0 .361
(-1 .61 )

- 0.98316

EX$3 -21.183 0.413
(25.58)

0.412
(2.56)

-0 .237
(1.47)

0.98815

EX $4 -  1.505 0.419
(33.36)

- - 0.99290

EX $5 3.480 0.331
(22.91)

-0 .785
(-5 .44 )

- 0.98588

EX$ -  5.971 0.405
(36.55)

-0 .271
(-2 .4 5 )

- 0.99409

IM$1 -36.474 0.406
(13.59)

0.313
(1.05)

0.644
(2.15)

0.96048

1MS2 -  8.197 0.394
(31.21)

- 0.201
(-1 .60 )

0.623
(4.94)

0.99210

IM$3 -19.303 0.496
(26.39)

0.579
(3.08)

0.642
(3.41)

0.98903

IMS4 -28.155 0.565
(19.79)

0.448
(1.57)

0.712
(2.49)

0.98060

IM$5 1.356 0.344
(15.34)

-0 .858
(-3 .82 )

0.630
(2.81)

0.97034

IMS -11.074 0.406
(44.33)

-0 .150
(-1 .6 4 )

0.632
(6.90)

0.99605

SZ$ 30.877 -.0.408
(10.20)

- - 2.868
(7.17)

0.95239

*Under the estimated coefficients the t values belonging to each coefficient 
are given in brackets. When It/ < 1 the coefficient is not significant.
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СТАТИСТИЧЕСКИЙ АНАЛИЗ 
«ОТКРЫТОСТИ» ЭКОНОМИЧЕСКИХ ПРОЦЕССОВ

Д. ВЕЛЛАИ—Й. ВЕЛИЦКИ

За прошедшие 20 лет в Венгрии восстановление нарушаемого время от времени внешнеэкономи
ческого равновесия обычно достигалось за счет передвижек в сфере распределения. Поэтому меры, 
принимаемые для восстановления равновесия давали только временный эффект. Этот эффект 
ослаблял и тот факт, что обычно не считались в должной мере с возможными изменениями в 
условиях внешнего рынка. Анализируя экономическое развитие за упомянутый период, зависи
мость экономического роста от внешних условий, авторы используют динамический факторный 
анализ, ища общие и специфические характерные черты этого развития. На основе анализа можно 
сделать следующие выводы:

1. За последние 2б лет венгерская экономика не избежала в своем развитии циклических 
колебаний. Цикличность наблюдалась главным образом в сфере внутреннего использования 
национального дохода и во внешней торговле. Внутреннее использование, в первую очередь, 
циклическое колебание было связано с колебаниями внешнеторгового оборота с капиталистически
ми странами, и было относительно независимо от изменений в сфере производства. В формирова
нии циклов роль играли как внешние, так и внутренние факторы.

2. Неустойчивость экспортной выручки в конвертируемой валюте вызывалась в первую очередь 
конъюнктурными изменениями в Западной Европе; меры венгерской экономической политики 
оказывались эффективными только в тех случаях, когда этому способствовали соответствующие 
изменения на внешних рынках.

3. Цикличность импорта в конвертируемой валюте в первую очередь объясняется внутренними 
причинами, но обычно этому способствовали также и внешние факторы.

Динамические факторы, отражающие изменения и состояния внутренних экономических 
процессов и внешнеэкономических связей, могут послужить подходящим средством для соста
вления прогнозов, для проведения имитационных анализов. Наряду с результатами, отражающими 
тенденции прошлого, авторы публикуют также и ожидаемые результаты и результаты имитации ех 
ante.
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— in v e s tm e n ts  45, 4 6 ,4 7 , 53
— large 38, 75, 77
— m an a g em e n t, m an a g ers  34, 38, 42, 44

46, 65, 75, 76, 77
— m a rk e t re la tio n s  34, 87
— o rg an iza tio n  40, 75, 76, 77
— plan, p lann ing  42, 76
— profit, profitability  46
— sm all-scale  71, 78
— subsid ies 38
— tax a tio n  42
— technica l p rog ress 44, 45
— th eo rie s  40
see  also Industrial enterprises (H.)

E n tre p re n e u r , e n tre p re n e u rsh ip  (H .) 35
— agricu ltu ra l c o o p era tiv es 68
— sm all-scale  in d u stry  36, 37, 78
— socialist 36, 37, 68, 78

E quilib rium
— m ark e t 8
— th eo ries  8

E u ro p ean  A ssoc ia tion  o f  D e v e lo p m en t 
R esearch  an d  T ra in in g  In s titu te s  117
E u ro p ean  C o m m o n  M a rk e t see  European

Economic Community, EEC 
E u ro p ean  E conom ic  C o m m u n ity , EEC

— econom ic  re la tio n s  w ith  develop ing
co u n tries  112
— econom ic  re la tio n s  w ith  H ungary  13

E xchange ra tes
— in te rn a tio n a l m o n e ta ry  sy s te m  96

E xchange ra te s  (H .)
— an d  fo re ign  trad e  114
— and  h o m e  trad e  83
— and  price policy 50
— an d  to u rism  83
— policy 79

E x p o rt o rien ta tio n
— C M E A  c o u n tr ie s  98

E x p o rt o rien ta tio n  (H .) 79, 85, 87, 98

Family households (H.)
— and income level 59
— and savings 59

Farming cooperatives see Agricultural cooperatives
Federal Republic of Germany

— joint ventures with Hungary 80
Finances, financial policy (H.) 34
Finland 109
Fiscal policy (H.) 51

see also Taxation 
Five Year Plan, 1981-1985 (H.)

— central development programs 22
— economic growth 22, 23
— living standards 22, 23

Fixed assets (H.)
— and investments 49
see also Capital 

Food economy (H.)
— industrialization 69
see also Agriculture, Agricultural cooperatives,

Food industry 
Food industry (H.)

— economic growth 70
see also Food economy 

Forecast, forecasting
— China 107
— economic growth 107

Forecast, forecasting (H.)
— agriculture 67
— and planning 24,26
— demographic 54
— economic growth 24, 26, 30
— energy demand and supply 30,67
— mathematical methods 24, 26
see also Long-term plan, planning (H.)

Foreign direct investments
— multinational corporations 91

Foreign economic policy
— CMEA countries 98
— export orientation 98
— Finland 109

Foreign economic policy (H.) 76
— and world economy 22, 39, 86
— export orientation 79, 85, 87, 98

Food industry (H.)
— economic growth 70
see also Food economy 

Forecast, forecasting
— China 107
— economic growth 107

Forecast, forecasting (H.)
— agriculture 67
— and planning 24, 26
— demographic 54
— economic growth 24, 26, 30
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Forecast, forecasting (H.) Foreign trade (H.)
— energy demand and supply 30, 67 — international comparison 81
— mathematical methods 24, 26 — management and control 79, 87
see also Long-term plan, planning (H.) — mathematical models 13,21

Foreign direct investments — price index 88
— multinational corporations 91 — terms of trade 84, 85,88

Foreign economic policy — with CMEA countries 85,88
— CMEA countries 98 — with market economies 81, 85, 87
— export orientation 98 see also Export, Import, Balance o f trade (H.)
— Finland 109 France

Foreign economic policy (H.) 76 — 9th Plan 111
— and world economy 22, 39, 86 German Democratic Republic
— export orientation 79, 85, 87, 98 — input-output analysis, tables 14

Foreign economic relations Gold price
— and economic policy 109 — and foreign exchange reserves 97
— Finland 109 Gold standard

Foreign economic relations (H.) — intenational monetary system 96, 97
— and economic growth 25, 79, 84, 85 Gravity model 94
— and industrial policy 86 Harrod-Domar model 24
— and structural change 81,86 History of economic thought (H.) 118
— industrial cooperation 82,86,105 Home trade (H.)
— technology transfer 80 — and exchange rates 83
— with CMEA countries 86,101,103,105, — and tourism 83

106 — price level 83
— with developing countries 106 Household-plot farming (H.)
— with market economies 13,80,81,82, — econometric models 18

86, 106 Hungarian Academy of Sciences
— with Soviet Union 106 — Committee for Economic Science 115

Foreign exchange rates see Exchange rates — general assembly, 1980 115
Foreign exchange reserves — Institute of Economics 115

— and gold price 97 Import policy
— international monetary system 97 — CMEA countries 108

Foreign trade — import substitution 108
— CMEA countries 94, 99, 100, 103, Import policy (H.) 79

106, 108 Import substitution
— commodity pattern 99 — CMEA countries 108
— developing countries 99,112 Income level (H.)
— international comparison 94 — and consumption 59
— mathematical models 94 — and education level 60
— plan, planning 103 — and savings 59
see also Export, Import, Balance o f trade — family households 59

Foreign trade (H.) — mathematical and statistical methods 60
— and agriculture 67, 70 Income policy
— and economic growth 13, 27, 79 — and distribution of income 110
— and economic growth rate 12 — market economies 110
— and economic policy 79, 85, 87 Income policy (H.)
— and economy 39, 84, 85 — and distribution of income 44, 55, 56, 59, 60
— and exchange rates 114 — and innovations 44
— and price policy 50 — and living standards 55,56
— and tourism 83 — and second (secondary) economy 59
— and world inflation 84 Income regulation (H.)
— and world market 81 — and enterprise management 73
— commodity pattern 81,88, 106 — and technical progress 44
— economic regulators 87 — and wage differences 58, 60
— import policy 79 — enterprise 44
— in convertible currency 13 — industrial cooperatives 73



17

Income regulation (H.)
— small-scale industry 73

Index numbers 12
India

— economic relations with Hungary 80
Industrial cooperation

— CMEA countries 105
— East-West economic relations 80, 82 

Industrial cooperation (H.)
— and technology transfer 80
— with CMEA countries 86
— with market economies 80, 82, 86

Industrial cooperatives (H.) 71
— income regulation 73
— management 72
— small-scale industry 72, 73 

Industrial development
— developing countries 86

Industrial development (H.)
— agriculture 67
— and industrial policy 9
— history 9
— international comparison 66
— steel industry 66

Industrial enterprises (H.)
— organizational system 75
see also Enterprises (H.)

Industrial organization (H.)
— concentration 38,41, 63
— cooperatives 71
— large enterprises 41
— small-scale industry 41, 71, 72

Industrial policy (H.) 38
— and foreign economic relations 86
— and industrial development 9
— concentration of enterprises 63
see also Industry (H.)

Industrial production (H.)
— structural change 86
see also Industry (H.)

Industrialization see Industrial development 
Industry, industrial (H.)

— and economic policy 38, 86,
— centralization, decentralization 76
— concentration 38,41,63
— cooperation between enterprises 41
— material-technical supply 65
— mathematical and statistical methods 63
— organizational structure 41, 73
— production pattern 9
— system of management and control 38, 73,

76, 78
Inflation

— and international monetary system 92, 96
— and investments 6
— socialist countries 6

Inflation
— theories 4
— United States o f America 4
— world economy 92, 95, 96

Inflation (H.)
— international comparison 50

Infrastructure (H.)
-  Five Year Plan, 1981-1985 23
— investment 47

Innovations (H.)
— and income policy 44
— and technical progress 44, 45

Input-output analysis, tables
— German Democratic Republic 14
— investment 14

Institute of Economics of the Hungarian
Academy of Sciences 115
Inter-firm relations (H.) 41
International comparison

— economic development level 74
— foreign trade 94
— transport 74

International comparison (H.)
— economic development level 74
— foreign trade 81
— industrial development 66
— inventories 62
— market economies 62
— price index 50
— price level 50
— socialist countries 62
— steel industry 66
— transport 74

International division of labour
— and developing countries 112
— and economic integration 93
— and Hungary 95
— and small countries 89
— and structural change 89
— multinational corporations 91
— theories 93
— world economy 92, 93, 95

International monetary system
— and inflation 92,96
— and international liquidity 92,96
— and US monetary policy 96
— foreign exchange rates 96
— foreign exchange reserves 97
— gold standard 96,97

International trade
— chemicals 94
— econometric models 94
— engineering products 94
— patents 94

Inventories (H.)
— international comparison 62
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Inventory formation (H.)
— and balance of trade 62
— and shortages 64,65
— enterprise management 64, 65
— international comparison 62

Investment
— and business cycles 1
— and consumption 1
— and inflation 6
— and technical progress 6
— central planning 6
— cycles 1,6
— German Democratic Republic 14
— input-output analysis, tables 14
— socialist countries 6
— United States of America 1

Investment (H.)
— allocation 46, 47, 48, 53
— and capital intensity 27
— and credit system 53
— and development fund 46
— and economic growth 29,48
— and economic growth rate 24, 26, 27
— and economic policy 29,48
— and economic regulators 46
— and fixed assets 49
— and savings 52, 53
— and technical progress 27,45
— centralization, decentralization 46,47
— cycles 29, 48, 49
— decision making 46, 47, 48
— efficiency 47
— enterprise level 45, 46, 47, 53
— infrastructure 47
— management and control 46
— mathematical models 47
— plan, planning 48, 49
— policy 46, 48, 49
see also Investment policy (H.) 

Investment companies
— market economies 52

Investment companies (H.)
— and reallocation of capital 52
— and small-scale industry 52
— savings 52

Investment contributions 102
Investment policy

— and economic growth 3
Investment policy (H.)

— and economic growth 3
see also Investment (H.) 

Joint ventures
— East-West economic relations 82

Joint ventures (H.)
— with Western firms 82

Kornai, János 115

Labour force, labour force structure
— mathematical models 5
see also Employment

Labour force, labour force structure (H.)
— and technical progress 44

Large enterprise 38,41,75
— organization 77

Leisure time
— and working time 7

Leisure time (H.)
— and management of family households 11
— and part-time work 11
— and working time 11

Licence, licence policy (H.)
— technology transfer 80

Liska, Tibor
— Econostat 36,37, 68

Living standards, living standard
policy (H.)

— and distribution of income 56
— and income policy 55,56
— and social policy 55, 56, 61
— Five Year Plan, 1981-1985 22, 23
— mathematical and statistical methods 11
— plan, planning 61
— system of indicators 55

Lome I Convention 112
Long-term decision making (H.)

— energy demand and supply 30
Long-term plan, planning (H.) 32

— energy demand and supply 30
— mathematical methods 24, 26 
see also Forecast, forecasting

Macroeconomic models (H.)
— foreign trade 21

Management, managers (H.) 34, 38, 42, 46
75, 76, 77

— industrial cooperatives 72
Management o f family households (H.)

— and leisure time 11
— mathematical and statistical methods 11 

Manpower see Labour force
Market

— equilibrium 8
— theories 8

Market (H.)
— and plan, planning 33, 34 

Market economies
— economic relations with CMEA

countries 99
— economic relations with developing

countries 99,112,117
— economic relations with Hungary 81, 82, 85

86, 87,106
— economic relations with socialist

countries 98
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Market economies
— income policy 110
— investment companies 52
— social policy 110
— transport 74

Market relations (H.)
— between enterprises 87

Marx, Karl
— economic theory of 7

Material Product System (MPS) see
National accounts 

Materials (H.)
— wholesale trade 64, 65

Material-technical supply (H.)
— industry 65

Mathematical and statistical methods
— cluster analysis 15
— difference equation system 16
— economic growth rate 12, 20
— index numbers 12
— Nash’s cooperative solution concept 17
— technical progress 20

Mathematical and statistical methods (H.) 13
— concentration in industry 63
— demographic accounts 11
— dynamic factor analysis 13
— economic growth rate 12, 20, 24, 26
— economic research 113
— forecast, forecasting 24, 26
— Harrod-Domar model 24
— income level 60
— index numbers 12
— living standards 11
— long-term planning 24, 26
— management of family household 11
— plan, planning 19, 21
— regression analysis 13
— second (secondary) economy 11
— technical progress 20
— time budget survey 11

Mathematical economics 15,16
Mathematical economics (H.) 19,113
Mathematical models

— economic growth 3
— foreign trade 94
— gravity model 94
— labour force structure 5
— money flow 16

Mathematical models (H.) 13
— CES production function 47
— investment 47
— plan, planning 21
see also Macroeconomic models

Meat production (H.)
— econometric models 18

Meetings with foreign economists (H.) 114
Modern capitalism see Capitalism 
Monetary policy

— United States of America 96
Monetary policy (H.) 51
Monetary system

— CMEA cooperation 102
Money flow

— mathematical models 16
Multinational corporations

— and CMEA countries 91
— foreign direct investments 91

Nash’s cooperative solution concept 17
National accounts, national accounting

— Material Product System (MPS) 12
— System of National Accounts (SNA) 12

National accounts, national accounting (H.) 12
New Economic Mechanism (H.)see

Economic reform, 1968 (H.)
New International Economic Order 117
OECD-countries see Market economies 
Oligopolies

—United States of America 4
Open economy

— Finland 109
Open economy (H.) 13
Organizational structure

— economy 40
Organizational structure (H.) 71

— economy 33, 34, 39,40, 76
— enterprise 33, 77
— industry 41, 73 

Organizational system (H.)
— industrial enterprises 75

Output-investment ratio (H.) 27
Ownership relations see Property rights 
Part-time work (H.)

— and leisure time 11
Patents

— international trade 94
Pig farming (H.)

— econometric models 18
Plan coordination

— CMEA cooperation 102, 103,106
Plan, planning

— and economic policy 111
— investment 6
— France 111
— methods 111
— socialist countries 103

Plan, planning (H.) 106, 121
— and forecasting 24, 26
— and market 33, 34
-c e n tra l 10,21,22,31,

32,33,34
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Plan, planning (H.)
— directive 10, 33, 34
— economic growth rate 32, 48
— economic research o f 10
— economy 10,22,31,32,

33, 34, 43, 95
— enterprises 42, 76
— history 10, 34
— investments 48, 49
— living standards 61
— mathematical and statistical methods 19,21,

24, 26
— methods 31,32
— process of 32

Political economy
— capitalism 1
— socialism 7

Population policy (H.) 54
Price index (H.)

— foreign trade 88
— international comparison 50

Price level
— United States of America 4

Price level (H.)
— and economic growth rate 12
— and tourism 83
— and world inflation 50
— consumer goods 83
— home trade 83
— international comparison 50

Price policy, price system (H.)
— and exchange rates 50
— and foreign trade 50
— economic regulators 43
— history 50

Price system
— CMEA cooperation 101

Production functions (H.)
— technical progress 20

Production structure, production pattern (H.)
— and economic growth 28
— industry 9

Productivity
— United States o f America 4

Productivity (H.)
— and economic growth 26, 27
— and wage regulation 58

Profit, profitability
— United States of America 4

Profit, profitability (H.)
— enterprises 46
— tourism 83

Property rights
— legal forms 40
— Soviet Union 40
— theories 40

Property rights
— Yugoslavia 40

Property rights (H.) 40
Rácz, Jenő 119
Reallocation of capital (H.)

— and banking system 53
— and investment companies 52
— and savings 52, 53
— and small-scale industry 52

Regression analysis 13
Research and development (H.)

— and technical progress 45
see also Innovations (H.)

Savings (H.)
— and income level 59
— and investment companies 52
— and investments 52, 53
— management of family households 59

Scientific-technical revolution see Technical
progress

Second (secondary) economy (H.) 59, 114
— mathematical and statistical methods 11

Shortages
— CMEA countries 74
— socialist economy 2
— theories 8
— transport 74

Shortages (H.)
— and enterprise management 64
— and inventory formation 64, 65
— spare parts 41
— transport 74

Small countries
— and international division of labour 89
— economic growth 89
— economic policy 89
— structural change 89

Small enterprise, small-scale industry (H.) 41
— and economic policy 78
— and investment companies 52
— and reallocation of capital 52
— entrepreneurship 36,37, 78
— income regulation 73
— industrial cooperatives 72, 73
— industrial organization 71

Social benefits (H.) 54, 55
Social mobility

— and employment structure 5
Social policy

— and taxation 110
— market economies 110

Social policy (H.)
— and economic policy 55, 56, 57, 61
— and living standard policy 55, 56, 61
— social services 54, 61

Social services (H.) 54, 61
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Socialist countries
— economic cooperation see Council o f  Mutual

Economic Assistance
— economic relations with developing

countries 117
— economic relations with market

economies 98
— inflation 6
— investments 6
— plan, planning 103
see also CMEA countries, Socialist economy

Socialist economic integration see 
Council o f Mutual Economic Assistance,
Economic integration 

Socialist economy
— shortages 2
— system of management and control 2, 36
— theories 10, 36
— unemployment 5
see also CMEA countries, Economy,
Socialist countries 

Societal policy
— market economies 110

Societal policy (H.) 55, 57, 61
Soviet Union

— economic relations with CMEA countries
104

— economic relations with Hungary 106
— property rights 40

Spare parts (H.)
— shortages 41

Specialization and cooperation
— CMEA cooperation 104
— CMEA countries 101

State farms (H.) 69
see also Agriculture, Food economy 

Steel industry (H.)
— industrial development 66
— international comparison 66
— subsidies 66

Stochastic models (H.)
— pig farming 18

Stock building see Inventories, Inventory
formation (H.)

Structural change
— and economic growth 89
— and international division of labour 89
— Eastern Europe 90
— history 90
— small countries 89
— world economy 95

Structural change (H.)
— and foreign economic relations 81, 86
— Five Year Plan, 1981-1985 23
— industrial production 86

Subsid ies (H .)
— e n te rp rise  38
— stee l in d u s try  66

System  o f  m a n a g e m e n t and  co n tro l
— an d  p lan , p lann ing  111
— F ra n c e  111
— socialist e co n o m y  2, 36

System  o f  m a n a g e m e n t and  co n tro l (H .)
— an d  e n te rp r is e  m an ag em en t 76
— and  e n te rp rise  o rgan ization  75
— e co n o m y  see  also  Economic reform, 10, 23,

1968 (H.) 27, 29
33, 34, 39, 42

4 3 ,7 6 , 78, 114
— F iv e  Y ear P lan , 1981-1985 23
— fo re ign  tra d e  79, 87
— h isto ry  10, 33
— in d u stry  38, 73, 76, 78
see  also Economic regulation, Plan, planning

System  o f  N a tio n a l A ccoun ts (S N A ) see 
National accounts

Szigm a (a  q u a rte r ly  o f  th e  H u n g arian  E conom ic 
A ssoc ia tion  in m ath em atica l econom ics) 120

T axation
— and  social policy 110

T axation  (H .)
— e n te rp rise  42

Technical p ro g ress
— and  e co n o m ic  g row th  20
— and  in v e s tm e n ts  6
— C M E A  c o o p era tio n  105
— w orld  eco n o m y  95

Technical p ro g ress  (H .)
— ag ricu ltu re  69
— and  e co n o m ic  g row th  20, 27
— and  effic iency 45
— and  in co m e  reg u la tio n  44
— and  in n o v a tio n s  44, 45
— and  in v e s tm e n t 2 7 ,4 5
— an d  lab o u r fo rce  s tru c tu re  44
— and  re sea rc h  an d  d ev e lo p m en t 45
— e n te rp rise  44, 45

T echnology  policy (H .) 45, 80
T echnology  tra n s fe r

— E ast-W est eco n o m ic  re la tio n s 80
T echnology tra n s fe r  (H .)

— and  fo re ig n  econom ic  re la tio n s 80
— and  in d u str ia l co o p era tio n  80
— licences, licence  policy 80

T erm s o f  tra d e  (H .) 8 4 ,8 5 ,8 8
T im e budge t su rv e y  11
T ourism , tra v e l b u sin ess  (H .)

— and  ex ch a n g e  ra te s  83
— an d  fo re ign  trad e  83
— an d  h o m e  tra d e  83
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Tourism , travel business (H.)
— and price level 83
— profit, profitability 83

Transferable rouble
— CMEA cooperation 102

Transnational Corporations see
Multinational corporations 

Transport
— and economic development level 74
— CMEA countries 74
— international comparison 74
— market economies 74
— shortages 74

Transport (H.)
— and economic development level 74
— international comparison 74
— shortages 74

Underdevelopment see Developing countries 
Underground economy see Second (secondary)

economy
Unemployment

— capitalism 5
— socialist economy 5

United States of America
— and East-West economic relations 114
— business cycles 1
— consumption 1
— direct foreign investments 114
— economic policy 114
— economic relations with Hungary 114
— economics 4
— Hungarian meeting of economists 114
— inflation 4
— investments 1
— monetary policy 96
— oligopolies 4
— price level 4
— productivity 4
— profit, profitability 4

Value indicators
— eco n o m ic  grow th  ra te  12

V en tu rin g  see  Entrepreneur
V ertical in teg ra tio n

— ag ricu ltu re  69
— food  eco n o m y  69

W age d ifferen ces (H .)
— and  in co m e  regu la tion  60 ,101

W age reg u la tio n  (H .)
— and  p roduc tiv ity  58

W age system  (H .) 58
W ages (H .)

— and  in co m e  regu la tion  58
W este rn  E u ro p e

— eco n o m ic  re la tions w ith H u n g a ry  13
W holesa le  tra d e  (H .)

— m ate ria ls  64, 65 
W orking tim e

— an d  le isu re  tim e  7
W orking tim e  (H .)

— and  le isu re  tim e  11
W orld  C o n g re ss  o f  E co n o m ists , 7 th  116
W orld  eco n o m y

— and  C M E A  coo p era tio n  102, 104
— an d  C M E A  co u n tries  93, 98, 1 0 0 ,1 0 8 ,1 1 4  

W orld  eco n o m y
— an d  develop ing  co u n tries  93 ,1 1 7
— an d  reg iona l in teg ra tio n  93
— an d  sm all co u n tries  89
— eco n o m ic  crisis 92, 95
— effec ts o n  H ungary  22, 39, 50, 84, 86, 95
— in fla tion  92, 95, 96
— in te rn a tio n a l div ision  o f  lab o u r 92, 93, 95
— stru c tu ra l changes 95
— technica l p rogress 95

W orld  m a rk e t,  w orld  trad e  92
— and  eco n o m ic  in teg ra tio n  93
— an d  H u n g arian  fo reign  tra d e  81

Y ugoslavia
— p ro p erty  rig h ts  40
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