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Acta Oeconomica vol. 6 (1- 2), pp. 1—3 (1971)

EDITORIAL

The Acta Oeconomica has gained in volume and will be visiting readers
in all parts of the globe more frequently. Owing to a very painful event and
to another factor, a very heartening one, our Editorial Board has had to
be reorganized. The painful event was the loss of the chairman of the Board,
Imre Vajda; the heartening factor is the advance of Hungarian economics
which has deserved representation in our journal and has made it necessary
for us to draw newer forces into the difficult work of editing.

Professor Imre Vajda was not only a distinguished economist, inter-
nationally recognized, but also something more: an unrelenting publicist who
considered economic activity — to use the terminology of sociology — the
centre of the goal-rational system and who both understood and unswervingly
fulfilled the requirements of the value-rational system. On the pages of this
periodical we should like to follow his intellectual heritage, the inspiration
of his scientific bequest, the spirit of his unrestful creative talent always
striving towards new knowledge.

The main purpose and effort of this periodical has been and will be
in the future to inform the exponents of our discipline working in different
countries under radically different conditions of what is happening in the
Hungarian research workshops, of the recognitions made and conclusions
drawn and of the trends in the manner of reasoning on the key problems of
our economic growth and development. The answers to these questions are
formulated at a time when the Hungarian economy — like the economies
of other socialist countries, yet displaying certain specific features — is
looking for new ways of improving efficiency, technological progress and
management methods. Our country is striving to assert these postulates in
harmony with the fundamental requirements of the socialist way of thinking
and the socialist system of values. These problems claim the interest not only
of those who live in a socialist society or for whom the creation of such a
society is an organic part of their immediate system of objectives, but of all
those concerned with the relationships between different systems of civilization
and the economy.
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2 EDITORIAL

This great problem has namely, not only a historical interest — as
assumed by many people: it subsists and coexists with us even though under
highly different forms. Trying to find answers to this intriguing questions
are the socialist economies by engaging in reform experiments, the revolting
youth of the capitalist countries by discarding the inherited systems of interests
and purposes, the developing countries by struggling with a multitude of
conflicts between the inherited system of civilization (tradition) and the
economy.

We intend to examine the problems of world economy more frequently,
more regularly and more actively. We live in an age, when the interdependences
between national economies are rapidly growing in terms of both quantity
and quality and when economies at extremely different levels of development
participate in the international division of labour. How to find new approaches
to the problems of the international division of labour in a world where the
classical or neo-classical type of commodity exchange makes the rich richer
and the poor poorer? On the other hand, the development conceptions of
national economies may easily become irrational if the impulses of the world
market are neglected. Yet, in fact, no economy can afford this in a world
where the regrouping of assets from the most advanced countries to the
least developed ones has become an objective necessity.

Particular care is devoted to the investigation of the economic coopera-
tion problems on our continent, in Europe. Our starting point is that in order
to bring about a European security system it is in the interest of both parties
to establish such a quantity and quality of common economic interests as
will secure, through the value systems of the national economies, a proper
counterweight to the possibility of making “one aspect” decisions (“purely”
political or “purely” security). The creation of common interest and the
development of cooperation have been put on the agenda at a time when
foreign trade has become the most dynamic factor of economic growth and
development. The dimensions this dynamics has assumed in our days have
engendered new forms of economic cooperation.

Our task is to investigate these great problems of political and economic
history of our age from the point of view of the Hungarian economy. The
Hungarian economy is a socialist economy, and this fact will, obviously,
always underlie our views, without, however, making attempts to state some
official standpoint.

The authors expound their views according to their best scientific
conviction and conscience. They are socialists, and this will become manifest
in their viewpoints, methods of approach and their value judgements, but
science, politics and economic history alike testify that there are various
alternatives for approaching the same problems and questions even under
socialism.
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EDITOKIAL 3

Another reality of our age and our continent is that the majority of
the European national economies ai® non-socialist economies. These countries
are also looking for new ways in cooperation, with their own methods and
within their own interest system. The opinions and views of economists in
these countries on the expansion of economic relations are particularly
important to us. It should be obvious that in the course of developing cooper-
ation both — otherwise highly different — value systems should be taken
into account, since joint work can only rely on a correct division of advantages
achieved in common. Thus we intend to provide an opportunity for a dialogue
between the representatives of European political economy — socialist and
non-socialist alike —on the pages of this periodical. We ask for their coopera-
tion and will regularly invite internationally known personalities to com-
ment on the problems outlined above.

It will appear from the above that our periodical though centered on
problems affecting also Hungary, has no provincial bias. We do not transmit
only the creations of the Hungarian intellect to the world but, in several
respects, also present the world —as an active and passive medium —to
Hungarian economists.

On this basis we hope to be able to hand to our readers an up-to-date,
active and interesting periodical. We shall be grateful to our readers for every
useful proposal or idea. We hope that through the new ideas permeating
economics and through the common humanistic heritage of mankind we shall
find contact with our readers who will feel that this periodical is theirs.

J. Bognar

1 Acta Oeconomica 6, 1971
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J. Bognar

THE ROLE OF EAST-WEST ECONOMIC RELATIONS
IN PROMOTING EUROPEAN CO-OPERATION

East-West trade still is not more than a fraction of world trade; the rea-
sons for it may be found rather in politics than economy. Though trade is on the
increase now it can prosper only if mutual advantages are asserted; but once
established, trade relations may favourably affect political decisions. — In the
second part of the study, the author examines the theories of the international
division of labour and of foreign trade, criticizing mainly the neoclassical the-
ories, which have become an obstacle to new trends in economic relations. He
stresses that international corporations present a new and important phenom-
enon in the history of capitalism. The foreign-trade behaviour of the socialist
economies is also analysed, indicating that, due to the socialist ownership of
the means of production, the state is inclined to think rather in terms of struc-
ture than in that of commodities. With the reforms under way this situation begins
to change. — In conclusion, the author summarizes the ideas, which, if imple-
mented, may promote East-West trade.

East-West trade, in spite of its marked increase in the past years, is still
not more than a marginal factor in world trade. According to the tradition-
al view, economic (trade) relations are more flexible than political relations.
It may, however, be presumed that this statement applies only to circum-
stances in which the leading powers of the world are countries sensitive to
foreign trade, as was for instance Great Britain. But if great powers are
less sensitive to foreign-trade relations (countries with a vast domestic mar-
ket and rich in natural resources), it may well be that the level of economic
relations will remain below the magnitude that would politically be permis-
sible or desirable.

So let us first examine whether or not the factors determining the low
level of East-West trade can be found in politics.

Three political strategists and an outstanding economist-diplomat should
be quoted in support of this statement. Bernard Baruch, President Truman’s
adviser, has formulated the goal to be attained as follows: “In order to maintain
its economic and military superiority, the US must try to curb the growth
rate of the Soviet economy.” George F. Kennan [1], an outstanding expert
on Soviet-American relations, who organized the Policy Planning Staff of
the State Department after the Second World War, summed up his opinion
on East-West relations in the following words: East-West trade is “political
rather than economic. Particularly is this true when it comes to United States
trade with Russia and the bloc: for the economic dimensions are entirely
of a secondary order. But it is also true when it comes to the question of

Acta Oeconomica 6, 1971



6 J. BOGNAR: EAST-WEST ECONOMIC RELATIONS

Western European policies in this field.” My third quotation is from Z
Brzezinski [2], a well-known American expert on Central-east European
questions, who quotes Abram Bergson’s report to the Senate: “U. S. policy
in this area (that is, in East-West relations) must be formulated primarily
with reference to political aspects.” And then, comparing economic relations
to an electric switch, he essentially repeats Bernard Baruch’s opinion: “It is
not the purpose of the US to promote the development of the Soviet econ-
omy.”

Gunnar Myrdal [3], the outstandig economist who was Secretary Gen-
eral of the Economic Committee for Europe in the most critical days of
the cold war and in the early days of the thaw, also stressed the decisive
significance of political factors: “There is one general point that | believe
needs to be stressed in any discussion of East-West economic relations in
Europe, viz., the paramount importance of polities in economic affairs. Dur
ing the whole century before the First World War and right up today there
has been a tendency to give too much stress to economic factors in inter-
national relations.”

The reader may have the impression that the picture is not complete,
since it was not exclusively the wish of US foreign-policy strategists to use
international economic relations for political purposes. It would not be
difficult to quote West European views and sources, but the particular
responsibility of the United States in this field is beyond argument. The US
Government was responsible for the Battle Act, and later for the Trade Expan-
sion Act, the initiator and executor of legislative and organizational measures
that eventually led to the freeze in East-West trade. It should also be remem-
bered that open political discrimination still exists, and that Nixon has not
formulated new politics in this respect, although he has couched it in a definite-
ly more elegant and elaborate style: “We look forward to the time when
our relations with the Communist countries will have improved to the point
where trade relations can increase between us” [4]. The position outlined in
the presidential message essentially reiterates B. Baruch and G. F. Kennan’s
view: East-West trade is a political problem in the first place, and it shou
be approached from this angle.

When emphasizing the paramount importance of political factors we,
naturally, do not mean to underestimate the problems and difficulties deriving
from the differences of socio-economic systems or from actual economic-
political difficulties.

These factors show a very intricate interdependence and hence it is
extremely difficult to separate their influence within a system of decisions
and actions wherein they originate. In the abstract it is possible to conceive a
socialist economy with a per capita national income and an economic efficiency
as high as to rank first, but at present this does not exist. The construction
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J. BOGNAR: EAST-WEST ECONOMIC RELATIONS 7

of a model and its analysis would therefore be needed in order to visualize
the approach to problems of international trade of a socialist economy
whose attitude is influenced exclusively by fundamental interrelations deriv-
ing from the socio-economic system. In practice, however, no national econ-
omy can be conceived whose attitude te foreign trade is influenced by one
factor alone. These statements apply — mutatis mutandis — also to the capi-
talist economy. It is obvious that the more advanced an economy, the more
interdependent factors emerge and the more alternatives for action are to
be faced (the wider the range within which economy will be able to pick and
choose).

“Yet, what we must face today are not only the effects and developments
radiating from these two factors (the socio-economic system and the actual
economic-political situation complicated by the different levels of development)
but also the consequences of economic events of the past two decades initiated
by political motives and running along their own paths. It may well be that
the effect of the above factors upon international trade have been
overestimated or overemphasized, but it remains a fact that this value
judgement has engendered economic decisions and actions which, in turn,
have increased differences, created new institutions, have transformed the
economic structure of interests to suit the new situation and have, in most
cases, triggered off “‘counter-measures’” on bchalf of the other party. Thus,
— in keeping with the scientific-technical revolution — economic integrations
have come into being which, with theimprovement of “‘co-operation techniques’,
have established a system of mutual advantages, on a much larger scale
than before, a system that is not available to others (that is, to outsider
countries). The agreements concluded on this governmental level have chan-
neled enterprise actions into a new course. This again shows that politics
has been a brake and obstacle in one direction and a promoting factor in
another direction; and this has resulted in the development of “well-channelled”
cconomy into a stage where the inherent laws of economy acquired the
decisive role.

The interactions of political and economic processes described here
should be thoroughly understood because the economic processes and interest
relations that have evolved during the last two decades have turned today
into concrete conditions for politics, too. The processes cannot be stopped
or reversed by political neutrality or by a mere declaration of political good-
will.

In the second half of the sixties, however, essential changes could be
observed in international political relations. I wish to stress some of
them:

1. The military forces of the two superpowers have come to an equilib-
rium, on the one hand, and on the other, contemporary armament has
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8 J. BOGNAR: EAST-WEST ECONOMIC RELATIONS

developed into such untold forces of destruction that the growing costs do no
longer increase the security of the vying parties with respect to each other.
The other countries are practically “defenceless” in the military sense
of the term even though possessing certain destructive potentials (Great
Britain, France, the Chinese People’s Republic). Under such conditions,
conventions between the great powers on reducing armaments have become
conceivable in practice and reasonable in reality. The talks conducted to
approach and gradually to achieve these conventions will presumably clarify
the fundamental question of what kind of armament policy is best suited
to attain the indispensable degree of security which is rational also in the
nuclear age. The various international crises of the sixties seem to have
convinced both parties of the necessity of avoiding an atomic war. Con-
sequently, the parties are no longer afraid of being attacked by the other;
what is more, the European continent has witnessed a renunciation-of-violence
pact being negotiated, with such signatories as a member of the Warsaw
Pact and a member of NATO.

2. A substantial improvement of the political situation within Europe,
the most conspicuous result of which is the agreement signed by the Soviet
Union and the Federal Republic of Germany. It may be presumed that this
agreement of paramount importance will make it possible not only to regulate
and improve the relationship between the FRG and the socialist countries
of Europe but also to promote all-European relationships.

3. The proposals of the Soviet Union and of the socialist countries for
creating a European security system open up new vistas in the development
of this continent. Security does not only consist in solving merely political
and military problems, mutually reassuring the parties. It is evidently necessary
to solve these problems since centres of tension may develop unexpectedly
not only in Europe; critical situations or crises evolving on other continents
may spread to Europe where considerable military forces are still concentrated.
(NATO — Warsaw Pact.) A system of European security could moderate
and later minimize dangers of this type. Yet, beside creating a political and
military security system, it is also necessary to develop economic, scientific
and cultural co-operation since the common interests (residing in, and disclosed
by, co-operation) are important factors in stabilizing the situation and in
enhancing confidence.

In a changed political situation — and these changes are expected to
culminate in the mid-years of the decade ahead of us —we may rely on the
following assumptions in prognosticating East-West economic relations:

a Political conditions in Europe are not going to hamper the

development of relations; and a sound and circumspect political leadership
will endeavour to promote commercial and economic ties. The strengthening
of security and mutual trust is preconditioned by the postulate that the

Acta Oeconomica 6, 1971
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parties should have more important interests involved in maintaining security
and moderating possible tensions than in tolerating a possible deterioration
of the situation. Peaceful co-existence and co-operation between countries
with different social systems can only be conceived on the basis of common
interests. In the modern world, economy is the firmest basis of any system
of national and international interests and constitutes a sound counterweight
to unilateral decisions deriving from different (political, military) interest
structures. Every government acts under the impact of contradictory forces;
any decision made on the basis of “purely’ political or military considerations
would substantially differ from a decision made on the basis of “purely”
economic considerations. Common economic interests, joint decisions on
maintaining and developing mutually advantageous economic processes
may play an important part in creating mutual confidence and in preserving
contiuity in conditions for co-operation. With some exaggeration we might
say that the accumulated amount of common interests is one of the indirect
guarantees of the new system being created (i.e. of European security and
co-operation). ;

b. The favourable development of political relations within Kurope,
however, is only a tendency, a promise for the fulure; our presence is still
determined, in many respects, by mutual mistrust rooted in the period of
the cold war. It is also evident, that both within and outside Europe there
are great political and economic forces trying to hamper co-operation. There
still is much doubt and scepticism, becausethe mainstream of thaw and im-
provement over the last one and a half decade has often been interrupted by
real crises and crises of confidence, by periods of setback lasting for years.

c. Another thing to be reckoned with is that the difference between
the economic systems, on the one hand, and the economic-political strategy
due to the different levels of development, on the other, have given birth
to very dissimilar approaches to the problems of international trade. Although
these problems do exist, their traditional assessment has exaggerated their
significance. The gaps can be bridged in a spirit of mutual understanding
and goodwill, even though the importance of this possibility has often been
contested in the course of the last decades. Mutual understanding today is
still a postulate rather than established practice, since in the years of the
cold war we made no attempts to understand the logic of actions of the other
party. That is why so many prejudices survive in public opinion, including
public economic thinking. Unfortunately, we are not sufficiently well acquaint-
ed scientifically with the actual conditions and endeavours of one another
so as to help mould public opinion.

Consequently, the action programmes for improving East—West relations
and for incorporating them into the interest relationship of the two parties
will have to be figured out in the course of further development.

Acta Oeconomica 6, 1971
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1.

Will progress not be too difficult and cumbersome under such circum-
stances? It will obviously not be easy, nor can it be so, a process that has
gone on for a quarter of a century needs reversing under conditions when
this necessity is still being questioned by considerable political and economic
power factors and when the world outside Europe lives in tensions stemming
from growth and development unprecedented in human history (the liquida-
tion of economic backwardness, demographic revolution, conflicts of the in-
herited system of civilization with the requirements of the new world, the
threat of exaggerated nationalism, tensions between tribes and ethnic groups
straining the internal situation, etc.).

It should also be realized that the theories and conceptions concerning
the international division of labour and foreign trade are the least explored
and most backward fields of economics. With some exaggeration we might
say that international trade today has its practice but no theory. This can
be ascribed to two main reasons: first, in the last two decades research has
been focussed on issues controlling and influencing national economies, and
secondly, world economy consisting today of over a hundred national econ-
omies which represent extremely different stages of development, of many
integrated groups, and of three types of socio-economic systems, all this has
become too complicated. Under these circumstances it is extremely difficult
to formulate action norms or postulates of universal validity that would
equally distribute advantages between, for instance, the United States and
the Republic of MaU. If, on the other hand, world optimum is looked upon
as the resultant of combinations and compromises between national eco-
nomic policies, then the best norm we can recommend is to say that every
national economy should act according to its own interests. This, however,
will not yield a world optimum. The problem evidently stems from the fact that
the national state and the national economy constitute a system of forces and
interests much more solid than anybody would have presumed. Let me recall
that Imre Vajda [5] made this point in his dramatic inaugural lecture at the
Hungarian Academy of Sciences in 1968. We shall come back to these
issues when dealing with the factors determining or influencing the foreign-
trade policies of socialist countries.

It follows that | understand the relative backwardness of economic
theories and conceptions associated with the international division of labour.
Yet, in spite of this understanding attitude, | consider it a danger that the
views of most research workers studying the problems of international trade
should be influenced by the welfare variant of the classical free-trade theory.
Yet the western world of today is, naturally, not void of outstanding scholars
who correctly interpret the relationship between international trade and
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J. BOGNAR: EAST-WEST ECONOMIC RELATIONS 11

economic policy aimed at liquidating the economic disparity and at updating
backward national structures [6].

I should like to stress that what I want is not scientific polemics provoked
by my criticizing the present-day variants of the free-trade theory but to
avert an obstacle that might hamper a possible understanding. No co-operation
can be achieved between the dominating capitalist countries and the rest
of the world on this basis.

The free exchange of commodities is the interest of the country (of all
countries) — says the theory. Every country should specialize in products
in which its comparative advantages are the best. A spontaneous division
of labour between nations will ensure a maximum amount of products for
both the given country and the world economy. Therefore the optimum
develops at world level. Maximum welfare is characterized by such prices
of all commodities which coincide with those formed in the course of free
competition. Trade limitations are incompatible with these optimal require-
ments, hence their elimination (especially within an integration) leads to
a better division of labour between producers and to the improvement of
welfare or the welfare of the region). '

But recently even neoclassical authors have given consideration to the
arguments of a new industry in the making and even GATT is inclined to
make exceptions for developing countries.

Unfortunately, it is not an easy thing either to prove or to disprove
economic theories. Unknown in our discipline is the “stringency of the
theory” whose interpretation has played such an important part in the
development of mathematics, and so is the “scale of validity” which is of
paramount importance in understanding the phenomena of the physical
world. (According to J. v. Neumann, what our physical experience can
encompass is a linear scale extending up to 1019).

But how do we qualify theories of this type? As axioma, postulates,
hypotheses or principles derived from actual economic policies and statis-
tically proved? Have we, in formulating this or that thesis, considered
the fact that economic phenomena are not affected by purely economic
factors? Such uncertainties are generally associated with a large part
of our present-day economic knowledge.

Yet when realizing the uncertainties deriving from the present state
of our discipline, we must also point out the factors and circumstances that
are simply ignored by neoclassical free-trade theory. Let us dwell on them
at some length.

1. Examining the issue from the angle of economic history, we can
say that the three most successful growth centres of capitalist economy in
the 19th and 20th centuries, namely, the American, the German and the
Japanese ventures, have relied on protectionism. Alexander Hamilton’s Report
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12 J. BOGNAR: EAST-WEST ECONOMIC RELATIONS

on Manufactures testifies that the American leading quarters realized the
dangers deriving from the disparities of economic structures and decided to
liguidate them with the help of industry protected by premiums. The Zoll-
verein (1834) tried to protect itself against the invasion of goods by industri-
ally more advanced powers, and Friedrich List evolved the theory of “educative
import taxes”.

The Japanese development in this respect displays specific traits, since
it took several decades for the government to build up a standard on which
it could conclude trade agreements with the western powers on equal footing,
and it could only recover tariff autonomy of the country as late as in 1911.
But beginning from this date, protectionism started developing vigor-
ously [7].

The conditions today, naturally, differ from those in the 19th century
or in the early 20th century; yet history proves that strong nations are not
ready to submit to the consequences of economic disparity. In the right
moment, even with risks involved, they start developing a contemporary
economic structure.

2. The theory of comparative costs can, however, also be approached
from the angle of practical observation. On the basis of Ricardo and the
theory of the neoclassical authors, practical observations ought to show
that the relative volume of exports is in negative correlation to the relative
labour costs (productivity ratio divided by the ratio of wages), yet —
according to M. E. Kreinin’s [8] calculations, — this correlation does
not hold. But the question is whether or not the positive correlation, to be
expected on the basis of the theory, between the productivity and the export
ratio of a given industry are valid.

M. E. Kreinin has examined twenty-five industries in the United States
and in Great Britain in the period between 1958 and 1965 and has come
to the conclusion that a positive correlation between labour productivity-
and the export ratio can only be ascertained in six of them. Such correlations
have been found mostly in what are termed homogeneous industries (glass,
leather, cellulose). Changes in the productivity of labour —in the case of
differentiated products — do not involve changes in export performance.
It may be assumed that in the case of such products, international demand
has a much stronger effect on export performance than has either productivity
or prices. This assumption corresponds, by the way, to experiences that-
can be gained in domestic economies.

3. The neoclassical theory neglects interrelations associated with the
existence of states and national economies in spite of the fact that the political!
influencing faculty and responsibility of the states and governments have
markedly increased. A state is, however, something more than the sum total
of the firms, and production interests and welfare associated with the
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population, nation, cannot be made dependent on the world market. The
international exchange of commodities in this sense is a co-operation, and also
conflict between national structures. Every national economy develops,
updates and protects its own structure, that is, its right and possibility to
create a structure desirable from the point of view of the nation, since the
structures themselves constantly influence one another. Not only economies
with weaker (backward) structure avail themselves of instruments of power
to increase their cohesion and resistance, but this is what happens also in
firmly structured economies. By the system of credits and taxation, the
budget, by indicative planning, through the infrastructure and programmed
strategies the state gives considerable help to economic enterprises. These
central measures are, naturally, less overt than in economically weaker
countries, because government measures blend with market elements in a
peculiar way, but the substance is the same. The nations, the national
economies and the examination of issues associated with their existence and
strengthening cannot be overlooked in the international exchange of com-
modities. (The concept of the national economy as a unit is confirmed
in capitalist economy, for instance, by the redistribution of incomes, by the
policy of full employment and so on.)

4. Ricardo’s teaching on the comparative advantages has a static
character, which is understandable for two reasons: dynamic thinking did
not yet effect economic thinking in his days, and the comparative advantages
mostly relied on natural resources.

In our days, however, economic thinking has become dynamic, and
the comparative advantages lie with the more advanced structure, higher
technological and scientific level, with higher organizational capacity, elasticity
and with possibilities of substitution. How can one, under such circumstances,
think about a possible division of labour in certain regions or in the world,
as about some idyllic or a ready-made, predetermined process — as the represen-
tatives of the neoclassical theory do? The dynamic comparative advantages
are results of development which contain the elements of disparity, back-
wardness and asymmetry as long as they are not dissolved in the course of
history. In the comparative advantages of our days the development, structural
and organizational factors are coupled with power hierarchy the existence
of which is often overlooked.

5. The neoclassical theory is still unaware of the ‘“‘first sovereignty
system” (the states) at a time when the “second sovereignty system” has
already made an appearance in the form of large concerns. The theoreticians
of world concerns are not as bashful as that when overtly proclaiming that
“corporate management becomes quasi-political because of the necessity of
using all the instruments of strategy that states use in this arena.... The
multinational corporation, in short, is in politics, whether it likes or not’ [9].
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Ferdinand Lundberg [10], too, speaks about *“quasi-political states” when
analyzing all the attributes of the world concern that are reminiscent of the
functions of a state. Several authors point out that one of the characteristic
features of business undertakings is that they may go bankrupt, but this
would happen to big concerns no sooner than to the state. The leaders of big
concerns openly boast that they shall do business more and more with
themselves in the future throughout the world [11]. It is also commonly
known that the large concerns “no longer concentrate on the export of certain
commodities, on the profitability of individual transactions or on that of
certain vertical production processes”, because they assess their profitability
on the basis of their entire activity and on a world scale.

6. Under these circumstances it is also evident that international trade
or economic efficiency today does no longer mean enterprises of a “normal”
order of magnitude, associated with “perfect competition”. In 1967 the
American world concerns exported commodities in the value of $ 6,000 million
to their affiliated firms, which amounts to about 23 to 24 per cent of contem-
porary American export. The world market is, therefore, no neutral judge
assessing the productivity of nations with a view to a rational international
division of labour, since it is a “manipulated” medium, one influenced and
changing under the impact of concentrated economic powers.

7. Monetary policy can, evidently, not be separated from the structure
preferred by the dominating economic powers. The accuracy of this
statement is confirmed by the role and position of the key currency, the US
dollar, by the policy of the International Monetary Fund, and also by other
phenomena. But we cannot go into these details now.

It is therefore impermissible even on the basis of the neoclassical ap-
proach to idealise the theory of comparative advantages.

This theory should also be considered a principle serving as a yard-
stick and promoter of rational economic actions. But never in history
has any economic policy been built or economic relations based on one single
principle. Hence the adoption of this theory (within its own range of validity)
must not lead to ignoring other factors in this complex and interdependent
world of ours. In the course of stormy economic development, the substance of
comparative advantages and the institutional background of foreign trade
have been transformed, economic disparities have assumed tremendous
dimensions, new economic systems have come into being, and world concerns
embodying unfathomable economic power have been created. In spite of
these changes, the national economies must continue trying to secure com-
parative advantages in the long run, but the judge of politics can no longer
remain the non-neutral world market; we must trust that every nation is
sufficiently mature and reasonable to be able to stick to its own economic
self-interests. Conceptions and endeavours other than this contradict the
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notion of national sovereignty on which international political relations rest
today. Every nation must evidently take into account the economic interests
of other nations and international relations, but an international division of
labour derived from the present power conditions in world economy would
mean the imposition of the interest structure of economically more powerful
countries and organizations upon the weaker economies. It is indispensable
to create gradually a form ofinternational co-operation not hampering but pro-
moting the liquidation of economic disparities. World economy, including the
stronger economies, will find it useful to eliminate these disparities since the
rate of development is, after all, determined by demand in the first place,
— and demand necessarily remains low in economies on a lower level of de-
velopment, having a rudimentary structure and unilaterally dependent on
powers.

I11.

It is extremely important to make economic public opinion understand
what is really going on in the capitalist economy, and in the case of co-oper-
ation it is equally important to make people understand what is actually
happening in socialist economy. At present, socialist foreign trade is also
stronger in practice than in theory. There is, however, no doubt that the
literature dealing with problems of foreign trade, of trade between socialist
countries, has become considerably richer in the past decade. Yet, the number
of studies devoted to analyzing the issues of East—-West trade, i.e. trade
between countries with different social systems, is relatively small. In the
remaining part of my paper 1 wish to discuss these issues in the first place.

We have already mentioned that the present system of socialist economy
and economic practice has certain criteria that stem from the fundamental
principles of the socio-economic system, but also others that are associated
with the level of development of these economies as compared to others,
as well as with a policy trying to liquidate the disadvantages inherited from
the past (relative backwardness or economic disparity).

The criteria of the first category (those deriving from the system) can
evidently be considered — in the short or in the medium run as frames
determining the possible zone of economic-political actions. In the long run,
of course, even the conception of the system criteria is subject to certain
changes under the impact of economic development. For instance, the role
of the state as the owner of capital may equally assert itself both in a centralized
and in a decentralized management system. The criteria of the second category,
in turn, undergo changes in implementing the perspective objectives of
development (liquidation of disparities), depending on the actual economic-
political situations and experiences.
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To the system criteria belong such factors as the state’s right to capital
property which means that the economic interests, the responsibility of the
state, its obligation to act and decide, encompass a much wider scope than in
capitalist countries. Moreover the macro-economic interest aggregate (i.e. that of
the national economy) is not the sum total of micro-economic actions but
constitutes a system of values, backed by real power representation and
asserting itself in advance (even in the case of decentralised management).
Viewed from the angle of foreign trade this means that the owner of capital
thinks not in terms of individual commodities or business transactions but
in the aggregate outcome of interdependent activities.

The obligations of the state as the owner of capital are in conformity
with its tasks deriving from its classical and new functions which can be
summed up in the simple statement that the state is required to ensure the
welfare of the workers of the socialist society. But according to the concept
of socialism, the state is responsible not only for the development of the
socialist nation and of the national economy but also for the fate of the socio-
economic system. (In practice, this responsibility naturally exists also in the
capitalist system, but is less explicitly formulated.)

Safeguarding the right to work, for instance, is one of the duties of
the state in taking care of the workers in a socialist society, which — viewed
from the economic-political angle — involves the endeavour to maintain
full employment.

The interpretation of the system criteria as a framework for actions
means that, for instance, in the case of imbalance, unemployment must not
be used as a mode of restorting equilibrium.

The criteria associated with the degree of economic development require
the economic management to follow a system of actions directed to the
liquidation of relative economic backwardness and of the actual economic
disparities. Economic disparity in international trade is revealed not so much
in the selling and buying of individual commodities but rather in the unequal
structures through which exchanges are realized.

The gradual liquidation of relative economic backwardness and of
economic disparity is not just one of the many problems the socialist system
is called upon to solve, but is a decisive issue, perhaps the most important
one, since this is the main yardstick by which a nation measures the efficiency
of the new system and of the new leadership. The liquidation of structural
disparity obviously requires intensive trade with the outer world (including the
advanced capitalist countries), since otherwise we would find ourselves in
the necessity to re-invent whatever is already available in the world. The
foreign trade which —on account of the capital owned by the state —cannot
be concentrated on the mere exchange of individual commodities or on
business transactions, is called upon to comply with new orientation require-
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ments raised by economic policy directed to the liquidation of economic
disparities.

This orientation requirements show certain changes depending on
whether the management system is a centralized one, using direct instructions,
or a decentralized one, indirectly regulating the economic conditions. As far
as foreign trade is concerned, the direct, centralized model is comparatively
closed. Within this relatively closed model, the economy establishes contacts
with the outer (non-socialist) world only along the zone where they are indis-
pensable (disregarding the accessory and associated effects and possibilities
of combination) and uses the imported means of production chiefly for pur-
poses of import substitution. But when passing judgement on this statement,
let me recall that the conditions created by the cold war did not really permit
the development of any other model (that is, foreign-trade policy). When
embargo is imposed on 50 per cent of the commodities usually exchanged
in international trade, the model of economic development gets distorted
and can only be of the import-saving type.

The decentralized model, on the other hand, is more open to foreign
trade. This means that the contacts with the partners are built on wider
foundations (with due regard to possibilities of combination) and what is
expected to restore the foreign-trade balance is no longer the reduction of
imports.

What are, indeed, the orientation requirements raised by economic
policy in foreign trade?

1 The main task of foreign trade is to encourage economic-technological
development and to promote the liquidation of economic disparities. This
applies to both models, though there is a substantial difference: in a closed
model the profit attainable by means of exchanging goods is relatively insignifi-
cant, whereas in an overt model - owing to the larger freedom of action of the
enterprises and to their increased interest in profits — the surpluses that
can be gained from selling and buying commodities play a much more im-
portant role.

2. Economic policy is much more concerned with improving and up-
dating the pattern of commodity exchange than with advantages attainable
through traditional exports.

This requirement is also modified to some extent in an overt model
since the activity of the enterprises will show that certain “contemporary
exports” may not be profitable while traditional products — especially
when up-to-date industrial and commercial technology is adapted — may
yield substantial profits.

3. Economic policy intensively concentrates on markets where new
industrial products can be placed. This gives birth to two kinds of trade
structure. In an open model the endeavour to render industrial products

2 Acta Oeconomica 6, 1071



18 J. BOGNAR: EAST-WEST ECONOMIC RELATIONS

marketable everywhere will prevail. As a consequence, foreign trade will not
only be an impulsive force but turns into a tractive force in the economy, since
a substantial part of investment and scientific research will have to be
mobilized to this end.

4. Economic policy tries to liquidate one-sided economic dependence,
or to prevent them from developing. This requirement assumes a defensive
form in the closed model; there is reluctance to being engaged in long-term
commitments which have far-reaching multiplying effect. In the open model
this requirement may assume a rather offensive character, an endeavour
to engender interdependences.

5. Economic policy has assessed the situation and power relations in
a sense that the new structures in the making — destined to Uquidate the
relative economic backwardness — should be protected by measures taken
in foreign-exchange policy. On the other hand, since the dollar as a standard
value is at the service of the dominating economies, it follows that an accom-
modation to the world economy cannot be achieved on a monetary basis.
Owing to the different patterns of the products involved in commodity ex-
change (demand for up-to-date products is usually much more dynamic than that
for traditional commodities), a disequilibrium in the balance of payments
may be feared, which usually leads to capital imports and often even to direct
investments. This is a state of “one-sided dependence” because what pene-
trates the receiving country is a structure suited to the lending country;
direct investments, too, depend on foreign centres. Therefore, the general trend
was to prevent crediting or direct investments which, in turn, meant that
imports had to be kept at a level lower than would have otherwise been
necessary.

In a more open model — provided international political and economic
conditions permit — there is a readiness to accept middle- or long-term
bank credits or bond credits if reimbursement seems to be guaranteed. In the
case of long-term credits, Western inflation is, of course, a problem since
it means — quite understandably high interest rates. The main forms of
international flow of capital (partial ownership, direct investments, interna-
tional concerns etc.) are not applicable to relations between capitalist and
socialist enterprises. On the other hand, forms of co-operation, involving
joint economic activities and common profits, would be suitable solutions.
In such cases, the modes of transferring invested capital can be regulated
individually, management, employment etc. problems can also be solved
separately. Co-operation in this sense still is in an experimental stage, and
certainly to be moulded by practice, just as it happened to joint stock com-
panies in the old days. The development of the modes of co-operation in mutu-
ally useful forms would have a decisive importance not only for East-West
relations. It is common knowledge that direct investments are by no means
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popular in our days either in Western Europe or in developing coun-
tries. For lack of space | shall dispense with quotations supporting this
statement.

V.

International political developments indicate that politics is no longer
interested in restraining the progress of international ties; what is more,
signs on the horizon promise the advent of an era when politics becomes defi-
nitely interested in promoting co-operation in order to achieve a degree and
an order of magnitude which is the precondition and consequence of peaceful co-
existence, of stability, security and confidence among nations.

But it is evident from the above considerations that neither party can
adopt co-operation methods that contradict the fundamental principles of the
socio-economic system it represents, or run against its social and economic-po-
litical aspirations. It follows that the technique of maintaining contacts can
only be evolved on a pragmatic basis and with the help of compromises.

The most powerful driving force of international economic relations is
interest, irrespective of whether the interests are coupled with some develop-
ment target or with the increase of profits or with both. The prognostication
of mutual interests promises favourable developments, since the demand in
the socialist countries grows in products demand for which is the most dynamic.
The acceleration of technological development (which is, naturally, qual-
itatively different from the establishment of the basic structure) requires
an extremely large amount of imports, since simultaneous progress is to be
made in improving the export structure, in reahzing part of the manpower
for services, in an accelerated building up of the infrastructure and in raising
the welfare of the population. This gives the other party the possibility to
expand its production in the most up-to-date area. On the other hand, if
technological development is accelerated, the delivering capacity of socialist
economies also increases considerably.

As to the commercial methods, these should not concentrate exclu-
sively on the structure and dynamics of the present market. It is, for instance,
clear that making the other party acquainted, in some form, with the economic-
political decisions and endeavours, promises more combination possibilities for
the future than just traditionally meeting market demand in a given com-
modity. This kind of trading method is evidently still in an experimental
stage, requiring further considerations, but once widely adopted, it will give
us greater stability and security than we have had so far.

With a view to gradually developing this trading method it seems expe-
dient to deliberate on the institutional, enterprise and monetary forms which
have already assumed some crude shape and could be refined by the slight
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modification of the present practice. Indeed, this might become indispensable in
large-scale co-operation.

Economic-political committees (Hungarian-French) and industrial-
sectoral committees (Soviet-French) have already been set up at ministerial
level. It would be expedient to extend the authority of these committees
to dealing with such issues as the economic-political (development) plans
of the countries concerned to an extent that would give sufficient
orientation possibilities to the other party for various combinations. The
working methods of these committees should acquaint the other party not
only with the final conclusions (for instance, what we want to buy or to
sell) but also with the motives and alternatives of the various development
concepts.

It is evident that every development idea is bom out of a wish to
satisfy existing or predictable needs yet, when decisions are made, a wide
variety of alternative solutions for meeting these demands are discussed. One
of the alternatives in this sense is the utilization of imports to meet the
demand in question in the long run, provided that development funds there-
by released can be used for export, on the basis of favourable market prog-
noses. But possibilities and combinations of this nature will not be disclosed
unless the partner or partners are also aware of the motives of the economic-
political intention.

Scientific-technological mixed committees operate between several
countries, and representatives of private industry can also be found among
the members delegated by the Western partners.

There are frequent and regular contacts between experts on transpor-
tation and communication and also in the field of tourism, which should be
welcome as an important step because these fields promise rapid and impressive
results.

Foreign-trade delegations concluding long-term trade agreements, for
instance, could be made to operate permanently.

Economic-poUtical or scientific-technological committees could be
authorized to function multilaterally through the Economic Committee for
Europe.

All these suggestions take into account the fact that the various economic
and trade integrations such as the Common Market, the CMEA (Comecon)
and EFTA will continue functioning within Europe.

In addition to these, certain subregions could be created — evidently
in a much looser form to comprise neighbouring or nearby countries in order
to achieve a rational division of labour over the given area. Such attempts
have already been made bilaterally (between Hungary and Austria, between
Hungary and Yugoslavia, for instance); this type of co-operation could
be organized more intensively.
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There are international (European) organizations with the aim of pro-
moting collaboration which used to be comprised of representatives of West-
European countries alone in the past. An international union of this kind,
pursuing scientific aims, is, for instance, the LECE (League of Economic
Co-operation for Europe) whose statutory task is to promote co-operation
and collaboration between European states. This society has been organizing
East-West round-table conferences ever since 1965. In the framework of con-
tinued co-operation, negotiations were held in Prague with the participation
of representatives of the European socialist countries. Experience shows that
the League can usefully supplement the high-level activity of the ECE also
by promoting actual business contacts as well.

The Chambers of Commerce of the various countries can also encourage
co-operation in various fields. In Hungary, for instance, industrial enterprises
are also members of the Chamber on their own accord. This has resulted
in the formation of special departments and committees for different industries
and groups of commodities. Very useful work is being done by the departments
of the Hungarian Chamber abroad and by the Hungarian departments of the
foreign Chambers.

It would be useful to organize co-operation among information centres
in different countries. As far as 1 know, there is such a centre in the Federal
Republic of Germany, which publishes several periodicals. The most impor-
tant of them is the RKW (Rationalisierung Kuratorium der Wirtschaft) Kurz-
nachrichten. Information centres ought to be organized in one or two socialist
countries and in one more western country.

In connection with co-operation, — which I consider a decisive factor
in boosting and updating trade relations, — 1 have already stated my opinion
in brief. Joint economic activities with profit-sharing could be carried and
the modes of transferring invested capital and profits, as well as manage-
ment and employment issues could be individually settled. Practice will pre-
sumably develop the most efficient forms and methods acceptable to both
parties.

1 have pointed out above that I consider mutual political support
(decisions) and the increasing amount of common interests more important
than an approach to the problems on the basis of normative foreign trade
methods. (Cf. the Platen Committee within the ECE.) It is obvious that
such committees could do useful work in assessing the factual and important
differences and in promoting better understanding, but the gap can only be
bridged with the unequivocal support of the political power factors, on the
basis of common economic interests. Common interests are known to find
their own course as rivers create their beds. It should, however, be kept
in mind that the chances of misunderstanding between countries with
different economic systems are much greater than between countries with
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identical system. Each party may easily interpret the steps of the other as
if they were directed against it. To prevent this from happening it would
still be useful to establish rules and norms of behaviour that can be endorsed
by each party. These rules and norms could be compiled in a trade codex,
and an Arbitration Committee on a party basis set up under the aegis of
ECE entitled to bring and enforce decisions in controversial cases. The codex
will, naturally, have to be elastic, since our experience in trading with one
another is still insufficient and does not entitle us to hope for the regulation
of all arising problems with a long-range validity; moreover, life and practice
incessantly raise new problems (I mean in a positive sense, as a result of the
rapid development of relations) and, finally, the dynamic changes in econom-
ic life create new and new possibilities and combinations from time to time.

Eventually new practice will have to be evolved —as | have pointed
out when discussing co-operation problems  also in the financial relations.
The subordinate role played by credits in the present forms of economic
relations shows that the gap between the two economic systems is still very
wide. It may be that the improvement of monetary links will have to
start from two angles: from the institutional background, and from actual
economic transactions. When reviewing the institutional background, | have
such possibilities in mind as, for instance, contacts between the new Investment
Bank of the CMEAand the World Bank, more intensive co-operation between
various international financial organizations and. the central banks of the
socialist countries, the creation of a common bank, or mutual interests in
some bank of the other party, and so on.

In the economic field we need transactions granting or making possible
the flow of long-term credits in addition to medium-term loans. In this respect
I should like to recall my view according to which co-operation in the broad
sense of the term may facilitate the flow of long-term credits. When forms
of co-operation involving joint economic activities for common profits are
applied, it is possible to take into account the interests of both parties in
regulating problems of transfer and management.

In conclusion, let me emphasize again that the reorganization of East-
West trade and its development in compliance with the needs of our age
and our continent are extremely intricate tasks indeed. What we have to face
are not only the remnants of the cold war and the problems deriving from the
difference of the two socio-economic systems, but also the automatisms and
interest relations diverting trade into other channels. Although mutual mis-
trust has abated, it still persists as a relevant force in international relations
in our days. Yet the interests of mankind and ofthe population of this continent
that are at stake in the future are considerable. A certain moderating effect
of economic interests exerted upon the so-called *“purely political and
security” interests is a precondition of preserving balanced international
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relations. If this postulate cannot be adhered to, then spectacular set-backs
may ensue in international relations whenever a major political crisis develops
(which may find its way to Europe even though it has started on some other
continent). This would be highly dangerous since it would jeopardize even
the minimum of mutual confidence without which there is no peaceful co-
existence.

It logically follows from this complicated situation that caution and
wide circumspection are needed for further progress. But caution should
manifest itself in the choice of methods and not in the rate of progress. It is
obvious that rapid actions are also needed because changes set in readily
in the system of conditions of co-operation depending on so many circum-
stances.

We must also realize that certain conditions of co-operation (especially
the system of common interests deeply penetrating different societies) will
have to be called into existence in the very course of co-operation. Conse-
quently, it does not seem to be expedient to start co-operation by raising
the most complicated problems. All problems, — even the most intricate
ones, —must, of course, be analyzed with an open mind, but actual co-oper-
ation should be started by solving questions in a way which both parties
are more ready to accept. An attitude of enhanced patience should be dis-
played, particularly in understanding each other’s viewpoints, interests and
the motives underlying the actions. Our long-term possibilities must not be
risked in favour of short-range advantages.

Many people will, perhaps, start asking whether it is worthwhile looking
for new roads amidst such difficulties and complications at a time when we
have not yet exhausted all possibilities offering themselves along the old
roads. I am convinced that there is no other road towards progress in big
issues in this very intricate and interdependent world of ours. We are bound
to carry burdens either in the interest of co-operation or else because we
failed to grasp the possibility of co-operation in the propitious moment.

Let me recall in this context the words of a brilliant American mathe-
matician of Hungarian extraction, J. v. Neumann, who was the boldest
spirit 1 know in prognosticating -the consequences and the dangers of the
technical-scientific revolution, and remember how cautious and circumspect
an attitude he suggested to follow in shaping the socio-political international
effects of this revolution. This is what he says about this question in his
splendid study entitled “Can We Survive Technology?” [12]:*

* He mentions “refuge” because there are dangers. He doubts if the “practical”
arguments against war can have a greater influence on human actions than can factors
of passion and emotion. He has not found any proof, he says, so far to show that real
dangers should sooner regulate human actions than would the “convincing” illusion of
danger. (ltalics are mine)
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“What safeguard remains? Apparently only day-to-day  or perhaps
year-to-year — opportunistic measures, a long sequence of small, correct
decisions. And this is not surprising. After all, the crisis is due to the rapidity
of progress, to the probable further acceleration thereof, and to the reaching of
certain critical relationships. Specifically, the effects that we are now beginning
to produce are of the same order of magnitude as that of ‘the great globe
itself’. Indeed, they affect the earth as an entity. Hence, further acceleration
can no longer be absorbed as in the past by an extension of the area of
operations. Under present conditions it is unreasonable to expect a novel
cure-all.

For progress there is no cure. Any attempt to find automatically safe
channels for the present explosive variety of progress must lead to frustration.
The only safety possible is relative, and it lies in intelligent exercise of day-to-day
judgement.”
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POJlb 3KOHOMWYECKUX CBHA3EN MEXAY BOCTOKOM I 3AMALOM
B PA3BUTUM EBPOMEMCKOIO COTPYAHWYECTBA

. BOrHAP

B cBoeM ouepKe aBTOp paccmMaTpuBaeT Npo6nembl, TPYAHOCTA U OXKMAAEMOE ABUXKEHUE
TOpProB/M Mexay BocTOKOM M 3anafoM, 61aronpusiTHO pasBMBABLLIEACS B TeueHMe NocneqHuX
NeT, HO NPeACTaBNSAIOLLEA CO60/ NULLIL MAprMHAbHYO YacTb MUPOBOI TOPrOB/N.
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MpyYMHBI HA3KOTO YPOBHSA TOProB/W B MEPUOZ MepBbIX ABYX ACATUNETUIA nocne BTOPOi
MMWPOBOI BOVHbI aBTOpP yCMaTpuBaeT B MOMNTUKe (XONOLHOM BOWMHE), NOATBEPXKAAs CBOW BbIBOf
3aABMeHNAMY psila aMepUKaHCKUX MOUTUKOB-CTPATEroB.

OH nofpobHO aHaNU3NPYeT U3MEHEHWS B MEXAYHAPO4HOM NONMTUKe, KOTOPble BO BTOPOi
nonoBuHe 60-x rogoB u B nepuog nocne 1970 rofa HanpaBNsOT IKOHOMUYECKME CBSI3U MEXAY
BocTokoM 1 3anafom, B 0CO6EHHOCTU Ha €BPOMEVCKOM KOHTUHEHTe, B 6onee 6naronpuaTHoe
pycno. OfHaKo aBTop OTMeYaeT, YTO B3aMMOCBSA3N MeXAy MOMUTUKO/A W 3KOHOMUKON BecbMa
C/NIOXHBbI, TaK YTO OAHOIO0 /IULLb HEATpaNMTeTa NOIMTUKM ObIIO Bbl HEAOCTATOUHO AN YYULLIEHNS
39KOHOMUYECKMX OTHOLLEHUIA.

MeXayHapofHble 3KOHOMUYECKME CBSI3M MOTYT pa3BMBaTbCA B YA0B/IETBOPsOLLEN 066
CTOPOHbI (JOpMe TOMbKO Ha 6ase CONMAHbLIX COBMECTHbIX MHTEPECOB. Bo3HMKalOLLMe Ha MoyBe
3KOHOMUYECKUX CBSA3eli CUCTEMbI CONMAHBIX MHTEPECOB, B CBOK 0Yepefb, MOTYT BAUSITH Ha NOJK-
TWYECKME PeLLeHUs] U OKasblBaTb CMsYratolLee BO3feliCTBME Ha COObITUS, BbI3blBaOLLME pPa3/iny-
Hble MONUTUYECKME HAMpPsHKEHUS.

Bo BTOpOIA yacTu CBOell CTaTbM aBTOP UCC/eAyeT BOMPOC, HACKOMbKO CYyLLEeCTBYHOLLME B
HacTOslLLiee BPEMS TEOPUM MO MeXAYHapOAHOMY pasfe/ieHnto Tpyaa 1 BHELLHel TOprossie crnoco6-
CTBYHOT Pa3BUTUIO TOPFOB/AM MEXJY CTpaHaMu C pasnyiibiM  06LLECTBEHHO-3KOHOMUYECKUM
CTpOEeM.

CornacHo MHeHVO aBTOpa, B NMepBYH 0uYepelb HEOKACCUYECKME TeOpUM OTPadKaloT OLLK-
604HO NpoLecchbl, NPOUCXOASALLME B IKOHOMMKE 3anafHbIX CTPaH, BBUAY Yero OHW MOryT OKasaTb-
csl MOMEXOi1 B fiesie Harpas/ieHWs1 3KOHOMUYECKNX CBA3eli B HOBOe pycro. [anee oTMeyaeTcs, YTo
BO3HVKHOBEHWE MMPOBbIX KOHCEPHOB 03HA4aeT MosIB/IEHWE MOBELEHUSI HOBOMO TUMa B UCTOPUX
KanuTa/IMCTUYeCKOro Xo3slicTBa, NOCKOMbKY 06pasoBanvch TaKue MPeanpusiTusi, KoTopble U3-
MepPSIOT CBOK Pe3y/IbTaTUBHOCTb He CPaBHUTE/IbHLIMW BbIFOAamu, NoslyYeHHbIMU MpuU cobITe UK
MOKYMKe OTAe/IbHbIX TOBApOB, a Ha 0CHOBAaHWM BCEM AeATENbHOCTU U NPUOGPETEHHbIX B MUPOBbIX
MacliTabax Mo3vuuiA. ABTOP MHOFOCTOPOHHE aHa/IM3MpyeT COXMBLUMECS B YC/M0BUSX COLMa-
JINCTNYECKOM 3KOHOMWKM BHELLHETOProBOe NoBefeHue 1 06pa3 MbILL/IEHNS, YKasbiBas, YTo rocy-
[apcTBo, 6yAy4yn cO6CTBEHHUKOM KanuTana, MbIC/IIO0 CKOpee B KaTEropusaX CTPYKTYPbl, HEXENN
B KaTeropmsx KOHKpPeTbIX TOBApOB, KOrja M Ha MpaKTUKe OCYLLEeCTBM/IOCH ABa TUMa ero OTHO-
LEHWA K MMPOBOI 3KOHOMUKE: OAWUH — 60J1ee 3aKpbITbIA, a 4pYron — 60/ee OTKPbITLIN.

C BHELUHETOProBOW TOUKW 3pEHNST 3aKPbIThIA TUN NPeACTaBAsSeT CO60M CUCTEMY C XKECTKOA
LieHTpasiM3aLmeil BHyTpY CTpaHbl U Hanpas/ieH Ha 3aMeLleHne MMMNOopPTa, a OTKPbITbIA TN — ae-
LieHTPa/IM30BaHHY0 CUCTEMY BHYTPU CTPaHbl U OPMEHTALMIO Ha 3KCMOPT.

B pe3ynbTaTe 06pasoBaHuUs onpefenuBLLEca cepbl KOMMNETEHLWIA U CUCTEMbI COGCTBEH-
HbIX MHTEPECOB MPeANPUSITUIA, N B COLUATMCTUYECKOM IKOHOMUKE BO3HUKIIN TaKme X03AMCTBEH-
Hble eVHULbI, KOTOpble B 60/bLLE/ Mepe MbICASIT B TOBapax U B MeHbLLel Mepe — B CTPYKTYpE.

B 3aK/M0UMTENBHON YacTy CBOEI CTaTbW aBTOP MOALITOXUBAET Te 3aMbIC/M, KOTOpble B
Cny4yae CBOEro OCYLLECTB/IEHWSI MOMM Obl OKasaTb COAENCTBME KONMYECTBEHHOMY POCTY B3auM-
HOr0 3KOHOMMYECKOro MHTepeca Mexay BocTokom 1 3anagoM. 3TW 3aMbIC/IM OTHACTM CBsI3aHbl C
MNHCTUTYLMOHA/bHBIMW (haKTopamm, a 0THaCcTV CO CBA3SIMU MeXAy MpeanpuaTuaMu. OueBUAHO,
YTO COLMAaNIMCTMYUECKME CTPaHbl B X0fle C/IefyHOLLEro aTana CBOEro pasBuTusi 6yayT 3aMHTepeco-
BaHbl MPeX/e BCEro B afanTaluy COBPEMEHHOW TEXHUKU K HOBbIM METOAaM BHELLIHEN TOProBau 1
B [a/IbHeLLEM MX YCOBEPLLEHCTBOBAHMUM.
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M. Shanks

ECONOMIC INTEGRATION IN WESTERN EUROPE
SINCE 1945*

The author analyses in his study the causes of the integration efforts in
Western Europe after World War |1, together with the results achieved hitherto
by the EEC. The problems hindering at present that the latter should develop
into a real economic and political union are discussed in detail. It is outlined
what long-term consequences are involved by the Great Britain’s joining the
Community — which he thinks most likely — and by the expansion of the present
framework of the Community.

The main motive force behind the post-war moves towards integration
in Western Europe has been reaction to threats, real or imagined, of external
domination — political (military domination by the Soviet Union, economic)
technological domination by the United States of America. In the early post-
war years, it was the former fear which predominated: Western Europe was
in any case at that time almost totally dependent on the U. S. But for most
of the 1950s and 1960s, it has been the latter fear which has predominated.
There have of course been other motives behind the drive for European unity

- the political need to reconcile France and Germany, and to tie West Ger-
many so closely to the Western economy that another “Drang nach Osten”
would be impossible; the need for Western European industry to obtain the
benefits of large-scale economies through access to mass markets and pressure
to specialise; the idealistic desire to pool the energies of the various Western
European states to create a United Europe which would no longer be able
to indulge in fratricidal strife —all these and other motives have gone into
the “making of Europe”. It is significant that all the members of the EEC
except West Germany and Luxembourg experienced loss of colonies and
power outside Europe in the postwar years, and in all of them the limitations
of national sovereignty were ruthlessly exposed during the 1940s.

It must also be recalled that the Treaty of Rome, like the Treaty of
Paris which created the ECSC, rested on a carefully defined balance
of advantages for each member country, which provided specific opportunities
for the solution of particular problems peculiar to each country, and guarantees
(loosely or precisely defined) on issues which were particularly sensitive for
any individual member country. It is this feature which has made opening
the Community to new members so difficult.

* Mr. Shanks wishes to make clear that the following paper represents his personal
view and is neither a statement of Her Majesty’s Government’s view nor does it necessarily
reflect the views of all the British participants in the Colloquium.

Acfa Oeconomica 6, 1971



28 U. SHANKS: ECONOMIC INTEGRATION IN WESTERN EUROPE

Two aspects of the EEC need to be distinguished. First, the abolition
of obstacles to inter-trade through the creation of a Common Market. Politi-
cally, this has been an easy operation, since once a programme for the removal
of tariffs and other trade barriers has been agreed, no further exercise of
political will or decision is called for. It is in this area that the EEC has
achieved its outstanding success. The volume of trade between the Six
member-countries has risen spectacularly, forcing each country to specialise
in those areas where it is the strongest economically, and thus greatly strength-
ening the industrial structure throughout the area. However, this has not
resulted as many feared in a slowing-down of the rate of overall economic
growth, or in the emergence of major inequalities. Instead, the rate of growth
throughout the whole EEC area has been very fast, and surprisingly
uniform. As an example of the wisdom of Adam Smith economics, the Common
Market has been a remarkable achievement.

However, the EEC was never intended to be simply a free trade
area. The intention of its founders was to create a genuine economic union,
destined in the minds of many to lead eventually to a full-scale political
union. It is in this second aspect that the EEC has encountered increasing
problems, which do not seem likely to be swiftly resolved. The most important
are as follows:

1. Agricultural harmonisation

The creation of a common agricultural policy is an essential part of the
EEC programme for a number of reasons. First, part of the delicate balanc-
ing of national interests which underlay the Treaty of Rome was an under-
standing that the Common Market would provide a guaranteed outlet for
some of France’s surplus agricultural production to compensate her for the
opening of her market to the superior efficiency of German manufactures.
Second, all the Six face a common problem of transferring part of their
excessive peasant population into industry, and this movement needs to be
planned and coordinated if it is not to set up explosive political strains. Third,
agriculture is such a major component of the economies of all the Six that
no economic union which ignores agriculture can be satisfactory. Consequently,
a common agricultural policy (c. a. p.) which fixes prices for major foodstuffs
throughout the Community and common tariffs on food imports from outside
the Community was always conceived as the next stage of integration after
the removal of obstacles to trade in industrial goods. But a c. a. p. differed
from an industrial common market in that it required positive political
decisions, on a continuing rather than a once-for-all basis; and consequently
it exposed the differing priorities and interests of the different member
countries. The c. a. p. in its present form is widely recognized to be unviable,
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in that the price levels set for most foodstuffs have resultedin the accu-
mulation of excessive food surpluses and unnecessarily high living costs. Yet
any major move away from the present c. a. p. concept would be politically
unworkable. The agricultural policy dilemma of the Six seems unresolvable
at the present time, because of the different political interests involved.

2. Infrastructure harmonisation

Achievement of a genuine economic community requires that all mem-
bers follow the same policies on energy, transport, on capital and labour
movement, on industrial and social legislation, regional incentives and so on.
Otherwise different members of the club are playing the game by different
rules. Progress in this stage of integration is slow and painful —again, mainly
because of the loss of political impetus due to the conflicting interests of the
member governments.

3. Fiscal and monetary harmonisation

Again, achievement of a genuine economic community requires that
all members follow the same fiscal and monetary policies. We have seen
several times in recent years the extreme frictions and distortions which can
arise within an entity like the EEC when one member is pursuing a divergent
policy on the management of demand to the others. A persistent balance of
payments, surplus or deficit, pronounced internal inflation or deflation, are
bound within an integrated community to spill over national frontiers. At the
extreme case, changes in exchange parities between Community countries
can have a major distorting effect. Hence the EEC Commission now takes
the view that changes in parity are incompatible with maintenance of the
Community, and that it will be necessary for the Community to move as
swifty as possible towards a common financial policy with common financial
institutions, and eventually a common currency. Unfortunately, this view
runs counter to the growing desire among Western countries for greater
flexibility in exchange rates as a means of international adjustment. Moreover,
it raises the most delicate questions of national sovereignty which the movement
for European integration has yet posed.

4. Political integration

This brings us, in fact, to the heart of the problems surrounding the
future of the EEC —the distribution of power and the ultimate focus
of decision-making. For obvious reasons, this question was carefully avoided
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in the Treaty of Rome. The protagonists of the Treaty for the most part saw
it leading by an inexorable process to the eventual formation of a federal
or confederal United States of Europe, on the argument that one phase of
integration once successfully completed would demonstrate the necessity for
a next stage to resolve anomalies and consolidate gains already revealed;
and that each stage would involve an increasing element of political commit-
ment to unity. The member-governments implicitly accepted this logic,
though the political structure established by the Treaty kept ultimate power
in the hands of the six national governments rather than in the new supra-
national EEC Commission. However, it was not until General de Gaulle had
fully established himself in France with the solution of the Algerian problem
that a major difference of political view emerged between the French Govern-
ment and the rest.

This conflict took a number of forms. First, and most important, General
de Gaulle ridiculed the idea of a United States of Europe and believed instead
in a “Europe des patries” —a club of independent countries without strong
supra-national institutions. Second, however, he argued that these countries
should coordinate their foreign policies (implicitly, though not explicitly,
under the leadership of France); this was an area on which the Treaty of
Rome was silent, and which did not follow logically from the idea of economic
integration, though as we shall see it was not necessarily as alien to it as
many thought at the time. Third, France’ idea of the EEC was much
more “Continental” and much less “Atlantic” than that of the other members.
France tended to see the Community as a tightly-organised continental bloc,
with fairly high tariff barriers against the outside world, and not readily open
to new members which might dilute its cohesion. The other members tended
to think of the Community as a step towards a wider Atlantic grouping.
It was this fundamental difference of approach which led to the famous
conflict over the proposed entry of the U. K., and in turn to the debilitating
internal struggles which effectively paralysed the internal development of
Community integration (except for agriculture) until President de Gaulle’s
departure last year.

With the departure of de Gaulle, the logjam in the Community’s
development has been broken. The French veto on new entrants to the EEC
has apparently been abandoned. France has been replaced as the dominant
partner among the Six by West Germany —a West Germany which, moreover,
under Chancellor Brandt is much more forward-looking and much less
inhibited in its approach both to East and West than under his predecessors.
But it would be quite wrong to suggest that all the internal contradictions
of the EEC have been resolved, and that the Community will now rapidly
resume its march towards an Atlantic-oriented, federal United States of
Europe. For in the years since the first Gaullist- “European” clash in 1963,
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there have been major changes both in attitudes within the Community and
in the problems which it has had to face.

The first development which has occurred is that the apparent unity
between the “Atlanticists” and the “United Europeans” — a unity forged
in opposition to de Gaulle, whose ideas were antithetic to both concepts —
has dissolved. The EEC Commission, the main protagonist of a United
States of Kurope, is now adopting a much more rigid attitude than in the
past against any dilution of the Treaty of Rome to accommodate new entrants
such as the U. K. In an apparently paradoxical but in fact logical development,
those “Europeans” who resisted Gaullism most strongly have now taken up
one aspect of Gaullist policies — namely, resistance to U. S. economic
penetration. In a much more definite sense than in the past, “Europe” is
now defining itself in opposition to the U. S., and an emerging United States
of Europe is now likely to stress at every point its independence vis-a-vis the
U. S. The old idea of the EEC developing via association with the British
Commonwealth, EFTA and the U. S.into a loosely-structured free-trading
Atlantic Community seems to be dead.

Why is this? Partly because, as the threat from thes East has appeared
to wane, Western Europe no longer feels the need for U. S. military support.
Second, Western Europe is increasingly concerned about two aspects of U. S.
policy. The first is the fact that, because the world is now effectively on a
dollar standard, U. S. inflation is exported to the rest of the world — so long,
that is, as the U. S. authorities are unable to keep inflation under control
and maintain balance of payvments stability and so long as the rest of the
world continues to accept American 10Us (the basis of the Eurodollar market)
as equivalent to money. The Western world is now in the anomalous position
of accepting as the ultimate standard of value a national currency over which
nobody outside the U. S. has any control. (An interesting question is whether
even the Federal US authorities effectively control it.) This is a situation
which alarms the Europeans. Allied to this is the growing fear — articulated
by Jean-Jacques Servan-Schreiber in “Le Défi Americain” — that U. S.
industry, particularly in the high-technology areas, is in process of taking
control of the commanding heights of the European economy (aided by the
above-mentioned fact that U. S. capital is able to increase its investments
in Kurope and elsewhere by its virtual ability, through the Eurodollar market,
to print money).

So long as these fears were being expressed by the Gaullist regime in
France, other Europeans were reluctant to endorse them, because of their
dislike and suspicion of the French regime. Thus de Gaulle persistently thwart-
ed his own objectives, partly because he regularly antagonised his European
partners to the extent that they preferred American to French domination,
partly because by his refusal to support the growth of European supra-national
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institutions he denied the European Community the means to resist U. S.
pressure. His departure has removed these anomalies, with the result that
a genuine West European view on these vital questions can take shape.

One would therefore expect to see at this stage a dramatic move forward
in the creation of common West European institutions, particularly in the
field of monetary and fiscal policy, and in the harmonisation of policies towards
industry; since it is clear that only by developing such policies can Western
Europe prevent itself from being dragged along in the wake of the dollar.
Yet in fact this is not happening. Why not?

It is not happening, essentially, for two reasons. First, the suspicions
of national governments for supra-national institutions in the EEC remain
very strong, and this element of Gaullism also —like its anti-Americanism —
has spread in large measure to the other governments, now that the need
to combine forces to resist French aggrandisement no longer holds them
together. The political will to surrender authority to the supra-national Com-
mission istoday conspicuously absent from the European scene —partly, it must
be said, because in the years of enforced atrophy the Commission itself has
become noticeably less imaginative and noticeably more bureaucratic.

The other complication is, of course, the question of broadening the
Community to admit new members — notably the U. K. and its EFTA
partners, Denmark, Norway, and Eire. There appears at present to be a general
consensus within the Six that this question should take priority over any
internal strengthening of the Community institutions — though it is equally
clear that no major institutional concessions can be made to aspirant members.
It is also clear that the more tightly-knit the Community the greater the
difficulty in absorbing new members, particularly countries as important
and with as many complex problems as the U. K.

The U. K.’s position vis-a-vis the EEC has changed fundamentally
in recent years. Not having been defeated or occupied in the 1939—45 war,
the U. K. did not share in any significant sense the emotions which brought
about the original impetus towards European integration. Instead the U. K.
remained aloof from Europe, secure in her close alliance with the U. S. and
her intimate relations with the Commonwealth. The U. K. original idea
so far as Europe was concerned was a loose free trade area, with no political
or agricultural commitments. Failing to get this from the EEC, she then
established one with the Scandinavians, the Swiss, Austrians and Portuguese
(subsequently joined by Iceland and by Finland as an associate member).
EFTA has been remarkably successful in its limited objective. However,
from the mid-1950s the underlying weakness of the U. K.’s economic position
has been progressively exposed. The Commonwealth has largely disintegrated
as a cohesive force. The *“special relationship” with the U. S. has become
increasingly tenuous. The U. K.’s rate of economic growth has persistently

Acta Oeconomica 6, 1971



M. SHANKS: ECONOMIC INTEGRATION IN WESTERN EUROPE 338

fallen short of that of her main KEuropean competitors, while the EEC
has emerged increasingly as the fastest-growing market for her industries. So
the attractions of entry to the European “club’” have grown steadily stronger,
even though with the establishment of the c. a. p. the entry price has
gone up. In 1962 the U. K. still hankered after a European Community which
would be closely tied to the U. S., indeed her leaders tended to think of
Britain as the link between the Six and the U. S. — a view which was anathema
to General de Gaulle, though not unattractive to the rest of the Six who
were frightened of the direction in which France threatened to lead them —
and, of course, highly attractive to the U. S. itself.

Since her rejection for EEC membership in 1963, however, the U. K.
has tended to move further away from the U. S. (especially after the assassi-
nation of John F. Kennedy) and closer to Europe. She has come to share many
of the Continental fears about the implications of living on a dollar standard
and of the dominance of U. S. technology. Indeed, in resistance to U. S.
technological domination the U. K. has taken a tougher and more successful
line than any of the Six, including France. With the shrinking of her world-wide
commitments, the U. K. has tended to become more and more Europe-oriented.
Broadly speaking the British ‘“Establishment” — industrial, commercial,
political, intellectual — is overwhelmingly in favour of entry into the EEC
provided reasonable terms can be obtained. Public opinion on the other hand
is fearful, mainly because of fears about the impact of the c. a. p. on food
prices and on the balance of payments. (I do not propose to discuss this issue
further in this paper, since there is little that can usefully be said in advance
of the negotiations.)

However, it is clear that British opinion is not particularly enthusiastic
about the prospect of any major move towards surrender of sovereignty to
supra-national institutions, at least at present, beyond what is implicit in
signing the Treaty of Rome. Another of the paradoxes of the present situation
is that in this respect the U. K. is likely to find itself naturally allied to France.
This is no doubt one of the reasons, beside the growing fear of German domi-
nation, for the changed French attitude to British entry (not that France will
not use the prospect of British entry as an opportunity to extract from the
rest of the Six a number of important concessions on internal issues in dis-
pute).

If the Community is enlarged to include the U. K. and the other
aspirants, at the same time defining its attitude to the other EFTA countries
(and Spain?), there is little doubt that, at least for a time, this will slow down
the move towards more supra-nationality — partly because of the likely
cautious approach of Britain and the other newcomers, partly because of
the greater complexity of the enlarged Community, partly because of the
fact that the energies of Community officials will be largely pre-empted by the
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negotiations over entry and its implications, and they will have little time to
spare for other matters.

At the same time, there can be little doubt that the adhesion of the
U. K. and the others (I would rate the chances of successful negotiations at
around 55/45) will greatly strengthen the Community, which has already
proved itself from the economic point of view an outstanding success. And,
once the process of enlargement is complete — say, by about 1975 — the
central question of the Community’s future power structure will return, and
will probably dominate the European scene during the second half of the
1970s.

These central questions really boil down to one. If Western Europe
is to avoid economic-industrial domination by the U. S., it must develop
a stronger central policy-making structure. It is clearly unsatisfactory that
the dollar should be de facto the world’s reserve currency. A European currency
embracing sterling, the franc, the D-mark and the lira could play a comparable
role, but none of these currencies in isolation can (as sterling has found to its
cost). Similarly, in the industrial field the U. S. will continue to dominate,
unless and until the European countries can develop what has been loosely

and rather inaccurately — called the Technological Community.

What does a European Technological Community imply? First, the
creation of a common European body of law and regulations on industrial
policy which will facilitate the creation of European mergers on the lines
of Shell, Unilever, Agfa-Gevaert, Dunlop-Pirelli. Second, the development of
common policies towards inward investment, public procurement and research
and development, so that Europe’s resources are concentrated on areas of
strength rather than being dissipated for reasons of national interest. Third,
the development of multi-national projects under a single supra-national
control —rather than, as in Concorde, ELDO and other multi-national ven-
tures hitherto, with divided control leading to high costs and inefficient
operation. The difficulty about this approach is that it goes beyond the Treaty
of Rome, and implies a degree of supra-national control over the allocation
of resources which is bound at some points to go against the interests of
particular member countries. In this respect the Community must learn from
the failure of Euratom, which foundered exactly on these issues.

We come back, then, to these fundamental points. Western Europe is
a potential super-power as powerful as the USA or the Soviet Union.
In the financial and the technological fields powerful natural centripetal
forces are at work, inspired in each case by reactions to the USA. A similar
process is at work in the defence field. Until recently Western Europe has
been content to shelter under the American military umbrella — with the
exception of France, which under de Gaulle pulled out of NATO and played
with the idea of a defence strategy “a tout azimuth”. But with a U. S. military
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withdrawal from Western Europe a strong possibility in the next few years,
pressures for stronger defence coordination in Western Europe are growing
and will continue to grow. The revival of the European Defence Community
concept but this time including Britain is a strong possibility within
the next few years.

Natural forces, therefore, despite the enormous reluctances of the
politicians and their publics, are pulling the Western European countries
towards greater supra-national coordination and the consequent surrender
or at least subordination of national sovereignties. The basic political issues
which the Treaty of Rome neatly side-stepped can no longer be avoided.
If the European Community is to go forward beyond the Treaty of Rome,
it will entail a conscious act of political will. Whether, and when, that step
will be taken is unforeseeable.

My own guess, for what it is worth, is that the European Community
will move forward towards greater integration, but that it will do so on a
piecemeal, functional basis, reacting to the pressures of outside events rather
than taking a deliberate political initiative towards a United States of Europe.
The areas in which this further, functional integration are most likely to
take place are financial-fiscal-monetary coordination, defence coordination,
and technological integration involving coordination of governmental policies
for R. & D. and joint ventures. If this functional integration proceeds as
I anticipate, at some indefinable point perhaps around the end of the decade.
Western Europe will discover that the focal point of decision-making, the
fulcrum of political power, has moved imperceptibly from the national to
the supra-national level.

Postscript

Since this paper was written, in the summer of 1970, there has been
a major and extremely encouraging development in the European arena
- the treaty between the Soviet Union and West Germany, which is being
followed by similar rapprochements between West Germany and other
East European countries. Already there is evidence that the establishment
of political links is being followed up energetically by business links, in both
the commercial and investment fields. If she wishes to, West Germany is
now in a very strong position to establish herself as the West’s major trading
partner and source of credits for the Eastern European bloc. Traditionally
Germany has looked in this direction for a considerable part of her overseas
trade and investment outlets, and this traditional pattern may now be in
part restored. One can see the advantages for both Western Germany and
the Soviet Union and the other Eastern European states of such a development
and also for the U. S,, since it is now in the interests of both super-powers
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to achieve a lowering of tension in Europe. What is entirely unclear —probably
also to the West Germans themselves —is how this will affect Germany’s
attitude towards, and relations with, her Western European allies. Will her
interest in Western European integration weaken? Will her payments surplus
with the West diminish as her economy becomes more oriented to the East ?
Or will the effect be marginal? It is much too early to say. What is, however,
clear is that, more than anywhere else the key to the future trend of European
integration lies at the present time in Bonn.

3KOHOMWYECKAA WHTEMPALIA 3AMALHOW EBPOMbI MOCNE 1945 T.
M LLEHKC

ABTOp B CBOEM [IOK/afle aHA/IM3MPYeT 06LLMe 1 KOHKPETHO-NPaKTUYECKMNE BOMPOCh! pa3su-
TUA WHTerpauuu 3anafHo-eBpONenckMX CTpaH Moc/ie BTOPOW MMPOBOI BOWHbI. PaccmatpuBas
OCHOBHblE [ABMXYLLME CWUNbl UHTErpauumn, OH OTMEYaeT, YTO MepBOHaYaIbHO MHTErpaUuOHHbIe
CTPEM/IEHNA MPOUCTEKANN TNaBHLIM 00Pa3oM 13 BOEHHO-NMOMUTUYECKMUX COOOPaXeHUW, HaunHas
Xe C NATUAECATLIX Of0B OCHOBHLIM MOTMBOM CTAHOBUTCS MPEOAONEHNE TEXHUKO-3KOHOMUYEC-
koro otctaBaHua ot CLUA.

ABTOp aHanu3npyeT pa3BuTUe EBponeiickoro 3KoHOMMYeckoro CooObLLecTBa, yKas3biBaeT
Ha 60/bLLUOMA Nporpecc, AOCTUTHYTbIA B pasBepTbiBaHWM TOProOBAW MEXAY CTPaHaMu-y4acTHU-
Lamu, NMKBUAAUMA TaMOXEHHbIX GapbepoB W Yriy6/1eHun cneumanisalmm npomblLLIEHHOro
npoussogcTea. OgHaKO JOCTUYL OCHOBHOW LIEIM — CO3AaHNs 3KOHOMUYECKOTO Coko3a — CTpaHam
«OBLLEro pbiHKa» He yAanochb M3-3a 060CTPeHUA BHYTPEHHMX npobnem. ABTOp paccmarpusaeT
BaKHelLLIMe M3 HWUX: Npo6aeMbl 06LLEN arpapHOi NOMTUKM, FapMOHM3aLMN NOIUTUKN B 061aCTH
MHDPaCTPYKTYPbI (3HEPTreTUKM, TpaHcrnopTa, (HabpuyHOro n CoLmanbHOro 3aKoHOAaTeNbLCTBa U
T.4.), FfapMOHM3aLMKN 610LKETHO-(DUHAHCOBOW NONUTWKIA 1 MPO6IEMbI MOSIMTUYECKON MHTErpaLmu.

B 3akntoyeHne aBTOp MPOCNEXMBAET U3MEHEHWE MO3NLUN AHIIUN B €e OTHOLUEHUU K
E3C, paccmaTpmsaeT NpuumnHbl, nobyxaatouime ee K BCTynneHuto 8 ESC. Mo ero MHeHuto, nepe-
roBopbl Mexay BenukobputaHueli 1 ESC nMetoT 60oMbLUMe LWAHChI Ha YCnex, B pesynbTare Yero
nepej pacLUMpUBLUMMCS 3anafH0-eBPOMNeinCcKMM 3KOHOMUYECKUM COOBLLECTBOM BO BTOPOW Mosno-
B/HE CEMWAECATbIX FOf0B BO BECb POCT BCTAHET BOMPOC O CO3AaHMM MOAUTUYECKOW CTPYKTYpbI,
obecrneyvBaloLLeil BefeHWE eAuHOW (DMHAHCOBOW W MPOMBbILLMEHHOW MOAUTUKKM, Pe3ynbTaToM
KOTOPOW JOMKHO ABUTbLCA CO3AaHMe OOLLUeli eBPONECKOA BatoTbl M €BPONEACKOro TeXHOMOr -
yeckoro coobliectsa. ocnefHee 03HayaeT KOHLEHTPAUMIO W YaCTUYHO MepepacnpefeneHune
pecypcoB Hay4HO-TEXHUYECKOTO Pa3BUTUA U NMPOMBILLMIEHHOrO nporpecca. ABTOpP CUATAET Hens-
6eXXHbIM NO3TOMY U CO3AaHWe HaZHALVOHAbHbIX OPraHoB, NMPUHUMAIOLLMX NMONUTUYECKME peLLie-
HWS, XOTA XOf, 3TOV 3BONOLMN U BYyAeT BeCbMa MeAIeHHbIM W MOCTENEeHHbIM.
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B. J. Bard
THE TRANSFER OF TECHNOLOGY

The author examines the role in economic development of the transfer
of technology among countries, particularly of the trade in licences and of licence
policy. The problems related to the transfer of technology between Western and
Eastern European countries are analysed in detail; particular emphasis is laid
in this framework on the scientific and technological co-operation between the
United Kingdom and Hungary, its present state and the possibilities of expansion.

The importance of encouraging the flow of technology between countries
is generally recognized. It is evident that every country in the world, particu-
larly those who wish to develop their industries and agriculture, has an interest
in receiving as much information about new applied science and technology
as possible. Access to such knowledge and experience is essential to accelerate
economic development of a country.

This takes place to a considerable extent informally through the move-
ment of skilled people from place to place, and through the proceedings and
publications of scientific and technical institutions and learned societies. In
other words, through the written and spoken word and direct face-to-face
contacts.

One of the most direct and mundane ways in which technology is trans-
ferred is by the actual manufacture and purchase of goods, materials and
equipment containing the new technology e. g. by export.

The chief concern of this meeting in relation to technology transfer is,
however, what is termed “invisible exports” i.e. the organisation of local
production and marketing based on external technology, or innovation, or
other advances under a business arrangement which normally includes some
form of licence. Such business arrangements include the establishment of a
subsidiary company, a joint venture with a local organization, a “package
deal” in respect of all the manufacturing and other facilities required, and a
cross licence as well as a direct one.

“Licensing” therefore represents a convenient means whereby industrial
enterprises can exploit their technology etc. as contrasted with selling their
products —in other countries where they cannot normally expect to be'able
to set up their own manufacturing operations, and so may be reluctant or
unable to invest money in the exploitation.

For any country concerned with its balance of payments, and which
today is not, foreign exchange is in fact generally spent far more sensibly in
royalty payments than on direct imports. Quite apart from this there are
many situations where freight costs, customs and import duties, either separate-

Acta Oeconomica 6, 1971



38 B. J. BAUD: THE TRANSFER OF TECHNOLOGY

ly or in combination, make direct overseas selling uncompetitive. Further-
more, local taste or environmental conditions may necessitate special modifi-
cations to otherwise standard designs.

Although industrial property (or as it is sometimes called “intellectual
property”) is based primarily on patents and trade marks, these alone will
not turn factory wheels nor enable chemical processes to be operated success-
fully without the provision of what is termed “know-how”, i.e. technological
reports and data, drawings, specifications, market analyses and frequently
the provision on loan of expert people. One has to distinguish between what
may be termed “a bare patent licence” i.e. the use of granted patents in
return for a payment of some kind and a “technical assistance agreement”
which covers in addition all the “know-how” as just described, and represents
a form of industrial collaboration between the parties. The relative value
of the “intellectual property” and of the confidential “knowhow” vary from
one situation and one industry to another.

New proprietory technology must be recognized as falling into various
divisions of significance, in which the willingness of the owners to “licence”
or otherwise transfer may vary with the business opportunity, time and other
factors. These may approximately be analysed as follows:

Category | Basically new major advance. Normally the owner will not
licence if he can utilize for his own purposes. He requires “lead time” over
actual or possible competitors and secures patents etc. to give him this pro-
tection.

Category Il Important and new in the proposed receiving territory. The
owner may prefer to invest direct in the transfer and to set up his own sub-
sidiary, or associated enterprise through a joint venture, rather than just be
content with royalty income  a form of turnover commission. Alternatively,
he may be willing to trade for a cross licence for another item of comparable
value. Items in Category | above often fall into Category Il after a period of
a few years.

Category 111 Significant but already becoming disseminated in some
way in various countries. The owner may agree to license for royalties or even
sell the legal rights 100% within a package deal.

Category 1V Miscellaneous and marginal. May be licensed separately, or
a number of such items may be licensed together or included to make up a
packet of technology to bring it within Category I11. It may even be published
in a journal for publicity or prestige reasons.

There is an important variation within the above categories according to
the degree to which the transfer may potentially affect the transferer’s own
markets or commercial activities. On the contrary, there is greater willingness
to transfer in the public or utility or ecological or social areas (the infra-struc-
ture) rather than in capital or consumer goods.

Acta Oeconomica 6, 1971



B. J. BARD: THE TRANSFER OF TECHNOLOGY 39

Licensing therefore provides a convenient mechanism for Western and
Eastern European countries to use each other’s technology. It is not perhaps
sufficiently recognized by Western businessmen that industrial property protec-
tion can be secured in Eastern European countries by similar means to those
already familiar to them in the West. Patents based on inventions may be
obtained on a comparable basis and a system of registration also exists to
enable trade mark to be legally recognized; though in Eastern Europe this
is normally regarded as a customer protection device rather than the means
whereby the producer or distributor identifies himself with his own products.
Equally, the recognition and enforcement in Eastern European countries of
industrial property rights is comparable, as all these countries are now members
of the “Paris Convention for the Protection of Industrial Property’ and are
also members of the 1958 New York Convention for the Recognition and Enforce-
ment of Foreign Arbitral Awards. In fact, however, British firms have filed
patent protection for their advanced products and processes on a limited
scale in Eastern Europe so that frequently they have little to offer by way
of legal rights other than unpublished “know-how”, though this may be of
real value in itself.

Difficulties have been experienced on both the Western and Eastern
European sides in the organisation and arrangement of technical assistance
and other similar agreements, over and above the normal difficulties which
are experienced generally in international licensing. These latter i.e. normal
difficulties have been defined as:

(1) Technological problems relating to the acquisition, interpretation, and
optimization of the licensed product or process for such items as the conditions
of feedstock and operation generally, labour, local standards and specifica-
tions relating to the new licensee’s location.

(2) Practical problems of governmental control, language barriers, local
procurement, climatic conditions, and the like; also those associated with
travel (which may be frequent and often at short notice).

(3) Commercial problems including finance, marketing, royalty pay-
ments, guarantees, start-up assistance, and operator training.

In order to facilitate co-operation in the fields of applied science and
technology between the U. K. and the Government of the Hungarian People’s
Republic an agreement was entered into on 9th August, 1967; relevant extracts
of which are as follows:

“I. The Government of the United Kingdom of Great Britain and
Northern Ireland and the Government of the Hungarian People’s Republic
shall encourage and develop co-operation in the fields of applied science and
technology between their two countries on a basis of mutual benefit, and
shall use their best endeavours to this end within the terms of this Agree-
ment.
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Il. The Contracting Governments shall encourage on a mutual basis:

(@ Meetings of working groups to examine the possibilities of co-opera-
tion in different fields;

(b) Visits of experts and technicians for studies, training, consultations
and exchange of views in the scientific and technological fields;

(c) Facilities for study and research and opportunities to gain experience
in industrial research institutes and industrial enterprises;

(d) Exchange between industrial enterprises in the two countries of in-
dustrial knowledge and technology, including arrangements in the field of
licences;

(e) Organization of technical and scientific conferences and seminars
of interest to both sides;

() Facilities for exchange of technological and scientific information
and documentation including books and films.

IV. The Contracting Governments shall, additionally, enncourage the
establishment of direct contacts between the competent United Kingdom and
Hungarian organizations and firms and, as may be appropriate, the conclusion
of separate agreements or contracts, including possibilities for industrial
co-operation.”

This agreement was to remain in force for a period of five years i.e.
until the 9th August, 1972, and thereafter would continue in force for a further
period of five years, unless either party gave six months’ notice of termination.

To provide some indication of the extent to which “technology transfer”
is becoming big business in Western countries the following figures in relation

the year 1967/68 may be of interest:

Country Royalty Royalty Balance
etc. Receipts etc. Payments $m

U. K. 250 210 +40

Western Germany 100 220 -120

France 70 140 —70

Belgium 70 106 -30
Netherlands 65 65 -

Japan 30 230 —200

Total royalty returns to the U.S.A. are now of the order of around
$ 1000m year including $ 670m from Europe, only goings from U.S.A. being
of the order of $ 175m.

It will be appreciated that the average royalty in relation to the above
transactions would be about 4%, so that the total amount of business created
in terms of sales would represent 25 times the above amounts. Nevertheless,
these figures must be treated with caution. They certainly understate the
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position, as they do not include cross licences, joint ventures or (probably)
arrangements between parent and subsidiary companies.

One aspect of the above is that some countries, notably Japan, have
particularly used the licensing technique as a means of expanding their econ-
omy on the basis that it is cheaper to pay royalties than to spend research
and development money on “re-inventing”.

On the balance of royalties the U.K. is a net earner in respect of the
pharmaceutical, chemical and petrochemical, electrical and electronic and
engineering industries, but is in debit over the general range of mechanical
engineering where it “licenses in” far more extensively than it “licenses out”.

Quite apart from this of course there are always “specialties” across
the whole range of capital and consumer requirements which can be of value
and interest without regard to the general strength of the relevant industry.

Another factor which must be taken into account, and is particularly
relevant to the consideration of the U.K. and Hungary, is the relative disparity
of the size and range of the industries and research and development efforts
of the two countries, with the inevitable consequence, in theory at any rate,
that one country could have more to offer than the other. In relation, however,
to the relevant populations of the two countries they are quite comparable.

The following figures are indicative:

Hungary*
Number of research institutes 127
(1966) Number of workers therein 22,523
Number of scientific researchers 6,289
Expenditure in year 1,524 million Forints

(= £ 54 m approx).

United Kingdom

(a) Cost of scientific research and development in 1967/68

£m
By Government establishments 239
By universities and further education establishments 75
By research associations, public corporations and others 78
By private industry 569
Total “961

(b) Technologists and scientists engaged in R A D in 1968

Industry 55,000
Government and public bodies 12,500
Universities etc. 12,500
Total 69,000

* These figures exclude R & D work in industry, which in 1969 was stated to
be 4,400 million Forints = £ 150 m approximately.
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Under the arrangement of the afore-mentioned Treaty,and also by various
forms of direct bi-partite negotiations between the two countries, there have
been a number of attempts initiated to organize licensing transactions
between the two countries in such areas as electronics, machine tools, metall-
urgy, materials handling, scientific instruments, and electrical and mechanical
engineering generally.

A point to be emphasised is that as previously mentioned, technological
transfer through licensing is generally taken to include the “joint venture”
which in particular circumstances can be the most convenient and practical
business means of achieving this objective. It should be noted that some of
the Eastern European countries are now beginning to enter into such arrange-
ments with Western partners in third party countries. Providing each of the
partners has something of value to contribute there is much to be said for the
extension of such schemes on a broader basis, e. g. the joint company or
consortium, to maximise the total market of the participants. In principle
such ventures could be comprehensive and include the home territories as
well. Partnerships of this character, broadly between equals have much to
offer both sides.

The following paragraphs attempt to analyse some of the special difficul-
ties which have been encountered on either side. It should be emphasized
nevertheless that the general experience of those directly involved in these
matters is on the whole an encouraging one, and it is believed that some prog-
ress is being achieved and will continue to be made in the future. In particular
some arrangements have already been effected and others are under discussion.

From Eastern and Western viewpoints the main problems and difficul-
ties, to supplement those previously mentioned, appear to be:

(@) Complications of language, distance and psychological approach, par-
ticularly as to priorities and form of the provision of information both tech-
nological and market. This includes difficulties in interpreting costing and mar-
ket information as between Eastern European and Western environments.

(b) Shortage of Western currencies leading to a request for some form
of counter-part trading e. g. products or components manufactured under
the licence.

(c) Licensing arrangements may have to be conducted through an official
governmental organisation rather than on a direct party to party basis. (Though
it is understood that in Hungary this seldom occurs.)

(d) Such arrangements are often required to take the form of a “once
and for all” transaction in which the “industrial property” is transferred
in return for one single financial payment. Such arrangements may form part
of a larger contract under which a totally integrated plant e. g. a chemical
factory, or some substantial section of a factory e. g. an automated line for
the manufacture of components, is involved.
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(&) Problems over CMEA’s allocation of lines of specialisation,
with the result that only limited markets may be available to the Eastern
European licensee for the product in question.

(f) In the preparation of agreements there may be conflicts as between
the British and Continental legal systems often necessitating long and complex
documents. Special problems here include:

(i) Which law to apply —third country e. g. Swiss or Swedish is some-
times used.

(i) How far one should attempt to legislate in the agreement for every
possible contingency.

(iii) Interpretation, both as regards translations and the precise legal
significance of various specialised phrases.

(9) Lack of adequate professionalism concerning the negotiation of licenc-
es. Licensing is a complex business involving an interrelationship of manu-
facturing, commercial, legal, technical and marketing aspects.

In order to improve the flow and transfer of technology as between the
U.K. and Hungary what are chiefly required are:

() Realistic understanding of what is involved, particularly so that the
time of valuable people is not expended on vain efforts.

(i) Increased opportunities for skilled people to move around and meet
others at their various institutions, and at worthwhile conferences and other
meetings.

(iii) Better prospects for Anglo-Hungarian joint ventures on a bi-partite
basis between the interested parties where this would seen appropriate, not
only for third party countries but also within the U.K. and Hungary.

(iv) Better identification of technological “areas of lead” and *areas
of need” in each country through information interchange and dialogues be-
tween informed people, at both official and unofficial levels.

(v) Recognition of the professionalism of the licensing exercise.

(vi) Fuller publicity and information about successful arrangements
between Eastern and Western countries.

It is submitted that the procedures on both sides for the implementation
ofthe Treaty need to be improved and that more attention be given to practical
follow-up by the use of progressing systems.

MEPEJAUYA TEXHOMNOM UM
B. BAP[,

O61L1eM3BECTHO 3HAUeHMe NepeaaYmn n NPUHATUSE HayYHO-TEXHUUECKIMX 3HaHWUIA 1 onbiTa Ans
3KOHOMMWYECKOI0 PasBUTUA 060l CTpaHbl. ABTOP feTaslbHO paccMaTpUBaeT Posb TaKoi opMbl
nepefia4n HayuyHO-TEXHUUYECKUX AOCTUXKEHWI, Kak MOKYNKa /IMLEH3NIA Ha MpUMeHeHue TexHU-
YECKUX MaTeHTOB, COMPOBOXAAeMoe MNepefaueli MMEIOLLIErocs 3KCM/yaTalMoHHOro onbiTa, Ha-
BbIKOB, CBEAEHW 06 MCMOMb30BAaHWUKM AAHHOTO MaTeHTa («3HaTb Kak»). MocneaHee o6blUHO Tpe-
6yeT 3aK/OUeHNs] I0r0BOpPa O TEXHWUECKOM COTPYAHWUYECTBe. ABTOP aHa/IM3MpPyeT BO3MOXKHbIE
BMAbI 1 (POPMbI TAKOFO COTPYAHNUECTBA.
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Mepexogs K npobnemam nepegaqn Hay4HO-TEXHWUYECKUX JOCTVDKEHWIA Mexay cTpaHamu
3anagHoit 1 BocTouHoin EBpombl, aBTOp YyKa3blBaeT Ha TPYAHOCTU TaKOro COTPYAHWUYECTBa,
VIMEIOLLMECH KaK C 3anafHoii (HeoCBeOM/IEHHOCTb 3anafHbIX 4eN0BbIX 0fei 0 NaTEeHTHOM 3aKo-
HOAaTeNbCTBE W OPUANYECKOM NPaKTMKe BOCTOUHbIX CTPaH), TaK W C BOCTOYHOM CTOPOHbI. Cpeau
NnocnefHUX aBTOP YKa3blBaeT Ha A3bIKOBbIE, MCUXONOMMYeCKe nperpagbl U HefOCTaTKM PbIHOY-
HOI MH(OPMALMK; Ha HEXBATKY KOHBEPTUPYEMbIX B/IHOT, NOPOXAAIOLLYIO CTPEM/IEHME K YBA3KE
nepefayyn NNLEH3UA C KOMNEHCALUMOHHBIMW TOBAPHLIMM MOCTaBKaMW; Ha MEXNpPaBUTeIbCTBEH-
HbI YPOBEHbL MEPEroBOPOB O MOKYMKe INLEH3NIN; Ha eAMHOBPEMEHHBIN XapaKTep nepefadyn u
niaTexa 3a Hay4YHO-TEXHWYECKOE [OCTVKEHWE; Ha CneLuvanM3aumio npou3BoACTBa MexXay CTpa-
Hamu C3B; Ha pa3nnuua nNpaBOBbIX CUCTEM U T. 4.

ABTOp OTAE/bHO OCTaHAB/MBAETCA HA HAY4YHO-TECHUYECKOM COTPYAHWYECTBE MEXAY
BenukobpuTtaHuen un BeHrepckoii HapogHoii Pecny6ivkoi, B 4aCTHOCTW, Ha [OroBope, 3a-
K/IHOYEHHOM MeXAy HUMUK B 1967 rody, v NONOXUTENLHO pacLeHBaeT BO3MOXHOCTU pacLLUMpeHmns
3TOr0 COTPYAHUYECTBa.
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Gy. Varga

SOME QUESTIONS OF TECHNOLOGICAL DEVELOPMENT
IN HUNGARIAN ENTERPRISES*

Technological progress breaks through the barriers of micro-economy and
enters more and more the world of macro-economy. In Hungary, a quicker pace
of technological progress was hindered not only by the scarcity of resources
but much more by the lack of stimulus for an efficient or a more efficient
use of the means available. The present system of planned economy has made
technological development into an integral part of economic processes. Long-
term interest in development is related mainly to competitive conditions. There
is no objective basis for establishing any priority between short-term and long-
term interests. From the point of view of technological development the alterna-
tives of a pioneer or a follow-up strategy or, rather, a proper combination of
these strategies should be considered. In order to accelerate technological progress
an active licence policy is needed, including management and organizational know-
how.

Economic growth relies on the development of the forces of production.
In our age which we are justified to call the age of a new technological revolution,
every “statement” on thé importance and the role of technological development
and progress may sound hackneyed. They have disappeared from the headlines
and the front pages of periodicals, and new inventions, patents and discoveries
seem to have become well-known features of everyday life. There are, however,
greater worries today: what to do with the immense amount of information
available to mankind, and how to make use of contemporary technology and
highly developed forces of production ?These are the social and human aspects
of the problem. But there is another side of the question: what economic-
organizational problems are to be solved in order to make the forces of produc-
tion, including the technical factors, grow at the desired rate? Most countries
can increase their wealth and social welfare mainly in direct proportion to
the resources made available by the level of national production. These and
their products are assessed, in one way or another, on the markets. The achieve-
ments of small countries are evaluated, in the first place, by internationally
valid standards. Hence the keen competition between the countries in develop-
ing the forces of production, since the relative level of development, indicat-
ed by productivity, is a decisive part of comparative relationships and com-
petitiveness.

Among the factors of economic growth, the relative role of capital
investments (the so-called physical investments) decreases, whereas that of
scientific research and of technological development is on the upturn.

) * Although the aim of the present paper is to examine technological development
in enterprises, it seems to be useful to discuss some macro-economic aspects of techno-
logical development as weh.
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In some countries this factor makes a contribution of some 40 to 50 per cent
to the growth of the gross national product.

These data reveal a new quality in the part played by technological
development: a narrow market assessment of profitability cannot be regarded
as the only foundation or the exclusive limitation of this activity. Technolog-
ical development breaks through the barriers of micro-economy and pene-
trates deeper and deeper into the world of macro-economy. Beside the tradB
tional markets, a specific market of scientific achievements and technological
information is coming into being and acquiring added importance. There is keen
competition also in those fields where mass production or rather the magnitude
of mass production has a growing significance. To judge by international ex-
perience, results are more or less directly proportional to inputs, and the
minimum value of inputs indispensable for keeping pace is rapidly increasing.
Hence the large countries develop “science factories” laying thereby the foun-
dations for “Big Science”. This, however, is within reach of only a few indus-
trial powers rich in capital. As to its inputs and outputs, technological develop-
ment involves social and economic requirements which make the participation
of the state inevitable. Therefore, technological development, that is, the mark-
ing out of its directions, the allocation of development resources and of the
ways and means of their exploitation, are becoming, in our days, integral
parts of the economic policy pursued by the state.

In countries with a planned economy it is the task of the central
government

a) to determine the perspectives of technological development and
scientific research;

b) to define the rate of development and the magnitude of inputs;

c) to take decisions on establishing new institutions which serve the in-
terests of the national economy;

d) to choose among the possible alternatives of technological develop-
ment;

e) to determine the direction and methods of international scientific
and technological co-operation.

On account of

a) relatively high inputs (costs) and of

b) factors of scale playing a role of increasing importance in scientific
research and development, the formulation of a rational development policy
in small countries is particularly complicated.

IndustriaUzation that followed the Second World War in Hungary was
also a large-scale programme of technological development. The great changes
that took place in the sectoral, the product and the utilization structure of
industry and also in the pattern of exports and consumption testified to this
technological development.
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Yet, various analyses have shown that the growth of productivity and
the factors promoting it — technological development, in the first place
have played a smaller part in economic progress in Hungary than in economi-
cally more developed countries. This is supported also by the fact that 45 per
cent of the growth in industrial production was due to increasing employment
in the period between 1965 and 1970.

Hence development in the last two decades has been more extensive
than in many other countries. We shall briefly survey its causes, some of which
are justified while others are open to criticism.

The main carrier of technological standard is the productive man. The
number, composition and education of the employed labour force exert a signif-
icant influence on the rate of development. The rapid growth of employment
—in industry, in the first place —over the past 15 to 20 years has not had
a beneficial effect on technological development because those newly engaged
(including some of the managers) did not have much experience in production
and management, and this resulted in slowing down technological development.

In recent years, however, the employment of skilled labour has been
stabilized” and skill has also increased —thanks to accumulating experience;
the number of those employed in industry is not likely to grow in the future.
All this creates more favourable conditions for the human aspect of technolog-
ical development.

The number of school years per inhabitant was 5 to 6 in the 1930s in
our country, and 7to 8 in Western Europe. This figure is expected to exceed
8 in Hungary and to go up to about 9 to 10 in Western Europe in the early
seventies. Since the general schooling period of the age group below 30 is now
10.3 years, we may reckon that our backwardness in this field will considerably
diminish within some 15 to 20 years.

Since 1960 the fixed assets in industry have shown an average annual
rise of 9 per cent by value. Some 10to 15 per cent ofthe value of our fixed assets
have been spent on purchasing new equipment. The expansion rate of fixed assets
have been sufficiently rapid, since about 45 per cent of the machine stock in
the engineering industry is younger than ten years, a very favourable age
pattern even by international standards. But the rate of scrapping, amount-
ing to an annual 1to 2 per cent of the value of the machine stock, is not satis-
factory. The low scrapping rate also reduces the efficiency-boosting effect of
new investments. This problem brings us to the deficiencies of the former
investment system: to fragmentation of invested capital, to insufficient inter-
est in making efficient investments and, in a sense to the preference for
maintaining unchanged capacities.

Scientific research and development play an important role in techno-
logical development. The proportion of those employed in research and devel-
opment (related to the level of per capita national income) as well as the
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growth rate of research inputs in Hungary are similar to those in countries
well advanced in these fields. Yet, research has not been sufficiently concen-
trated, the lead times have been long, and ill-interpreted national pride
(“not invented here”) has been heavily telling especially on this field.

Mention should also be made ofthe size of the factories and plants because
in certain branches they may turn out to be decisive factors in the efficient
utilization of new technology. It is a fact, for instance, that the size of our
plants in metallurgy, heavy chemical industry, and in the paper industry, are
short of the optimum.

Hence, what has hampered the accelerated growth rate of technological
development was not so much the scarcity of resources, the objective and
material conditions but rather the inefficient utilization of the available means
and/or the lack of incentives for their more efficient use. This seems to be
confirmed, in the first place, by the fact that the share of the R and D input
in the national income has shown an annual growth rate in

1960: 1.20 per cent

1965: 1.65 per cent

1969: 1.92 per cent
and the annual forecast for

1971 to 1975: 24 per cent.

But let us examine one more factor belonging to the sphere of economic
policy taken in the narrower sense of the term. Ever since the beginning
of industrialization there has been an overheated investment market in Hun-
gary: demand for investment goods has almost chronically exceeded supply.
This has put producers in a very comfortable position but has created an awk-
ward situation for users. As a result, the domestic market has become unassum-
ing, and failed (or has been unable) to exert a stimulating effect on the
producers inducing them to improve quality, to up-date the standard oftheir
products and to become more competitive. International experience shows
that export markets cannot make up for the inefficiencies, in this sense, in
the functioning of the domestic market.

Reform and central funds

The aim of the new economic control and management system introduced
in 1968 is to promote a more balanced and more efficient development of our
national economy. Efficiency, as the principal criterion of economic actions,
requires a fundamentally new economic environment and a social atmosphere
that implicitly stimulates rational actions. “Implicit” is the word to be empha-
sized. The wish and intention to accelerate the rate of technological progress
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existed in the former system of economic management as well, but the latter
lacked the very elements that could have exerted an objective impact in this
direction. Thus, having realized the importance of technological advance,
the government started to influence the enterprises “from without” and
often experimented with constructions alien to the management system which
were unable to achieve the desired results. In other words, technological devel-
opment was often treated as a technical problem and was not submitted to
economic analysis and to considerations of profitability.

The present system of planned economy, however, has institutionalized
incentives for more efficient economic actions and has organically incorporated
technological development into the economic processes.

Complex development programmes play a considerable part in imple-
menting the major objectives of technological development. They usually have
a heavy impact also on the direction of the shifts in the economic structure.
Such development programmes are included, for instance, in the 4th Five
Year Plan for 1971 —-1975. Let me quote the summary of two of these six
major programmes:

- Continued updating of the energy structure, the completion of the
natural-gas project, a rapid diffusion of the use of hydrocarbons which will
contribute to a considerable improvement in the productivity of power produc-
tion, to an efficient use of energy in other branches of the national economy
and to attaining a higher level of civilized living conditions.

—The application and production of devices of calculation technology,
which is a precondition of a high-standard organization and management
of production and marketing in various fields of the national economy and will
result in the development of a new production culture in the engineering
industry, indispensable for international competitiveness.

The 4th Five Year Plan — the first medium-term plan drafted in the
economic management system introduced in 1968 — endeavours to achieve
an intensive concentration of resources when determining centrally the rela-
tively small number of development programmes which are of paramount
importance for the structural transformation planned.

Together with the objectives, the development programmes clearly state
also the modes of implementation, the organization(s) controlling implemen-
tation, the necessary state funds (investments) and measures.

The Central Fund for Technological Development is an important instru-
ment of central management. This is resorted to by supervisory bodies when
the comparatively short-term enterprise interest proves insufficient as an
incentive because the development is expected to yield delayed results, or else
presents considerable risks. The Central Fund for Technological Development
is fed by contributions from enterprises. The extent of the contributions is
determined by the supervisory ministry and by the State Office for

4 Acta Oeconomica 6, 1971



50 GY. VARGA: SOME QUESTIONS OF TECHNOLOGICAL DEVELOPMENT

Technological Development (SOTD). Some 25 per cent of the central funds
is administered centrally by the SOTD.

This fund goes to finance:

— research commissioned by state authorities,

investments, experimental plants, instruments for experiments
necessary for the implementation of research commissions,

— the acquisition of scientific knowledge exceeding the sphere of interest
of any one enterprise (licences, know-how, patents etc.),

fees to experts, prizes in competitions (tenders), technical organiza-
tion, market research etc.

Financing takes the shape of contracts concluded between the relevant
state authority and the enterprise assuming the obligation.

The scientific research institutes operate within the budgetary system,
and most of them are engaged in fundamental research. Beside fundamental
research requiring budgetary financing, the scope of activity of the budgetary
research institutes has extended to applied and development research in the
past years. Apart from fulfilling their basic tasks, these institutes have been
permitted to conclude contracts — with bodies of research management,
with enterprises and other institutions —for studying scientific topics within
their research field and for offering research services.

For contractual research, the commissioning body is to pay a price
according to the official tariff or ~ failing such —a price as agreed.

Half of the difference between the income derived from contractual
work and the expenses can be used for personal incentives and the other half
for the development targets of the institute, chiefly for buying fixed assets
and for financing self-initiated research.

The system of contractual research and the interest relations involved
have so far had a beneficial influence on the research institutes prompting
them to the better utilization of their capacities and to the strengthening of
their ties with the supervisory authorities and the customer enterprises. A clear
sign ofthis development is the increasing income of the research institutes ofthe
Hungarian Academy of Sciences, derived from commissioned research, amount-
ing to 19 million forints in 1967, to 50 in 1968 and reaching 130 milUon fo-
rints in 1969.

A general phenomenon accompanying the growing number of contractual
work has been the utilization in practice of a relatively small part of funda-
mental research topics completed, mainly because financial interest has not
been attached to a prompt and efficient implementation of the results of such
research. In the recent past it has been made possible for a certain part of
the income from the utilization of results to remain with the research institute.
But since the basic activity of the budgetary research institutes relies on state
subsidy, it is justified if a comparatively large part of the income derived
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from utilization goes to the central budget. Hence 70 per cent of the difference
between such income and the costs incurred is paid into the budget. Thirty
per cent remains with the institute, half of which can be used for personal
incentives and the other half for development, just as in the case of contractual
works.

The new law not only stimulates the utilization of research but also
widens the system of financial incentives of the research institutes, per-
mitting a wider range than before for personal incentives: instead of 15 per
cent of the wage fund, the upper limit for financial rewards is 25 per cent,
which coincides with the maximum share payable by enterprises to their
workers.

Beside intensive interest in contractual work, a more efficient utilization
of the budgetary funds should also be stimulated. It would, therefore, be ex-
pedient to finance research institutes according to the tasks imposed on them,
instead of giving them general development grants.

Financing according to tasks should be understood as follows: the super-
visory authorities controlling research determine the tasks of the institutes
by giving them long-term state commissions and determine, at the same
time, the approximate allocations necessary for the solution of each task. In
this way, once the research completed, the financial means used for imple-
mentation can be collected in each individual case, and the efficiency of the
input can be evaluated. This will reveal whether or not it is worth-while to
carry out research in the topic in question. The implementation of state
commissions should be linked with a system of incentives promoting the solu-
tion of the task in compliance with the commission and the thrifty use of the
financial means earmarked for its implementation.

Financing according to tasks would be beneficial for the managing author-
ities as well as for the economic administration of the research institutes. State
commissions would not only acquaint the institutes with their tasks in long-
term fundamental research but would also inform them about the scope of
the financial means to be allocated to them. These would be transferred to
them at the rate of progress in fulfilling the tasks imposed, and thus the re-
search institutes would be aware of the financial resources they could count
upon for certain over an extended period of time.

The ultimate aim with technological research institutes operating as
enterprises is to make them self-reliant. This endeavour has resulted in
favourable changes in their activities over the past one or two years and in
increased attempts at achieving marketable development results.

But since exaggerated profits may jeopardize technological development,
the extent of profit extraction from research institutes differs from what
enterprises are required to pay. Therefore certain preferences are introduced
in the system of profit taxation and fund building of research institutes.
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Practice shows that the R and D activities of research institutes have
become more animated. As early as in 1968, the institutes offered a wide
choice of products on the market, all resulting from institute development. For-
merly the marketing of such products took as much as two to three years.

In order to promote scientific research and technological development
activities, instruments imported (machines, implements, spare parts etc.)
have enjoyed a complete exemption from customs duty since November
1969. The purchase of foreign licences and know-how also receives preferential
treatment which extends in certain eases to the import of machines associat-
ed with the purchase of licence and know-how as well.

The guiding principle of the economic reform in the field of technolog-
ical development is to establish closer link between R and D, on the one
hand, and productive activity, on the other.

But some experience shows that the large majority of R and D contracts
are short-term contracts concluded for one or two years. There is a definite
preference for commissions on product development which involve lower risks,
lower input and promise quicker returns. On the other hand, the share of
works undertaken for the development of technology, for laying foundations
for the further future of the enterprises, is all too restricted.

The tasks associated with the central management of research are con-
tained in the guidelines for science policy. The plan of long-term scientific
research* and its relations and co-ordination with the national-economic plan
(economic policy) will certainly promote the efficient management of techno-
logical development. If on this basis significant scientific results are achieved
in certain fields —e. g. in those Usted above, — and if the enterprises are
acquainted with them in time and have access to them under favourable
conditions, then the state will be able to influence the development activities
of enterprises efficiently.

Technological development in enterprises

The entire system of economic regulators exerts an influence on the
technological development of the enterprises. The regulators will promote
technological development if they create an economic environment for the
enterprises in which

a) development is assessed in identical (or almost identical) terms by
the enterprises and by the national economy alike;

b) the employees and managers of an enterprise are interested in its
permanent development because development is a precondition of competitive
survival;

* A new long-term scientific research plan is now being drafted for 1971 1985. It is
going to be a document of the long-range strategy in science policy.
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C) the enterprise has access to material means (credit etc.) necessary
for its development.

The principal economic regulators of technological development are the
regulations of profits and of the price system. The enterprises, their leaders and
employees are best stimulated by coupling their interest to the profits. At
present this incentive prevails in two directions:

a) directly, — through the wages and wage-type grants (like profit
sharing, bonuses etc.) due to the employees of the enterprise from the profit;

b) indirectly, — through the financial resources that can be allocated
to the development of the enterprise from profits.

These two kinds of effects prevail jointly today: increased profits (or the
growth of profits) automatically yield the amounts that can be used for either
of these two purposes. Experience of the past three years has shown that we
are essentially on the right track: enterprising spirit has grown and development
activities of enterprises have intensified.

The principal financial source of technological development activities
in the enterprise is its technological-development fund, which is formed from
specific percentage rates included in the prices of the products. This fund is
tax-free. Expenditure on technological development should be regarded as
part of production costs. These accountable costs cannot be prescribed for the
enterprises. Their size is determined by criteria of economic efficiency and of
profitability.

What we were worried about was rather the possibility that some enter-
prises  mainly in the first years of the reform —would neglect technological
development in exchange for achieving higher profits. That is why the enter-
prises are bound, for the time being, to include a share of 0.1 to 25 per cent
for technological development in their prices and create a technological devel-
opment fund therefrom. The rates have been differentiated with due regard
to the requirements of the perspective development in the given industry, on
the basis of the expected demand on the market. Consequently, the prescribed
rate of technological development expresses the development demands in the
given group of products. There are forty different rates in force now.

The prescribed technological development fund does not represent the
maximum expenditure that can be devoted to technological development.
Inputs above the compulsory minimum can be accounted for as costs.
This prompts the enterprises to make such investments for this purpose as
are sooner or later recovered from price revenue and increased profits.

In 1969 the enterprises formed technological development funds amount-
ing to a total of 4,400 million forints, exceeding the 1968 figure by 8 per cent.
Together with the initial stock transferred from the previous year and with
other resources, the amount available for purposes of technological develop-
ment was about 6,000 million forints, that is, 23 per cent higher than in 1968.
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In industry this fund made up about 1.1 to 1.2 per cent of the gross income
on the average, but 2.7 per cent in the engineering industry and 1.9 in the
chemical industry.

Development work has become livelier, economic efficiency has improved
during the past three years; as against a 3 per cent rise in global industrial
production, the contribution of industry to the national income has gone up
to 6 per cent. According to the survey of the Central Statistical Office, the
share in production of transmission-technical equipment, representing an
up-to-date product structure in the telecommunication industry grew, for
instance, from 3.8 to 5 per cent in one year (1968) and the share in production
of micro-wave equipment from 2.9 to 4.3 per cent. In precision engineering,
the share in production of electronic measuring instruments rose from 11.7
to 15.4 per cent and that of special instruments, from 17.4 to 19.5 per cent.

It is very instructive to examine the use of resources devoted to techno-
logical development by the purpose of utilization.

Table 1

Percentage distribution of technological development inputs
according to their utilization

Allocated from total for 1967 1968 1969

Basic research - 0.8 0.8
Product development 325 46.6 49.4
Development of processes 29.5 20.5 225
General development 20.1 10.8 10.8
Other R and D costs 17.9 21.3 16.5
100.0 100.0 100.0

Source:
Ministry of Finance

The data clearly reflect the tendency towards product development:
1968 brought an explosion-like change (which goes to support the statements
in the survey of the Central Statistical Office, see Table 1). On the other
hand, the share of development of processes — which is low at any rate —
continued to decrease. Although its share is around 30 per cent in branches
requiring complex technology (e. g. the chemical industry, metallurgy, and
the building industry), there still is a case for saying that the enterprises will
be unable to utilize the achievements of product development properly pre-
cisely on account of the relatively backward technological methods. The con-
siderable fall in 1968, and later the stagnation of the share of expenditure for
development of a general nature should be assigned to the same category. The
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point is that the costs of development of processes and expenditure for devel-
opment of a general nature are closely linked because these include all costs
oftechnological nature, e g. planning, of designing, the analysis fees, payments
for licences etc.

Short-term and long-term incentive

The changes occuring in the pattern of technological development
activities seem to indicate that, answering market impulses, the enterprises
are inclined to look upon the widening of product assortment, that is, on
enlarging and diversifying the product pattern, as the main objective
of technological development.

Another conclusion that can be drawn from the above trend in tech-
nological development is that the enterprises (i.e.. their managers) are
mainly interested, for the time being, in short-terms tasks, and that the present
system of profit sharing has not yet generated long-term motivation. This
seems to be confirmed by a representative sample survey of the Hungarian
Investment Bank, covering 139 enterprises (including 122 industrial com-
panies). This shows that the share of development investment devoted
to increasing capacity rose from 57 per cent in 1968 to 61 in 1970, whereas the
share devoted to raising technological standards fell from 19 to 12 per cent.

It is well worth noting that the share of investments for maintaining
the production level is extremely low (2.2 per cent) compared with the operat-
ing fixed assets; it suggests an average replacement cycle of 44 years. And
this is one more proof of the fact that the present system of profit sharing
produces short-term impulses.

I have no knowledge of any approved motivation system, tested
by practice that would make the managers and employees of an enterprise
interested in long-term development. Not even the system of allocating shares
to employees serves this aim adequately.

Interest in long-term development is linked, perhaps, not so much
with stimuli aiming at profit maximization but rather with competitive condi-
tions, that is, with the imposition of market conditions under which the exist-
ence of the enterprise might be at stake, conditions in which development is
an indispensable precondition of survival. This recognition is an integral part
of our economic reform. Yet, in the present transitional period — precisely
on account of the unbalanced market conditions —the unfolding of economic
competition must be limited. But the conditions must be created gradually,
by ensuring the dynamic equilibrium in the major fields of the national econo-
my, by introducing appropriate organizational changes (by dissolving the
economically unreasonable monopolistic organizations), by establishing more
intensive contacts with external markets, and by increasing import com-
petition.
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It seems to me that the quickening pace of economic competition (without
exaggerating its significance) is gradually engendering an enterprise attitude
that focuses the interest of management on problems of survival, that is, on
the development pohcies of the enterprise.

Nevertheless, | would not venture as far as confronting short-term
and long-term motivation or suggesting any kind of priority between them.
I do not think such attempt could be justified either theoretically or in prac-
tice. We are faced here with an intricate, interdependent contradiction: the
rapid pace of technological progress, the lack of stability on the market of
products involve the necessity of working out long-term development targets,
and of thinking (by the managers) in terms of long-range interests. On the
other hand, the level of the necessary R and D inputs, the degree of uncertainty
etc. increase the risks involved by development to an extent that makes the
enterprises prefer the short-term development targets which they can better
manage. This is an objective contradiction in economic life which can hardly
be solved by a preferential classification of interests. It seems to be more
expedient to try to attain an appropriate equilibrium of interests (that is,
between short-range and long-range development concepts). (Government
preferences or the varying participation of the state in financing R and D
objectives may, for instance, act as such balancing factors.)

I do not think it is a mistake to let the attitude of Hungarian enterprises
be imbued with the wish of rapidly adapting themselves to market conditions
at present, in the transitional period following the introduction of the new
management system. Now this is indeed a condition of achieving an internal
economic equilibrium and of procuring resources that enable us to draw up and
implement technological development programmes involving greater risks
and yielding slower returns.

The superior authorities of enterprises e. g. ministries —size up
now the activities of the managers not only on the basis of the annual
profits but also with due regard to their long-term development policies and
to their plans for the future. This is one more factor laying stress on long-term
development interests. These are also strengthened by supervisory committees
appointed to major enterprises to report (to the owners i.e. the State) on the
activities of the enterprise managers, with an eye on the long-term devel-
opment, business pohcies, and the future.

Let us now examine the role of amortization which serves the replace-
ment of fixed assets used. In industry amortization amounted to 4.8 per cent
of the gross value of fixed assets engaged in 1968. According to the laws in
force, an average of 40 per cent of amortization allowances is due to the state
and 60 per cent remain with the enterprises. The basic principle is amortiza-
tion directly proportional to time during precalculated physical —sometimes
technical — depreciation. Although the regulations are not absolutely strict
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about the rates in force and about the mode of amortization, practice leaves
little scope for deviations. True enough, the part of amortization left with
the enterprises usually meets replacement demand, but in many cases it
does not. If and where it does not, the enterprises feel exempted from the
obligation of maintaining the standard. For the time being the enterprises
have no other choice of amortization. The existing regulations do not per-
mit accelerated amortization of equipment becoming rapidly obsolete even
in the dynamic branches. (There are several arguments against accelerated
amortization; one of them is that this method may increase capital costs,
thereby potentially driving up prices and reducing the competitiveness of
the enterprise etc.) At the same time a preferential application of this method
is thought to be possible.

Technological development is linked, in most cases, with the general
development of the enterprise. The enterprises finance their investments from
their profits and from their share of amortization. Investment activities have
been considerably decentralized, and development brought within the scope
of interest of the enterprises. About half of the total volume of invest-
ments comes under the competence of the enterprise today. The benefi-
cial effect of this change upon efficiency and upon improved returns need
not be emphasised.

It is, however, interesting to note that the present system of income
regulation allows every enterprise more or less the same scope for forming
development funds; whether they are meant to develop slowly or not at all,
to meet social demands, or are expected to make a rapid headway in expanding
production.

Development needs are known to be extremely varied. In enterprises
meeting stagnant demand the funds are needed only to maintain simple
reproduction which can be financed from amortization and prime costs, and
those producing goods for which there is a decreasing demand may need even
less. Yet our system regulating enterprise incomes obliges every economic
unit to create amortization funds —of proportional size  and, again on
the strength of identical rules, to transfer the major part of profits into
the development fund.

In branches and enterprises where no development is necessary to meet
current demand, or where a slower than average development would be suffi-
cient, our system of income regulation institutionally creates an abundance
of funds.

These funds withhold development sources from other sectors of our econ-
omy where they would be needed primarily: from enterprises meant to meet
rapidly growing social needs. For meeting these rapidly growing demand the
relevant enterprises would have to be developed at a quicker pace than the
average.
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With a view to promoting and stimulating the mobility of social capital
new regulations have recently been introduced permitting the reallocation of
capital owned by enterprises. Instead of investments that seem redundant
or promise low efficiency, the enterprises are allowed to regroup their develop-
ment resources by transferring them to other enterprises or co-operatives.
One of the possible forms of capital regroupment is association, when two
or more enterprises (co-operatives) join forces in order to achieve an eco-
nomic objective and thereby attain results which are better than what they
could achieve separately.

It is also possible to found joint enterprises in case of large-scale, inten-
sive and lasting co-operation, mainly in the field of production. The founders
of a joint enterprise share the profit in predetermined proportions.

In connection with the mobility of social capital let me point out the
possible advantages of a wider utilization of the leasing system. For the diffu-
sion of new technology it seems favourable for the state to take part in promot-
ing up-to-date technology involving great risks; the state could purchase
new equipment, prototypes or systems of technology and lease them —under
favourable conditions —to enterprises ready to adopt the new equipment or
method.

The principle, according to which development is necessary for expanded
reproduction, and not for simple reproduction, has not yet sufficiently asserted
itself in our system of income regulation: development funds can be formed
both from the amortization of the existing fixed assets and from the amorti-
zation of newly acquired fixed assets in the same way, that is, from simply
reproduced profit and from the profit increment alike.

This uniform treatment, in fact, conceals the bearing of uneven burdens.
The burdens on capital once acquired by an enterprise and exempt from obli-
gations of amortization are comparatively small:

— there is charge of 5 per cent on the original value to be paid in prin-
ciple, which is 3.7 per cent in practice on account of exemptions;

— amortization for depreciation, at different rates, of fixed assets.

The burdens on newly acquired assets are much heavier. In addition
to the charge on assets engaged and to amortization, the enterprises are meant

— to raise money for acquisitions, i.e. for paying off credits;

— to pay taxes on the development fund; and

— to pay interests on credits.

The high taxes on the part of profit going to development and the large
share of amortization due to the state make it practically impossible to pay
off credit from the profit and amortization derived from the investment
financed by the credit.

It follows that certain less efficient investments may, in competition,
Push into the background investments promising higher efficiency if the funds
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derived from initial (basic) profits and from amortization have a larger share
in their financing. Hence, self-financing capacity is still a strong factor in
acquiring development possibilities. (This is an understandable aftermath of
an earlier situation that prevailed for a long time, when the development
of enterprises was largely financed by the state.)

It might be a correct assessment of the present situation to say that too
much of the amortization formed after untaxed assets and of the initial profit
remains with the enterprises as per today. Compared to this, the centraliza-
tion of amortization in the wake of new investments and of the profit seems
to be exaggerated and the burdens of these are overwhelming. Consequently,
the point is not that the total investment capacity (purchasing power) remain-
ing with the enterprises is low, but that it is not expendiently coupled with
development. (This is treated at length in Dr. Tamas Bécskai’s study, see
pp. 79-110)

Personal interest, that is, the interest of creators and developers, plays
an important part in the technological development of enterprises. Consider-
able efforts have been made in the last years to widen the range of incomes,
but the results achieved are not yet sufficient. A case in point is the aver-
age income of those employed in metallurgy and the engineering industry:

Table 2

Average income of the technical staff = 100, in 1968

Job description Grosimary
Enterprise management 197
Economic planning 109
General development 103
Product development 89
Production development 95
Production management 103

Source: Ministry of Finance

The wage level of those employed in production development and partic-
ularly in product development is still lagging well behind the wage level
of those engaged in production management. If we take into account that
—owing to the nature of the work —the share of the employees with higher
or secondary school qualification is substantially higher in technological
development than in production management, the disproportion of incomes
becomes even more conspicuous. Nevertheless, it is a fact that the salary
level of those engaged in development rose at a higher rate than the aver-
age in both 1968 and 19609.
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. Pioneer and follow-up strategy

Directions of technological development constitute the most important
part of enterprise strategy. When laying the foundation of strategic consider-
ations, the most expedient development resources and tasks, ensuring the
competitiveness of the enterprises in the long run, should be determined with
due circumspection. The choice of a correct development conception is espe-
cially difficultin a small country with an open economy. StrangeJas it may seem,

uear
Fig. 1. Durability curves of receiving tubes

it often happens that enterprises make tremendous efforts to manufacture
products that require highly sophisticated technologies for which they do not
command the necessary resources, instead of endeavouring to specialize
in products in compliance with the resources they can rationally develop and
to exploit the corresponding market possibilities. This happens chiefly to enter-
prises whose product development — owing to the insufficiency of their
resources — is lagging at least one phase behind the internationally lead-
ing enterprises and which therefore find themselves compelled to adopt the
so-called follow-up strategy.

It is often reasonable to resort to the follow-up strategy because demand
for products and services representing an earlier technological standard usu-
ally persists even after the rivals pioneering in technological progress start
to use their resources, or most of them, to develop products and services in
the front rank of technological progress. The machines, equipment, means of
telecommunication, household appliances and so on, once put into operation,
go on functioning as long as modernization becomes profitable. The enterprises
following the pioneer strategy are ready to withdraw after a time from
markets becoming “traditional” for them, because the precondition of their
competitiveness and survival is their engagement in pioneer technology.
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Let us take the production of electric tubes as an example. Topping the
market of these products are such firms as Philips, Osram and Siemens.
Characteristic of the development policy of these firms are the durability
curves of the electronic tubes. (See Fig. 1 p. 60)

The percentage division along the vertical axis in the figure shows the
frequency of occurrence of the types in different years in the total market for
tubes.

The abrupt fall in the production of earlier tube types, the discontinua-
tion of their manufacture and their replacement with new and better types
can clearly be traced in the figure which also shows that the pioneer firms
start marketing the improved products when demand for the previous
types is culminating. They do not wait for the earlier types to saturate the
market but, in a sense, they themselves create competition for their own ear-
lier products. This is one of the conditions for maintaining their competi-
tiveness.

There is a period, therefore, when the new product does not entirely
oust the old product. This may offer favourable market possibilities for
enterprises choosing the follow-up strategy.

This is actually what the Tungsram United Incandescent Lamp and
Electrical Co. is trying to exploit. Relying on the above strategic model, the
enterprise caters for demand which the top-ranking firms are no longer con-
cerned with. Thus the enterprises can acquire a growing share in the
receding market of traditional electronic tubes.

Such a strategy can, evidently, be endorsed only in cases when it is not
meant to disguise the backwardness of production and product development.
It should be kept in mind that the share of the enterprise grows in a dwin-
dling market of the product in question, and if the enterprise fails to keep
pace with the international trends in production and product development,
it might find itself ousted from the market. The enterprises employing the
follow-up strategy should not only realize that they are selling on a shrink-
ing market but should also be aware of what market price curve the durabil-
ity curve of the product is coupled with. Another important thing to watch
is whether any sharp drop in prices may be expected after the culmination
of demand for the old types. This would make the exploitation of the subse-
guent market possibilities extremely unprofitable as a result of the withdrawal
of the pioneering enterprises. Owing to the danger of being ousted from a
shrinking market and to the deteriorating profitability of marketing, it
is questionable whether the follow-up strategy is less risky than undertakings
of a pioneering character.

Thus, keeping in step with the pioneering enterprises is an important
requirement of follow-up strategy. Let us examine the above durability curves;
they suggest interesting conclusions concerning the intensity of development.
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In the first year of their appearance the PCF 80 and 82 type tubes account-
ed for 17 to 18 per cent of total utilization, whereas the utilization frequency
of the PCF 86 type tubes put on the market nine years later reached almost
25 per cent —again in the first year of their appearance. This means that the
intensity, the rate of development is increasing in enterprises employing
pioneer strategy. This fact must not be neglected by the enterprises employ-
ing follow-up strategy. The Tungsram Co. for instance,.cannot bridge the
growing technological gap on the market of these products unless it evolves an
optimal product spectrum (it has indeed narrowed its earlier all too wide as-
sortment), unless it buys Ucences, know-how on a larger scale, that is, takes part
in international co-operation in production. The standard ofthe R and D invest-
ments of the corporation and their share in the volume of production is
lagging well behind the investments of the top-ranking companies in this field.
Though somewhat belatedly, yet at an accelerated pace, Tungsram has
made considerable efforts in the last years to make use of advantages offer-
ed by licences and patents. (Some 1to 1.8 per cent of R and D input was
used for buying inventions and licences between 1963 and 1966; this figure
rose to 5.6 per cent in 1967 and is likely to reach the 10 per cent mark in the
near future.)

As can be seen from the above considerations, “follow-up” must not
be restricted to simple reproduction of earlier products and services of those
ahead of us. Reproduction should be carried out on a higher level, because
adaptable and applicable technologies, production and utilization experi-
ences are at our disposal (or at the disposal of earlier producers and users).
This higher level of reproduction is required by the mere fact that the new
type, embodying pioneering technology, is already on the market. What is
more, in branches where the growth rate of technological development is
particularly high, “following-up” does not mean that the followers should
pass through all the development stages that the predecessors could not avoid.
It is both justified and necessary to skip some of these stages and to
adopt, as soon as possible, the manufacture of more advanced, more up-to-
date products and technologies.

Licences

Search for possibilities of international co-operation should play a more
important part in laying the foundation of an expedient development strategy
for the enterprises, and a particularly keen eye should be kept on the market
of licences, for this reflects with the greatest dynamism the international di-
vision of labour. Although the purchase of licences and know-how has been
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going on with growing intensity in the past years in Hungary, the survival
of old, conservative views cannot be denied. The share of R and D inputs
in our national income, or their size computed for one employee in industry
is at least as high as in the economically advanced countries, yet, the amount
used for purchasing licences and know-how is about one-tenth of that in these
countries. For years we have used 0.2 to 0.3 per cent of the R and D expendi-
tures for buying scientific and technical results achieved abroad. This has lately
jumped to 1.5 —1.7 per cent. The share of products made under licence is the
highest in the industries manufacturing electrotechnical appliances (close to 7
per cent) and vehicles (5 per cent). An examination of their share in the various
groups of products reveals that more than 50 per cent of the thermal equip-
ment of power plants and almost half of the high-voltage electric devices
are licensed products. Their share is 20 to 30 per cent in the manufacture of in-
ternal combustion engines, railway traction vehicles, transformers, electronic
tubes as well as of grinding and surface-polishing machines.

It should be remembered that adopted scientific results obviously yield
slower returns and these are presumably embodied in the entire reproduction
process. However, foreign experience shows (for instance, in the case of Japan)
that licences and know-how areimportant factors of economic growth in our days.
It may be conceived that some transaction has a negative effect upon the
equilibrium of the balance of payments, yet secures comparative advantages
for the country. It hardly needs proving that whereas the import of materials
and semi-finished goods is only one of the material preconditions of economic
growth, the purchase of up-to-date means of production and of development
technologies is equivalent to buying immediate growth factors.

It is therefore worth giving a thorough consideration to the framing of a
purposeful and efficient licence policy both at the level of policy makers in indus-
try and also at the enterprise level. The industrial ministries would, therefore, do
well if they availed themselves more actively and boldly of this possibility, en-
couraging and stimulating thereby the initiatives in industrial enter-
prises.

The purchase of licences requires not only a very careful analysis of
the market but also very circumspect adoption activities with regard to both
personnel and material conditions.

The conditions for the adoption of foreign scientific and technological
achievements usually do not prevail in countries before they reach a stage
of development in which the per capita national income is somewhere be-
tween § 500 and 800.)

Certain R and D institutes may be afraid of being left without a
means of living as a result of licence purchases encouraged by the government.
What experience shows is that they may lose not their livelihood, but their
monopoly. And this is no drawback. A larger turnover in licences usually
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acts as a stimulus to domestic research and development. We could quote
more than one example to show that licences bought abroad have been devel-
oped, improved and amended by domestic enterprises and research institutes,
so much so that their marketing has become possible abroad. (It is advisable
to concentrate licence purchases to fields in which we have favourable domestic
experience in adoption and development.) The adoption faculty of Hungary is
good in general. We have, therefore, no reason for applying foreign scientific
results with reluctance.

As a consequence of growing economic competition, enterprises are more
and more jealously guarding their trade secrets. There are countries and firms
rather reluctant to conclude licence agreements with their potential rivals
or to sell licences for their products at all. This has given birth to a new
kind of licence trade referred to as cross-licencing, when enterprises, ready to co-
operate mutually place at one another’s disposal certain technological
procedures. Purchases seem to be conditioned more and more by having to
offer licences as exchange “commodities”. (An important prerequisite of
such a trade is the development of licence marketing, raising special re-
quirements in many respects. For instance, the achievements of Hungarian
technological and scientific work are hardly known abroad.)

That is why the follow-up strategy does not preclude but presupposes
that enterprises employing this strategy should endeavour to come out on top
in certain production functions or to find some function enabling them to create
new demand and reveal new markets. A purposeful follow-up strategy with
respect to some products may, in a sense, stabilize the enterprise, enabling
it to advance to the front rank on markets of other products and to start
licence-marketing itself. Tungsram Co. for instance, by making use ofthe stabil-
ity provided by follow-up, endeavours to preserve its market positions based
on innovation (say, in the production of electric bulbs and vacuum-technical
machines).

One more point to discuss is the possibility and the necessity of transfer-
ring methods of control and organizational patterns. We have experienced al-
ready that certain imported or licensed technologies could not be used efficiently
at the enterprises because the existing control system and organizational
pattern do not match the new technology. | am aware that there are certain
limitations on the transferring of control methods and organizational pat-
terns, yet it is worthto take this into consideration while working on a licens-
ing agreement. As far as | know, enterprises in the engineering industry are
at present negotiating the acquisition of Ucences and know-how in more than
one hundred cases. | have had an opportunity to talk with some of the
managers of these enterprises: they would prefer a package deal to an
agreement which contains the technical assistance in its narrow sense
only.
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International co-operation

One very promising form of technological and scientific co-operation
is collaboration with foreign enterprises. Co-operation in this sense should
mean lasting relations in production, development and marketing, based
on the division of labour and on the common interests of legally independent
enterprises. I do not wish to dwell on the mutual advantages of co-operation;
they will become clear in the following. All I want to do is to point out the
rapid development of this form of operation. Whereas between 1964 and
1968 Hungarian enterprises concluded not more than altogether 27 co-opera-
tion agreements, the number of these was 26 in 1968, 42 in 1969 and 32 in the
first three months of 1970. Most of these agreements have been signed by
firms in the engineering and chemical industries. After the Federal Republic
of Germany and Austria, Great Britain ranks third on the list. It is important
to remember that the Hungarian government gives preference to contracts
qualified as co-operation agreements, — on the basis of reciprocity. The prefer-
ence should be understood to include such factors as favourable credit con-
ditions, the granting of import and export permits irrespective of quotas, re-
duced customs duties, exemption from deposit payments etc.

A promising example of industrial co-operation is the contract signed
in December 1969 between the British Scientific Instrument Manufacturers’
Association (SIMA) and the Hungarian Association for Precision Engineering
(MME).

This is a kind of skeleton agreement providing a framework for direct
contracts between enterprises rallied in these two organizations. One of the
fundamental targets of the agreement is to boost the export to Great Britain
of Hungarian precision instruments and the import of British products in Hun-
gary, to encourage the conclusion of direct co-operation contracts be-
tween the enterprises, and to organize mutual information in the respective
fields.

An outstanding feature of Hungarian-British co-operation in precision
instrument trade is the collaboration between the Central Research Laboratory
for Measuring Technology (MKKL) and Electronic Flow-Meters (EFM). Among
the preliminaries let us mention that the Hungarian Institute decided to devel-
op and manufacture turbine-driven flow-meter equipment as early as in 1962
(mainly for measuring the volume of liquids). Yet the subsequent three to four
years brought no satisfactory results either in product development or in
marketing. It became necessary to look for other solutions, and the enterprise
started to examine the possibilities of buying know-how and licences. In
1967 these endeavours resulted the signing of a bilateral co-operation
agreement with the firm Electronic Flow-Meters, under which the MKKL
obtained from the British partner the design, construction and technology

5 Acta Oeconomica 6, 1971



66 GY. VARGA: SOME QUESTIONS OF TECHNOLOGICAL DEVELOPMENT

of the turbine-driven flow-measuring instruments, the information and meth-
ods necessary for their manufacture and for quality control. Making use
also of the results of earlier domestic research, the Institute solved — within
one year —the problem of developing and manufacturing the Turbo-Quant
turbine-driven flow-measuring instruments; a sudden rise in sales followed.
The costs of signing and implementing the co-operation contract amounted
to about 2.5 million forints, which were fully recovered within the first two
years of the contract.

Some of the finished goods of EFM are manufactured from pieces produc-
ed in Hungary. A small but characteristic example of the advantages of co-
operation is the following: the precision casting of a spare part formerly lasted
14 hours in the Hungarian factory as against 2 hours and 10 minutes in Great
Britain, but by utilizing the experience and more advanced manufactur-
ing techniques of EFM the Hungarian factory could also reduce the pro-
duction time to 2 hours and 10 minutes.

Thanks to co-operation, the income of MKKL derived from selling
turbine-driven flow-meters rose from one million forints in 1968 to five million
in 1969. After one year of marketing MKKL could acquire the GDR, Soviet,
Czechoslovak, Polish, Rumanian, Bulgarian and Yugoslav markets for its
Turbo-Quant turbine-driven flow-measuring instruments, ensuring its export
to these countries by long-term bilateral, foreign-trade and service-to-customers
contracts. The launching of Western export is in the offing.

The prospects of realization are further improved by extending co-
operation to the marketing. The annual 100 million instrument import of
Great Britain shows that, given appropriate technological standard, Hunga-
rian precision instruments could find their way to the British market. But
even more important is co-operation on external, third markets. When the
contract was signed, it was realized that new markets could not be reached
or lasting results achieved without a co-operation agreement. The great de-
mand of socialist countries, especially of the Soviet Union, for instance, for
flow-measuring instruments represent new marketing possibilities for British
firms. Through the co-operation agreement the increase in the income of MKKL
is advantageous for them as well, the products enhancing the reputation of
British industry and opening up new markets for further deliveries. Owing
to its favourable geographical position, the Hungarian partner can economi-
cally provide a valid guarantee and cater for the servicing of the equipments.

Another promising large market for co-operation is the Middle East
where the automation of oil fields, the building of pipelines (for instance, the
Soviet-Iranian oil pipe) opens up large vistas for selling turbine-driven flow-
measuring instruments.*
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In conclusion | wish to refer again to the domestic and international
experience according to which certain processes cannot be trusted to the auto-
matism of the economic regulators. Technological development is one of the
activities where, beside the automation effects of a regulated market, the
conscious — and partly direct —guidance by state authorities cannot be
dispensed with.

HEKOTOPbIE BOINPOCblI TEXHWYECKOIO TMPOIMPECCA B BEHIEPCKUX
MPEAMPUNATNAX

[l BAPTA

ABTOp Ha 0CHOBE MEeX/YHapPOAHbIX TPEHA0B TEXHUUYECKOr0 NPorpecca ycTaHaB/NBAET, UTo
faBaemMasi PbIHKOM Y3Kasi CTOMMOCTHAsi OLeHKa WU PeHTabelbHOCTb He MOTYT COCTaBNATb HU
OCHOBbI, HW Mpejena AesTeNbHOCTY B 06/1acTy TeEXHUYECKOro nporpecca. TexHWYecKuit nporpecc
BbIXOAWT 3a Npeae/bl MUKPOIKOHOMUYECKOM cepbl 1 BO Bee 60/bLLEi Mepe MPOHMKAET B 06/1aCTb
MaKpOIKOHOMUKI. B Hallly anoxy Hapsagy ¢ TPaauLMOHHbIMU TOBAPHbLIMIA PbIHKaMK HaxoauTcs B
cTaguMm 06pazoBaHMsi M NpUoGpeTaeT NOCTOSAHHO BO3PACTAIOLLLYHO POJb CNeLM(UYECKMIA TOBApHbIi
PbIHOK HayUHbIX JOCTVXKEHWUI W TeXHUUECKMX 3HAHWIA.

Mcxoaa 13 daHHbIX 33 UCTeKLLME rodbl, aBTOP NPUXOAUT K BbIBOAY, UTO B BeHrpuu Gonee
GbICTPOMY TEMMY TeXHMYECKOro Mporpecca Mellana He CTONbKO, WM MO KpaiHeil Mepe He B
nepByl0 0Yepedb Y30CTb MaTepuasibHOW 6asbl, CKO/IbKO OTCYTCTBUE IPEKTUBHOIO MCMO/b30Ba-
HUSI CPeACTB W, COOTBETCTBEHHO, CTUMY/IMPOBAHUA K UX 3PMEKTUBHOMY MCMOMb30BaHMO. Llienb
BBeeHHOW B 1968 rody HOBOI CMCTEMbI YNpaB/eHNs! HAPOAHBLIM X035IACTBOM 3aK/Il0UaeTCs B OKa-
3aHWW COfEeCTBUS BGofiee ypaBHOBELLEHHOMY W Goniee 3(heKTUBHOMY Pa3BUTUIO HApPOAHOrO
X03MCTBA. HbIHELHAA cuMCTeMa MJIaHOBOrO X03sACTBA NpeBpaTuia TeXHWUECKMIA Nporpecc B
OpraHMYecKyto YacTb X03SIACTBEHHbIX MPOLIECCOB.

ABTOp MOAPOBHO OCTAHAB/MBAETCS HA HbIHELUHUX WHCTPYMEHTAX M MeTofax LeHTpasib-
HOro, NJaHOMEPHOro rocyJapCTBEHHOrO PYKOBOACTBA TEXHMYECKMM MpPOrpeccoM, Ha AeATesb-
HOCTV HAYYHO-UCCNEf0BATENbCKUX WHCTUTYTOB U MPOUCLUEALINX B HEl U3MEHEHUAX.

B CBS3M C TEXHUYECKMM NPOrpeccom npeanpusiTUii aBTop 0TMEYaEeT, YTO CUCTEMA SKOHOMU-
YECKOro PerynnpoBaHnst MOXeT COAeliCTBOBATb Pa3BepThbIBaHWIO TEXHMYECKOro Nporpecca B TOM
cnyyae, €ciim oHa o6ecrneuymBaeT Takue SKOHOMWUUYECKME YCIOBUSl, NMPU KOTOPbIX TEXHUUECKMiA
nporpecc nosiyyaeT NPUMEPHO OAMHAKOBYIO OLEHKY KaK Ha YpOBHe MpeanpuaTWii, Tak U Hapoa-
HOro X03AICTBA, eCNM PabOTHUKM M PYKOBOAMTENN MPeanpuUsiTUs CTAHOBATCA 3aMHTEPecoBaH-
HbIMM B MOCTOSIHHOM Pa3BUTUK W POCTE, €CIM NPeAnpuUATMe UMeeT BO3MOXHOCTb 3aroflyunTb
HY>XXHble [I/11 CBOEro pa3BUTUA MaTepuasibHble CpeacTBa. BaxkHENLLNM (MHAHCOBLIM UCTOUHMKOM
[esTeNbHOCTY NPeAnpPUATUSA B 0611aCTM TEXHUYECKOro Nporpecca ABMSETCS ero OH/ TEXHUUYECKO-
ro pasBuUTUs, KOTOPbIV 06pas3yeTcsi Ha OCHOBAHWUM HOPM, OMpefesieHHbIX B MPOLEHTaX K LigHam
TOBapOB. TeHAEHLMWN [eATE/IbHOCTU NPEANPUATMIA B 06N1acT TEXHUUYECKOro Mporpecca B Teue-
HME UCTEKLIMX TPEX /IeT CBMAETE/IbCTBYIOT 0 3HAUMTE/IbHOM POCTE [0/IN [AeATe/IbHOCTM Mo CoBep-
LLEHCTBOBAHWIO NPOAYKLMUW, CNefoBaTelbHO, MPeanpusiTUS B MOPSAKE PeakuuMu Ha CUrHabl
pbIHKa, yCMaTpMBalOT INaBHOE HamnpaefieHMe TEeXHWMUYECKOro Mporpecca B MepBylO oYepedb B
pacLUMpeHnn acCopTMMEHTa M NpeobpasoBaHMM CTPYKTYPbI BbiMycKaemoil NpogyKuuu. B aTom
UrpaeT Posib TaKXe M TO 06CTOATENLCTBO, UTO 3aMHTEPECOBAHHOCTb NPEANPUATUI NOKa He SIBNSI-
eTCs [ONTOCPOYHOI. ABTOP MonaraeT, yTo A0ArOCPOUHAA 3aMHTEPECOBAHHOCTb B TEXHNUYECKOM
nporpecce nepBooYepefHO CBsA3aHa He CO CTPEeM/IEHMEM K BO3AEMCTBMIO HA OMTMMM3aLMIO Npu-
6biNM, a B ropasfo Gofblleid Mepe C YC0BUSIMU KOHKYPEHLIMU, TO €CTb C CO3JaHMeM TaKmx
PbIHOYHBIX YC/IOBMWiA, NPU KOTOPbIX MOXET CTaTb Mo/ BOMPOC CaMo CYLLLECTBOBaHME NPeANpUATUS,
npy KOTOPbIX TEXHWUYECKMIA MPOrpecc CTAHOBUTCA HEOBXOAUMbIM YC/IOBMEM CyLLECTBOBaHMS
npeanpusaTyUs.

ABTOp BCTYMaeT B AMCKYCCUIO CO B3r/isifjaMu, KOTOpble MPOTUBOMNOCTABNSAT KPaTKOCPOY-
HYI0 U [0/ITOCPOYHYIO 3aMHTEPECOBAHHOCTb W/IN XK CTPEMSATCS K YCTAHOB/IEHUIO MEXAY HUMM
KaKO-TO MPMMapHOCTW. B Xofie KPUTUKMN HbIHELLHEe CUCTEMbI PeryinpoBaHusl 4OXOA0B npea-
NpUsATUA aBTOP OTMEYaeT, UYTO OHA BCEM MPEAnpPUATMSAM NPefocTaBAseT MPUMEPHO paBHble
BO3MOXHOCTU [/11 06pasoBaHUA (HOHA0B TEXHUUYECKOro PasBUTUS: KaK TeM MNpeanpusTusaM,
KOTOpble 1 6e3 flaNibHeiLLIero pasBmMTia UM Npu HeGbICTPbIX TeMMax ero CrocobHb! YA0BIeTBOpP-
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ATb OGLLUECTBEHHbIE NMOTPEGHOCTM, TaK U TeM MPeAnpuaTUAM, KOTOPbIM A/ 3TOrO CNefoBaso
Obl paclUMpWUTL CBOE MPOU3BOACTBO. B LeNsix CTUMYNMPOBaHWUS MOABMXXHOCTU OBLLECTBEHHOTO
KanuTana B BEHrepcKoi cUCTeMe YNpaBieHNst HapoAHbIM X035MCTBOM B HeZaBHEM MPOLLIOM Gblfl
BBE/IEH HOBbI MHCTPYMEHT, 06EeCreunBatoLLMii BO3MOXHOCTL MeperpynnupoBKy HaxoasaLmMxcs B
COGCTBEHHOCTY MpeanpuATUs (OHAOB (KanuTanoB) B Apyroe npeanpustie.

C TOYKN 3peHMS TEXHWYECKOro Mporpecca CrefyeT PacCMOTPeTb asbTepHaTUBY T. H.
MUOHEPCKO WK MPUEMHOI CTpaTerum 1, COOTBETCTBEHHO, BO3MOXHOCTb MX PALMOHA/IbHOTO
coyeTaHus.

3aK/oueHre 0 HeOBX0AMMOCTU MEXAYHAPOLHOrO pasfeneHns Tpyaa U 0 BaXHOCTU CO-
TPYAHWYECTBA aBTOP A€NlaeT, UCX0AsA M3 CTPATErMUYecKUX COOBPAXEHMNI, YKasbiBas NMpu 3TOM Ha
BO3MOXXHOCTH, 3aK/FOUAOLLMECS B MOKYMKE TEXHUYECKNX JINLEH3WI 1 3HaHWiA (know-how). OH
o6pallaeT BHMMaHMe Ha TO 06CTOATENLCTBO, YTO Ha PbIHKE /MLEH3NIA BO BCe 6OMbLUel Mepe pac-
NPOCTPaHAETCA B3aUMHOE MpeaOCTaBNeHNE MLUEH3NIA, UTO Bbi3biBAET Ha06HOCTL B PaspaboTke
PYKOBOAALLMMU XO3AACTBEHHBIMI OpraHamiy v NPenpUSTUSMU aKTUBHOWM NOMUTUKN IULEH3NIA 1
£ NPaKTUYECKOM MpUMeHeHUU. ABTOP NpuaaeT 60/bLLOe 3HaYeHWe afanTauum cnoco6oB ynpas-
NEHNsT 1 OpraHu3auuu.
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INVESTMENT CRITERIA IN PUBLIC ENTERPRISES.
A CASE STUDY OF AN INVESTMENT CHOICE IN
ELECTRICITY SUPPLY™*

The paper is in two parts: the first part deals with the way an electricity
supply industry would set about choosing its new power stations in a large
interconnected system; the second part deals with the treatment of the wider
social and economic aspects that a central Government may introduce. The
paper opens with a short description of the CEGB system** and a comparison
with the Hungarian system. There follow sections describing the operation of the
CEGB system, how power stations are loaded and then a description of the prin-
ciples behind, and method of choosing a new power station. The part of the paper
dealing with the wider considerations will cover the effect of the type of power sta-
tion chosen on mining unemployment, on the use of resources, and on the Excheq-
uer. There will also treatment in simpler form of various intangible itemssuch as the
cost of air pollution, the costs of accidents and incapacity in coal miners and be-
nefits of technological advances from the development of nuclear reactors.

The CEGB system

At the time of writing the CEGB has an installed generating capacity
of about 50 000 MW interconnected by an extensive transmission system, the
main framework of which operates at 400 kW. Because the population density
and the electricity consumption per head are both relatively high there is a
high demand density in England and Wales — about 3kW/ha. It is not the
purpose of this paper to go into some of the difficulties that result from having
such a large high density interconnected system; an obvious one is the high
short-circuit power than can flow under fault conditions.

On the system there are thermal power stations, mainly fired by coal
but also by oil, and in the near future some fired by natural gas, a steadily
increasing amount of nuclear plant, and a small amount of hydro-electric
plant. In addition, there are gas turbine generators that are used during

* Acknowledgement: Thanks are due to the author’s colleagues for valuable
comments and to Sir Ronald Edwards and the CEGB for permission to quote from
their publications. The opinions and conclusions in the paper are the author’s own and
are not necessarily those of the Ministry of Technology.

** In the paper all references are to the electricity supply system in England
and Wales that is operated by the Central Electricity Generating Board (CEGB). There
are two smaller systems in Scotland which though interconnected with England are
operated under separate control. There is also a 160 MW DC link to France.
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periods of peak demand* and one pumped storage station with an output
capacity of 360 MW.
The following table shows the plant capacities at the end of March 1970:

MW %
Coal 39 750 80
Oil 4 400 9
Natural Gas/Coal 50
Nuclear 3 050 7
Gas Turbines 1050 3
Hydro** and other 500 1

50 (0O 100

The similarities between the CEGB system and the system in Hungary
are that both rely heavily on fossil fuels for generating their electricity and
both have very little hydro-electric power: also both are interconnected systems
via high voltage transmission lines and both use, or plan to use in the near
future, gas turbines for helping to deal with system peaks. The main difference
is obviously in the capacity and load density of the two systems and for these
reasons it might be that the method of choosing power stations used by the
CEGB is inappropriate for the Hungarian system. Another difference is that
the system in Hungary is connected to the supply systems of three other
countries so that there would appear to be more scope for the interchange
of power than is the case in Britain.

Before dealing with the method of choosing new power stations it is
necessary to note briefly the method by which the existing, interconnected
power stations are operated. Because of the CEGB’s extensive transmission
system it is, within limits, possible to transfer large quantities of power from
one end of the country to the other. For this reason it is possible at times of
low demand to shut down the older stations, which are less efficient, and
stations which have a high delivered cost for their fuel, and hence cost more to
operate. For example, during the night it is mainly the nuclear (which have
low running costs) and the coal and oil stations with the cheapest running
costs that are generating. But as demand builds up during the early morning
it is necessary to connect more and more power stations to the system. These
power stations will have higher running costs than those already supplying
the electricity. The order in which the power stations are connected is known
as the “merit order”.

* And also to increase the security of auxiliary supplies at all large modern
stations.
** Including pumped storage.
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Choosing a power station

In all countries of the world and for as far as can be seen ahead, the prob-
lem facing electricity supply authorities is to provide for an increasing demand;
the CEGB, and probably most authorities, try to meet this demand at mini-
mum total cost. We are concerned in this paper with the demand forecasts
for the sixth, seventh and eighth winters ahead, since these are the important
ones for settling the amount and type of plant to be installed, because of the
length of time needed to build large power stations.

Estimation of demand

Although “demand” is sometimes used as an expression for the consump-
tion of electricity (measured in kWh), what is meant here is the instantaneous
load on the electricity system (measured in kW). It is common to talk about
“simultaneous maximum demand” on the system which is usually somewhat
smaller than the arithmetic total of the maximum demands of different parts
of the system —because the maximum demands may not all occur at the same
time (diversity). It is the “simultaneous maximum demand” that is mainly
used for planning.

Each year three sets of estimates are produced. First, each Area Elec-
tricity Board* makes a forecast ofelectricity demand and consumption for its
own Area. In this way local knowledge such as housing programmes is brought
to bear. The main difficulty for Area Boards was that local developments likely
to affect electricity planning were normally not known with any degree of
certainty for more than one to three years in advance. However, with the ex-
pansion of regional policy, more guidelines are available about local develop-
ments.

The second set of forecasts is made by the Headquarters of the Elec-
tricity Council** and these seek to integrate not merely the whole of the data
and market research of the electricity supply industry itself, but also informa-
tion and views obtained from the Government and large industrial groups
and Federations. The factors that are taken into account are the gross domestic
product and its sub-division into industrial and other sectors; industrial pro-
duction and its sub-division into main industrial groups; commercial activity
and its sub-division into shops, offices, etc.; and growth in population, house-
holds, and of the rate of introduction of domestic appliances. The results of
market surveys are also fed in and the forecasts are grouped into classes - in-
dustrial, domestic and commercial —and these are then turned into a total

* Area Boards, of which there are twelve in England and Wales, are responsible
for the distribution of electricity to consumers.

** The Electricity Council formulates general policy for the industry and, in
particular, takes the final decisions about demand forecasts.
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estimate of sales, nationally, which is then converted into a forecast of maxi-
mum demand based on a forecast of system load factor.*

The third method is to explore the trends in simultaneous maximum
demand and in consumption. There are many mathematical expressions which
adequately fit the past data but which can give widely varying forecasts for
demand in the future: the electricity supply industry chose an exponential
growth criterion.

When all three estimates for simultaneous maximum demand and the
units to be produced are made for the seven years ahead, the Electricity
Council formally adopts forecasts for a series of simultaneous maximum de-
mands, and for units generated, for all years from the time of the adoption up
to (and including) the seventh year ahead; these forecasts are used by the
supply industry for all purposes. Having adopted these forecasts, one can
immediately say that they will be wrong, like all forecasts no matter who
makes them.** There are many reasons why forecasts can go wrong, though
extremes of weather do not introduce errors because the adopted forecasts
are for what is known as “average cold spell conditions”, that is that the de-
mand will be expected to be equalled or exceeded in fifty winters out of one
hundred. Some of the reasons in the past have been unique events like the
discovery of large quantities of natural gas in the North Sea. Others have been
Government actions like putting atax on heavy fuel oil*** or putting forward
growth targets for the economy that were not achieved. Unfortunately, because
of the length of time needed to build power stations, the orders had to be
placed for them before it was clear that the targets would not be met. There
are also psychological factors like the tendency to over-compensate after a
period of underestimating such as occurred in the middle 1950%.

The margin of generating plant needed

Because it is inevitable that at all times of the year some generating
plant may not be working because unexpected breakdowns have occurred,
it is necessary in determining the amount of plant that will be needed in the
future to increase the simultaneous maximum demand by a certain percentage.
By examining the performance of generating plant in past winters, by predict-
ing its future performance and also the performance of the new plants that
have yet to be added to the system, one can arrive at an estimate for the overall
availability for all commissioned plant when the peak demand occurs. At the
moment this is taken as 90 per cent, which means that 11 per cent must be
added to the forecast simultaneous maximum demand to allow for the unavail-

* The average hourly demand for electricity during the year expressed as a
percentage of the simultaneous maximum demand.
** How wrong it is possible to be can be seen from Table I.
*** Currently at 2.4 pence per Imperial gallon — or roughly £ 2.4/long ton.
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Table 1

Comparisons of demand forecasts and actual demand

Date of estimate iEe‘,Tii?gr Ifjo(eg\(%r);? de%;ragl (@) (W] Error (%)
June 1955 1960/61 224 25.0 -2.6 —10
Sept. 1956 1961/62 24.6 27.2 —2.6 —10
July 1957 1962/63 26.2 29.4 3.2 —11
Nov. 1958 1963/64 27.9 30.75 2.85 9
Oct. 1959 1964/65 30.6 32.35 1.75 —b6
May 1960 1965/66 33.1 34.3 12 —3
Apr. 1961 1966/67 38.0 35.3 +27 ‘8
May 1962 1967/68 43.0 35.6 + 74 +21
May 1963 1968/69 50.0 37.3 + 127 + 34
May 1964 1969/70 53.0 39.3 + 13.7 + 35

Latest esti-

mate of Apparent error

demand (b)
May 1965 1970/71 54.0 411 + 129 + 31
Jan. 1966 1971/72 55.0 435 + 115 + 26
March 1967 1972/73 54.0 45.9 + 81 + 18
March 1968 1973/74 54.0 48.2 + 5.8 + 12
March 1969 1974/75 53.0 50.9 + 21 + 4
March 1970 1975/76 54.0 54.0 —

a) Adjusted to average cold-spell conditions.
b) These are estimates made in March 1970.

ability of plant. Apart from the uncertainty about the availability of plant
in winter time there are other uncertainties that must be taken into account:
among the more obvious are that the forecast may be wrong; that the weather
in the winter for which you are planning may turn out to be warmer or cooler
than average cold spell conditions; and that the availability that you have
used ivil be too high or too low. It is also necessary to allow for the fact that
stations already being built may not be commissioned on time.

But first one must make a judgement on the degree of risk that one can
accept. The industry commonly expresses this as the number of winters in
a hundred that a supply from the main transmission grid can be expected to
be interrupted coupled with the number of winters in a hundred that one can
expect some reductions in voltage. Currently the figures are 3and 24 respective-
ly. To keep the risk down to this level, 6 per cent of the average cold spell
maximum demand must be added to allow for the uncertainties other than
availability; this, with the 11 per cent allowance for unavailability gives a
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total plant margin of 17 per cent. There is at present discussion on whether
this is big enough. Finally, an allowance is added for the possibility that
power stations may be commissioned behind schedule.

Choice of power station type

As mentioned earlier, most supply authorities plan to provide for extra
capacity at a minimum cost. If the decision before the supply authority is
one in which the alternatives will operate at the same load factor throughout
their life, then the assessment is very simple. All that is needed is a total
of their annual capital and operating costs converted into cost per unit generat-
ed; the station giving the lowest cost is the one chosen. However, as systems
become more complicated with many power stations connected by a network
of transmission lines, this method can lead to misleading results; for example,
in the ease where a coal-fired plant might be compared with a nuclear plant
at the high load factor at which the latter operates, the use of this simple
method would unduly favour the nuclear plant. For the more complex situ-
ation described, what is needed is a method that will compare projects as
diverse as peak lopping gas turbines (run for only a few hours in a year) and
nuclear stations, which may run at a 75 per cent load factor for a considerable
period of their lives. There are several techniques, used on a world-wide scale,
for making this comparison: they use basically the same method — adding
together the costs of operating the whole system year by year taking account
of the fact that the newer plant being installed will generally* have higher
thermal efficiencies than those of the stations already on the system and thus
be generating at a lower cost. They will therefore have a higher load factor
and will reduce the load factor on all the other plant, producing a saving in
operating costs. The savings are discounted to a base year to convert each
year’s savings into a “present value”. The costs of operating the new plant
on the system are subtracted from the present value of the savings to give
“net system operating savings”. These net savings are then subtracted from
the present value of the capital cost of the new plant to give what is known
as the “net effective cost” of the new plant.

So far, we have covered only the cost of meeting the increment in demand
by installing new plant; there remains the cost of meeting the increment of
energy (units generated). The cost can be taken as that of producing the
units from plants that are operating in the years under consideration. The
last step in the sequence is to add the cost of meeting this increment of energy
to the net effective cost of the new plant, together with the cost of any trans-
mission projects associated with the new station; the result is known as the
“standardised system cost”. This procedure is gone through for each alternative

* Except in the case of peak load gas turbines.
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plant considered for connection to the system. There is a minor problem
because certain plants have lives different from others; for example, nuclear
plants are assumed for the purposes of comparison to have a life of 25 years
whereas coal-fired stations and oil-fired stations are assumed to have lives
of 30 years. One should really discount to 150 years to take account of the
fact that the lives are different, but in practice what is done is to turn all the
present values into annuities which are then expressed as £/kW per year.
This strictly is not correct but it is near enough for the CEGB’s purposes.

Table 2 shows a comparison between five different sorts of plant that
might be installed on the CEGB’ system but in interpreting it one should
recognize that the figures are purely illustrative. Nevertheless it is clear, by
looking at line 20, that the nuclear station is cheaper than any other station
in meeting the new demand. But this conclusion can only be drawn on the
assumptions going into the table. For example, all the discounting has been
done at a rate of 8 per cent per year because that was the rate ruling at the
time the table was constructed. The rate is now 10 per cent, which would mean
that all the figures in line 20 would be changed — to the disadvantage of
nuclear stations. Also, relative fuel prices may change which will alter the
comparison between coal- and oil-fired power stations. It is important that
the table should not be used blindly for specifying the plant that is to be added
to the system. If this caution were ignored the CEGB system in perhaps 20
years time might contain mainly nuclear plant. This might not be an optimum
situation (see below).

An analysis can also be made of the return on the incremental capital
above that of the plant that is the cheapest to buy —normally gas turbines.
This method is helpful if for any reason there is a need to reduce demand for
capital.

In making the above analysis it will be remembered that the operating
savings on the system are calculated for many years ahead. In order to do
this it is first necessary to postulate what the system will look like that many
years ahead; will it contain the present percentages of coal, oil, nuclear and
hydro plant ? The answer is almost certainly not, because it is likely that more
nuclear and oil stations will be built in the future than will coal. Ideally, the
difference in total cost of alternative complete programmes for introducing
generating plant should be calculated, keeping as a variable, the timing of the
introduction of a particular type of plant. A computer programme to perform
this task has been written but there are a number of simpler approaches that
are used by the CEGB. The approach to system planning described in this
paragraph and the standardised system cost calculations described earlier
are in fact complementary.

The above description of the method used by the CEGB for choosing
its plant is necessarily in a very simplified form; many of the steps have
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Table 2

(Abstracted from P. W. Cash’s paper to Latin America Electrical Energy Seminar (1967))

Denomination

1 Inclusive heat cost d/therm
2 Thermal efficiency %
3 Fuel cost of generation d/kWh
4 Economic life years

Capital Costs £ kW
5 Generating station construction cost
6 Interest during construction
7 Initial fuel loading
8 Total generation capital cost

(5+6+7)

9 Transmission construction cost
10 Interest during construction
11 Total Transmission capital cost

(9+10)

Annual cost £ kW pa (expressed as
annuities)

12 Interest and depreciation

13 Management, insurance, fixed other
works costs

14 Total generation fixed costs (12+13)
15 Net system operating savings

16 Effective cost of plant (14— 15)
17 Cost of system energy increment

18 Net cost of power and energy growth
per kW of plant (16-{17)
19 Transmission charges

20 Standardised cost of meeting system
power and energy increment (18+4-29)

21 Estimated average lifetime load
factor %

* Includes an allowance for improved availability at peak

Nuclear
AGR

14
39.5

0.122
20

71

10

93

23

25

9.4

1.0

104
9.0

14
7.7

9.1
25

11.6

75

Pumped
storage

72

55

40

47

23

25

3.8

0.5

4.3
1.8*

2.5

7.7

10.2
25

127

14

Oil-fired
(with tax)

3.8
36.5

0.357
30

45

53

25

27

4.7

0.6

53
2.9

24

7.7

10.1
2.7

12.8

53

Gas
turbines

59
25.0

0.788
30

35

39

17

18

3.4

0.3

3.7
0.1

3.6
77

11.3
18

131

Coal-fired
41
37.0

0.378
30

47

55

25

27

4.9

0.6

5.5
25

3.0
7.7

10.7
2.7

134

40

Note : The figures shown above for gas turbines relate to separate stations contain-
ing 50/70 MW gas turbine units. Six such stations have been constructed, and more
are planned. These stations should be distinguished from the 17¥,—35 MW gas tur-
bine units which are being installed with each 500 or 660 MW generator; there are

primarily intended to provide emergency standby for station auxiliary supplies,

but

are also available for meeting system peak demands. The effect of these gas turbines is
allowed for in the figures shown for oil, coal and nuclear stations.
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been left out. For example, little has been said about the sources and prices
of fuel that may be needed in the future or about possible future changes in
the transmission system leading perhaps to problems of system security (that
is whether the system will be capable of transmitting load under fault condi-
tions) or about whether suitable sites will be available for the stations to be
built. Neither is there mention of the important question of when to scrap
plant —a problem of some complexity. However, all these items are described
in the many excellent papers on the subject (see references). Indeed, there is
nothing new in what has been written so far in the paper; the electricity supply
authorities in Hungary clearly use similar methods to those of the CEGB.

Factors the government may wish to assess

The assessment, covering the “wider accounting, social and economic
aspects”, uses a range of techniques like “cost benefit analysis”, “resource
cost analysis”, and “cost effectiveness”, mixed together in varying proportions.
More simply, what is being done is the estimation, in as much detail as seems
necessary and sensible, of the *“value to the nation”. It is necessary before
we discuss the subject in more detail to bear in mind:

(i) That what follows describes the procedure used for recent decisions
on new power stations,

(i) that “nation” means the United Kingdom and the effects of power
station decisions considered in the paper stop at the boundary of the nation,

(iii) that the dividing line between accounting and social costs is blurred,
though social costs are more likely to be intangible.

Taking the three aspects in turn we have first.

Wider accounting aspects

This is best illustrated by an example. Suppose that the CEGB approaches
the Ministry of Technology and asks for consent to build an oil-fired power
station at a site: the alternative might be to build a coal-fired station some-
where else. If, say, a 2000 MW oil-fired station were operating, the Treasury
would be receiving in a full year’s operation about £ 7 million.* Hence, if a
coal-fired station were built instead of the oil-fired station the Treasury would
lose this revenue. But on the other hand if the coal-fired station were built,

* From the tax on fuel oil (£ 2.4/ton) which is paid on the 3 million tons of oil
burned.
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certain coal mines would stay open and the Treasury would need to pay out
less money under the Redundancy Scheme for miners and various other Govern-
ment assisted schemes for helping miners who may be put out of work by
closing a mine. Also, the Treasury would be receiving income tax from the
miners if they were still working, and extra income tax from the shops, etc.
where they spent their money, it being assumed that if the miners were unem-
ployed because an oil-fired station had been built instead, then their purchases
at the shops would be less. Not all these sums of money are large and for a
first approximation, in view of all the uncertainties that in any case exist
in an investment decision which relates to something which will start working
seven years ahead, the secondary effects such as those on shops can be ignored.
Both positive and negative cash flows as seen by the Treasury which can
result from a decision to build a particular power station, are then discounted
to the same base-year as that used by the CEGB and a net cost or benefit
is determined.

Apart from the effects of the choice of a power station on the fuel produc-
ing industries and on the people who work in them, there is also an effect on
the manufacturing industries that build the stations. This is not as great as
it might seem at first sight because large power stations of whatever type
have in common many major pieces of equipment the turbo-alternators,
the condensers, the cooling water system, and transmission equipment are
some of them. Nevertheless, the differences in capital costs shown in line 8
in Table 2 give some measure of the difference in the amount of work that
will be placed on the manufacturing industry by a choice of a particular type
of power station. The level of activity in the industry when the order is placed
will to some extent determine the size of the effects. For example, if the indus-
try were already working at full capacity an additional order might mean
that a new factory to make, say, alternators had to be built.

Probably of far more importance than the effect of a single decision on
the type of power station, is a change in the rate of growth of electricity demand.
Reference to Table 1 will show that there can be some quite large errors in
the estimates of future electricity demand and hence on the rate of ordering
power stations. Even quite a small error continued for a few years can make a
major difference to the amount of plant to be ordered from manufacturers
in any one year. If there has been a period of over-ordering then the manu-
facturing industry will have installed plant and equipment to build at the
rate requested by the electricity supply authority. If the rate of ordering
slows, these manufacturers then have excess capacity which, unless it can
be filled by obtaining more export orders, will put up the costs of the manufac-
turing industry and may lead to unemployment. To help the industry plan
the best use of their resources the Government are giving them advice about
the likely rate of ordering for power stations during the next few years.
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Wider economic aspects

The 1967 Fuel Policy White Paper* states in paragraph 4:

“The Government’s aim is to see that our growing energy requirements
are supplied in the way which yields the greatest benefit to the country.
Policy for the fuel sector must therefore have regard to economic and social
policy in other fields. In particular, the Government must ensure, through
fuel policy, that national considerations which individual consumers do not
take into account in choosing between competing fuels are given their due
weight among the factors determining the pattern of fuel supply and demand.
Such national considerations include security of supply, the efficient use of
resources, the balance of payments and the economic, social and human con-
sequences of changes in the supply pattern.”

The problem of dealing with the wider economic aspects, and to a lesser
extent the wider social aspects, can be eased by the use of resource cost analy-
sis. By “resource cost” is meant the value of alternative goods and services
which could have been produced with the same resources that are used for
example in building and operating a power station. In general, and over the
long run, it may be that the prices of goods and services will reflect their
resource cost in this sense. For this to be so, firstly prices generally would
have to reflect marginal accounting costs,** and secondly accounting costs
would have to reflect resource costs. But in the short run at least they cannot
be expected to do so where significant market imperfections are found, as
is usually the case. Resource costing attempts to approximate a pattern of
resource usage that would occur if the economy could be made more perfectly
competitive than it is, seeking to do this by substituting shadow costs and
prices for accounting costs and prices.

Resource costs may diverge from accounting costs for the following
reasons:

(i) Accounting costs may include elements which are transfer payments
and involve no use of resources. The payment of tax or royalties to the Treasury
will, for example, affect the price of a product but represent no consumption
of resources (or at least only the quantity of resources, usually small, used
in collecting the tax).

(i) Accounting costs may include some unavoidable costs — that is
costs which have to be met whether or not the goods or services in question
are provided, and which are not therefore properly attributable to provid-
ing them.

(ii)) Accounting costs may include a charge for the use of resources which
would in fact remain unused if the goods or services in question were not

* Produced by the previous Government.
** The costs incurred by an enterprise in increasing its output.
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provided. Nothing is therefore foregone by employing that resource, so no
resource cost is incurred.

(iv) Accounting costs do not allow for any effects on the balance of
payments of alternative projects — a decision to build a coal-fired station
would have no effect, whereas deciding to build an oil-fired station would
have an effect; and so, to a much smaller extent would nuclear fuel.

The essence of resource cost analysis is that it does not take at face
value the accounting prices and accounting costs involved in major decisions.
The technique has its parallel in private companies where manpower and
capital budgeting frequently suggest that the figures derived from the accounts
are misleading and where there are quite clearly attempts to make accounts
more meaningful by departmental accounting, and by planned programme
budgeting.

An example where resource costing is used in decisions on power station
investment concerns the fuels used. Turning first to coal, one needs to deter-
mine the resource cost of the coal at the mine. This is derived from the account-
ing cost (made up of capital costs, labour and other operating costs). If there
were no unemployment in the country, a miner, who would not be wanted
for mining coal if an oil-fired station were built, would immediately move
to another job and would be producing goods and services for the nation
without interruption. In practice, however, there is always some unemployment
in the country — people take time in moving from job to job —and the
amount varies from region to region. It is possible to estimate, for each region
of the country, a factor by which the accounting cost of miners’ labour should
be reduced to give the resource cost of this labour. The adjustment is not
straightforward as note has to be taken of the age structure of the men who
would be made unemployed if, say, an oil-fired station were built, because
a man of 55 would have more difficulty in finding employment again than a
man who was made unemployed when he was 40. The adjustment can change
for different years, largely because the unemployment situation is itself chang-
ing as a result of Government action to improve conditions in those regions
where, at the moment, unemployment is high. When the resource cost of the
miners’ labour has been determined it becomes possible to calculate the resource
cost of the coal at the pithead. It is important to be clear that what we are
talking about here is not the resource cost of the coal that would actually be
burned in a coal-fired power station if one were built. We are talking about
the resource cost of the extra coal, wherever mined, that the coal industry
would need to produce if a coal-fired station were built instead of an oil-fired
or nuclear station. The quantity will be more than the quantity actually
burned in a coal-fired station.

For completeness one must compare the cost of transporting and handl-
ing this coal with the cost of transporting and handling the fuel for the alter-

Acta Oeconomica 6, 1971



E. N. EDEN: INVESTMENT CRITERTA 81

native stations — oil-fired (transport cost is small) and nuclear (transport cost
isnegligible). Coal is mainly moved by railway and by coastal ships. In Great
Britain there is already an extensive railway system and ifa coal-fired station
were built it would probably only be necessary to lay a short amount of
new track, at a low resource cost, to connect the coal-sidings at the power
station to the main line. Modern coal-fired stations are supplied by special
trains called “merry-go-round trains’ which normally operate only between
the station and the mines supplying it. These trains cannot be used elsewhere
on the railway system and their manufacture is a real use of resources.
Resources are also used in the fuel consumed by the trains carrying the
coal to the power station and in the increase that running the trains makes to
the cost of maintenance of the track and of other items. There are also of course
the labour costs of the engine driver and of other railway staff dealing with
the trains. These are all calculated to give a resource cost of transport. In the
case of shipping, the resource cost of the transport is assumed to be equal
to the accounting cost as the ships could be used on alternative routes. When
the resource costs of land and sea transport have been calculated they are
added to the pithead resource cost to give the delivered cost of the fuel.

Coal after delivery has to be stocked, conveyed to pulverizing machines,
and the ash remaining after combustion has to be removed and disposed of.
The costs of doing these operations are grouped together as “handling costs”
and the resource costs are assumed to be equal to the accounting costs.

1f the comparison is between a coal-fired and an oil-fired station one
needs to know the marginal resource cost of fuel oil. As mentioned previously,
fuel oil burnt in Britain carries a tax of 2.4d per Imperial gallon included in
the price that the consumer pays. But in resource terms the tax must be
ignored because it is a transfer payment and absorbs no resources. Quite
properly, in the comparison of the various investment alternatives in generat-
ing plant the CEGB in doing its calculations uses the price of the oil with
tax included; this will be seen from line 1 of Table 2. It must be admit-
ted that discussion is still going on among economists in the fuel and power
field in Britain about the method that should be used to arrive at a resource
cost for fuel oil. But it is felt that a reasonable approximation to the long
run marginal cost is the price of fuel oil as it leaves the refinery, but excluding
the tax on the fuel oil.* There is another adjustment which may need to be
made at times of balance of payments difficulties to reflect the fact that most
of Britain’s oil needs to be imported. It is important, however, that the adjust-
ment is made only to that part of the resource cost of the fuel oil that has
a foreign exchange content. For example, it would not be applied to any

* There is a further complication, not examined here, because fuel oil is just one
of many products produced from crude oil in a refinery.
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oil produced in Great Britain (there are a fewsmall wells in this country)
and owned by a British company because the company would not be sending
profits on the operation out of the country to another nation. The resource
cost of fuel oil is then compared with the resource cost of the coal that it
might displace to see which offers the smaller use of national resources.

Wider social aspects

The contraction of the coal industry from 224 million tons in 1957
to 150 million tons last year has caused social and regional problems since
many of the mines which had to be closed were in areas of relatively high
unemployment. Some weight is given to this fact in the resource cost analysis
just discussed because the resource cost of miners’ labour in areas of high
unemployment is lower than that of miners’ labour in the rest of the country.
Therefore coal coming from the area of high unemployment has a better chance
of competing in resource cost terms with alternative fuels. The section on the
wider accounting aspects of the problem mentioned some of the Government’s
policies for alleviating, by money payments, the effects of closing mines.
But welcome though those payments are they do not prevent the lowering
of the standard of living of miners and their families, nor do they completely
compensate for the unpleasantness of being unemployed. There may even be
a collapse of local communities which as well as being a loss of social capital,
may be a cultural loss. No accepted way of putting numbers to these costs
has yet been found though the social effects are one of the factors that the
Government takes into account when they have to reach a decision in a case
where the choice lies between a coal-fired power station and, say, a nuclear
or oil-fired power station.

Another cost that is difficult, if not impossible, to quantify is the distress
caused by accidents, and in some cases death, in the mines. Naturally some
of the deaths and accidents would be avoided if an oil or nuclear station were
built. Apart from the emotional content of the problem of putting a value
on a human life, it has been argued that as the coal industry pays compensa-
tion to miners injured or killed, the cost of this is already included in the
price of the coal, and that to make a special allowance for it would be counting
it twice. This is true as far as compensation is concerned but there are other
costs, such as the cost of treating an injured miner, that are borne by the nation
and should appear in the “wider accounting cost” analysis. There remains,
however, the cost of the pain and suffering, but as, happily, the number of men
killed and injured is small and falling, the sums of money are very small
compared with major expenditures on fuel and capital of power stations.

Especially as this is Conservation Year in Europe, it is appropriate to
talk about the environmental aspects of fuel policy, dealing first with poilu-
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tion and then with visual amenity. Burning coal and fuel oil in power stations
produces sulphur dioxide which on contacting moisture turns into an acid
which can corrode brickwork and iron. This leads to earlier renewal of buildings
and increased maintenance costs and this effect should be capable of measure-
ment by resource costs. The wider social ¢ost which no way has yet been found
of measuring is the cost of the unpleasantness of breathing fume-laden air.
But because the CEGB has a policy of building very high chimneys (800 feet)
on its new power stations, the pollution at ground level is almost non-existent.
Therefore there is no social cost to the nation. But the Scandinavian countries
allege that they are receiving sulphur dioxide from countries to the west
of them and would presumably argue that they have a social cost from the
activities of, among others, the CEGB. Even if the allegation were true then
the social cost would only enter the calculation if the definition of “nation”
(above-mentioned) were amended to ‘“‘family of nations”. In any case the
quantity of sulphur dioxide emitted to the air in Britain is falling, and is
likely to go on falling.

The amount of radio-activity released to the atmosphere from nuclear
power stations is very small — far too small to cause pollution. Although
radio-active gases are produced in nuclear reactors and during the produc-
tion and processing of nuclear fuels the installations are subject to stringent
design, construction and operational specifications and procedures, aimed at
preventing the escape of radio-active material to the air in any quantities
harmful to the environment. As the costs of prevention of escape are included
in the fuel cost they need not be dealt with separately. Similarly, stringent
precautions, at additional cost, control the discharge of radio-active waste
into the sea.

The risk of water pollution provides an argument that is sometimes
used against the increasing use of oil for power stations. It is undoubtedly
true that there have been serious accidents (like the Torrey Canyon) and, on
a smaller scale, in the Thames in July. But it is wrong to assign all the physical
and social costs to an oil-fired power station. Crude oil is imported into the
country for refining into products other than fuel oil. Therefore only a part
of the cost of pollution should be debited to an oil-fired power station.

One must not forget visual amenities — the electricity supply industry
is bound by an Act of Parliament to take into account the effect which their
proposals will have on the beauty of the countryside. But not everyone has
the same idea of beauty so that although some people admire the sweep of a
transmission line crossing open country others find it repellent, and to them
it represents a social cost. One might think that power lines are needed no
matter what power station is chosen but this is not the case, because if a gas
turbine were used to meet an increment of demand, it is likely that it would
be sited nearer to a load than any other type of station and would therefore
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not need to use as much of the transmission system. This fact is reflected in
the lower transmission costs for gas turbines shown in line 9 in Table 2. But
any saving in visual amenity by having a gas turbine is not reflected in the
lower transmission costs used in its assessment, which only covers the account-
ing and resource cost of the choice. The estimation of the social costs of amenity
are being closely studied by the Commission on London’s Third Airport but
so far most of the suggested methods have produced angry reactions from
some section of the community: perhaps there will never be an accepted method
of costing. But another way in which social aspects can be introduced into
the choice is through the public planning enquiry that usually is held before
the site for a new station is approved. At the enquiry interested members
of the public and organisations can give evidence which is weighed by the

man in charge of the enquiry when reporting his conclusions to the appropriate
Minister.

Technological advances from the development of nuclear power

The development of nuclear power has indoubtedly produced advances
hi technology from which the rest of British industry has benefited. Examples
are the increasing use of radio-active isotopes, improvements in welding and
high-vacuum techniques, improved materials, instrumentation and computer
design and programming. There is also an intangible factor in the spread of
new information. But it would seem reasonable to assign the value in these
advances to the nuclear research and development programme rather than to
one of a series of nuclear power stations. In other words, the time for including
their effect was when the nation decided to develop nuclear technology.

Summary and conclusions

In looking at the problems of investment in the electricity supply indus-
try we are dealing with a large proportion of all investment in Great Britain.
Over the five years 1967/68 to 1971/72 it is possible that capital investment
by the electricity industry will be about £ 2500 million, though not all of this
will be in power stations as it covers distribution as well as transmission and
generation. This is 6 per cent of the nation’s expected investment in capital
resources. But no matter what the size of the electricity system being consider-
ed the problem is essentially one of providing for an increase in demand at
the minimum cost. The brief description of the way that the CEGB plans
its investment shows that against assumptions made about the future shape
of the industry —its size and the proportions of the different sorts of generat-
ing plant that might exist in the future —the CEGB chooses its stations by
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calculating the cost of a small addition by each of the plants under consider-
ation.

The paper then dealt with the wider accounting, economic and social
aspects of the problem. Dealing with the wider accounting problem is simple in
concept but difficult in practice because many of the sums of money involved
are diffusely spread throughout the economy and are difficult to measure.
The differences between resource costs and accounting costs arise mainly from
the opportunity cost of miners’ labour and the fact that a considerable portion
of the price of fuel oil is tax, which represents a transfer payment and not
a cost in resources. Discussion of the social side shows that many of the costs,
though important, cannot yet be quantified, but weight is given to them at
public planning enquiries for particular stations and by central government
when giving consent to the station’s construction.

Despite this paper’s emphasis on quantification - and it does seem
right to quantify as much as seems sensible, realising the many uncertainties
that must be inherent in any look into the future —in the end the choice of
a power station is a compromise between economic, technical and political
considerations.

Bibliography

Berrie, T. W.: Economics of system planning in bulk electricity supply. Electrical
Review, 1967, Vol. 181. Nos. 11, 12 and 13.

Brown,F.H.S.—Edwards, R.S.:Replacement of obsolescent plant. Economica, August
1961.

Cash, P. W.: Expansion of the British supply system with particular reference to reli-
ability and economic evaluations. Paper to Latin America Electrical Energy
Seminar, 1967.

Edwards, R. S. —Clark, D.: Planning for expansion in electricity supply. Paper to
British Electrical Power Convention, 1962.

Edwards, R. S.: Economic planning and electricity forecasting. World Power Conference,
1966, Section 1A, Paper 4.

Edwards, R. S.: Electricity and economic policy. Presidential address to British
Electrical Power Convention, 1965.

England, G.—Chorlton, A., Pulsford, H. E.: Security of supply in the design and
operation of the grid system in England and Wales. World Power Conference,
1968, Section C5, Paper 245.

Jones, G. K.: Cost benefit analysis of the choice between nuclear and other fuels.
Operational Research Society Meeting, Eastbourne, November 1969.

Phittips, M.: Broader approach to benefits from nuclear power and associated social
and other costs. Atom, November 1968.

Acta Oeconomica 6, 1971



86 E. N. EDEN: INVESTMENT CRITERIA

KPUTEPUWN KAMUTANOB/IOXEHWNIN HA TOCYLAPCTBEHHbIX MPEAMPUATUAX.
OUYEPK BbIBOPA KAMUTAJIOB/TIOXEHWW B 3NIEKTPO3HEPIETUKE

. OEH

B nepBoii yacTu paboTbl PaccMaTpUBalOTCH BO3MOXHbIE METOAbl MPUHSATUAS PeLIeHNs B
3HEpPreTMUEcKoli MPOMBILLJIEHHOCT O CO3[4aHUM HOBOW 3MEKTPOCTaHUMW. Bo BTOpOi 4acTu
paccMaTpuBaloTCA COLMaNnbHO-9KOHOMUYECKME acMeKTbl, KOTOpble MOTYT Y4MTbIBaTh LeHTpa-
NbHBIA NPaBUTENbCTBEHHBI OpraH Mpy NPUHATAW Takoro pelleHna. B Hayane cTatbi asTop
[aeT KpaTKoe OMUCaHWe LieHTPaIbHOMN CUCTEMbI 3HEPTOCHABXeHNs1 AHI/IMK 1 Y3/bca B COMOC-
TaBMEHUM C BEHrepcKoil cucTemoid. [lanee aBTop AeTa/bHO aHaNM3MPYeT PYHKLMOHUPOBaHUE
OPUTAHCKOM CMCTEMbI M MPUHLMMbI BbIGOPA HOBOI 3MeKTpOCcTaHLMU. PaccMaTpuBas 6Goniee Wwiu-
pOKWe acmeKTbl 3TOTO PELUEHNs], aBTOP OCTaHaB/MBAETCS HA Npo6/ieMe 3aHATOCTU B YrO/bHOMA
MPOMBILLJIEHHOCTH, WCMO/b30BaHUU MPUPOAHBIX PECYPCOB U MHTEpecax rocyfapCTBEHHOro
GlofKeTa. B 4acTHOCTM, aBTOp aHa/M3MPYeT Tak1e BOMPOCHI, KaK pacyeT U3LepKeK, CBA3aHHbIX
C 3arpsi3HEHNEM BO3[yXa, HECHACTHBIMM C/y4YasiMU 1 YBEUBSMU HA YTOMbHBIX LIaxXTax, W BbIrOj
OT TEXHUYECKOrO PasBUTHUS, BbI3BAHHOTO MPUMEHEHUEM SIlEPHBIX PEaKTOPOB.
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F. PIKLER

OPTIMIZATION OF DECISIONS CONCERNING LONG-TERM
ENERGY SUPPLY™*

To meet the long-term demand for energy of a country requires decisions
to be taken in due time and involving considerable material and financial con-
sequences. With circumspect programming the optimization of the structure of
long-term supply as well as the allocation of sources of energy among consum-
ers can be solved.

The study reviews the results to be attained with the aid of such program-
ming, as well as the difficulties and uncertainties connected with the calculations.

One of the basic conditions for the development of any country is an
adequate satisfaction of the continuously growing energy requirements.

To meet this one of the highly important infrastructural conditions
considerable investment and current expenditure are necessary. In Hungary,
for example, the total value of energy supply amounts to more than 10 per
cent of total national income (at current prices). Annual capital requirements
needed for the production, conversion and utilization of energy are coming
near to 15—20 per cent of total investments into the country’s economy.
Preparations to provide for a safe energy supply, to locate pits, to construct
large systems for energy transport and to build power stations, take consider-
able time. The energy supply, therefore, has to be planned well in advance
and work has to start well ahead of medium-term economic planning.

The vast expenditure involved by a country’s energy economy is accom-
panied by efforts directed at an efficient economy, i.e. at optimization.
Energy demands, indispensable for maintaining the blood circulation of eco-
nomic life, ought to be satisfied at any price and at any time. It follows that
the optimization of supply may be linked rather loosely to the manifold prob-
lems of the efficiency of the economy as a whole. In other words: long-
term energy supply can be dealt with as a comparatively closed unit in itself;
it can be optimized without having to be closely connected with the program-
ming of the whole economy. Different alternatives of energy supply are
competing with each other, but are in no competition with any other eco-
nomic sector as far as development or annual costs are concerned.

Long-term energy economy has two main questions.

When energy supply is forecast in any country, especially in a country
which, for its scarcity in energy resources, is compelled to import even today
almost as much as 50 per cent of its energy supply, the following principal
questions have to be urgently answered:

* The energy optimization method treated in this paper has been worked out

by a team of experts of the State Office for Technical Development headed by Dr. E.
Sévary and the author.
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- Assuming that demand for energy at some future point is given, what
are the energy sources with which this demand could be satisfied in an optimum
way, most economically for the country’s economy? How much coal, coke, oil,
natural gas, electric power, or other energy sources have to be produced at
home and how much of them should be imported?

- Assuming that total energy demand and all energy sources and forms
available to satisfy the whole demand at some perspective date are known,
how could the structure of consumption be designed, i.e. the available energy
sources utilized in an optimum way, to prove economical from the point
of view of the country’s economy? How should available coal types, oil prod-
ucts, natural gas and other energy types be distributed among consumers
in order to achieve the greatest effectiveness? What kind of energy sources
should be utihzed by large conversion and consumer installations, power
stations, chemical plants, cement factories etc. that are to be established ac-
cording to long-term plans?

What, after all, can be considered as the country’s economic goal,
or target in the above context? | think, the pattern of energy structure,
both in socialist and capitalist countries, can be called optimum if total expen-
diture involved in the production and importation of energy sources, in the
construction of conversion and consumer plants, and in operating costs during
utilization is the lowest, regardless of where expenditure arises: in the state-
owned sector, state-owned companies, private companies, the supply indus-
try or the population. In all our calculations it is the optimum of these total
expenses which is being sought.

Once the optimum has been worked out and practical realization can
be considered as feasible, another question arises, i.e. at what rates should
the savings achieved by the optimum for the country’s economy be
shared by the treasury, the companies and the population by means of the
energy tariffs fixed by the state and the market prices of operating instal-
lations. In the first stage only the economic optimum rate is being investi-
gated, and problems of commercial policy, concerning the way of sharing,
will be shortly referred to later.

In Hungary the investigations directed at an optimum pattern of long-
term energy supply began about 10 years ago and their results can be
summarized as follows:

— At present there are fairly rehable concepts available for 8, 10, 12
years ahead concerning the types and quantities of energy sources which should
be preferably produced or imported;

— It has been made clear which consumers should be expediently
supplied with what form of energy by means of regulating and influencing
the energy market;

We have obtained numerical data for the optimum structure of
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energy supply and consumption. These are suitable to determine quantitatively
the additional costs caused by deviations from the optimum rate, not only
in respect of the most important proportions but also of further details:

— Programming has helped us to display details of an efficient energy
distribution, including details which escaped even the attention of the most
experienced speciahsts while they were dealing with questions of energy
economy at various institutions;

Finally, the so-called “shadow-prices” of energy sources which have
appeared as by-products of programming and the entire method altogether,
have provided us with means which are today indispensable whenever a
high-quality planning work is performed in energy economy. Accordingly,
when e.g. power stations are designed, coal-pits, hydrocarbon wells located,
marginal costs for Hungary’s coal production determined, price-dependent
economic quantities of imported oil and natural gas selected, quantities
of energy sources to be stored for seasonal or safety reasons specified, or
technological projects for the chemical industry and other large industrial
consumers prepared, the energy sources are not selected in an isolated way,
but they are chosen by taking into account the additional effects of the
increment of the selected energy source on the energy economy as a whole.
The method can be described in brief as follows:

This short, step-by-step description of the method will be concentrated
on its algorithm, while leaving numerical data, mathematical formulas and
technical details aside. However, short mention will be made of some
problems, difficulties and uncertainties met during the different steps and
also connected in a general way with the whole method.

Starting from an optimization of the distribution of energy sources
the optimization method of the energy structure can be essentially summarized
in the following steps:

1. The various industrial, public and private consumers are grouped
by categories according to identical or similar, so-called homogeneous, tech-
niques of utilization.

2. The probable annual energy demand of these consumer categories is
assessed or estimated at various periods of the long-term plan, in million
calories.

3. Sources of energy and their final forms that have to be distinguished
from each other from the point of view of the consumers, are specified.

4. The probable demand of consumers’ categories in terms of calories
is further broken down into “invariable” and “variable” items; invariable
are those demands and/or consumers whose energy sources are technically
predetermined and cannot be changed; variable are those demands which
can be satisfied by alternative sources. An optimization of distribution is re-
stricted to this latter field.
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5. Detailed evaluation is carried out in order to determine the efficiency
or the value of specific heat consumption at which the various energy sources
can be utilized by consumers; moreover, the rate of investment, maintenance,
transport and wage expenses and also costs of waste etc. are also assessed
for every consumer category where alternative energy sources could be
chosen. Since these cost data can be used by the consumersto classify and ap-
praise energy sources from their own points of view, the summary and the
systematization of data concerning efficiency and costs are usually called
the ““calculation of preferential values™.

6. Tables are prepared the horizontal line of which are assigned to each
individual consumer’s category, the vertical columns to each form of energy.
The table indicates at its intersection points the preferential value connected
with the different energy forms and the homogeneous consumer’s cate-
gories. Allocation of energy sources is optimum if the total of allocated energy
quantities multiplied by the associated preferential values is the highest.

7. Optimization calculation is performed by means of linear program-
ming. The distribution alternative that results in the lowest costs charging
the country’s economy is considered the most economical. (The mathema-
tical model applied here —being a special case of linear programming —is
usually called “distribution model” *“general transport model” or “Amodel”
(according to a recent practice followed by the U.S.S.R. in power engineer-
ing planning).

8. Taking into consideration the main sources that will probably be
available to satisfy the increasing demands for energy, and based on the future
real level of the prime costs of different forms of energy, the level of their
shadow-price proportions is determined.

9. The above procedure is reiterated for a number of realistic structural
alternatives of energy sources on the input side, and

10. the savings or surplus costs of these alternatives, appearing on
national economic level are calculated.

This process of calculation is given above in an abridged and schematic
form. The method of optimization of distribution and structure has, of course,
a number of details and complexities at every stage, which are listed
shortly below.

ad 1. Homogeneous consumer categories

The demand of different homogeneous consumer groups of the distribu-
tion model is in general only approximatly given in the program since
statistical data concerning the past do not contain breakdowns of the required
character and detail. The usual consumer statistics developed for organiza-
tional reasons and detailed in most countries by industrial sectors, are not
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suitable for carrying out the task envisaged by us. Therefore, statistical data
should be broken down in a greater depth and separated more sharply than
usual, in a way that homogeneous consumer categories could be brought
about.

In the initial stage of the work the following consumer categories have
been distinguished which could be considered as technologically homogeneous
groups.

— Ore dressing

— Blast furnace

— Smelting furnace

— Open-hearth furnace

— Rolling mill furnace

— Cement-plant furnace

— Brick-yard Kiln

— Lime-kiln

— Glass-works furnace
Alumina-factory furnace

— Baking oven

— Annealing furnace

— Manually operated stationary boiler

— Boilers under 6 t/h

— Boilers above 6 t/h

— Conventional power station

— Heat supplying power station

— Industrial heating

— Cooking

— Water heating

— Individual heating

— Central heating

— Transport

— Agriculture

— Chemical conversion

— Miscellaneous

— Losses

— Imported electrical energy, hydro-power, nuclear power.

The 28 categories of homogeneous consumers listed above have been further
broken down to existing consumers and to new equipment and also with
respect to geographical location. Altogether about 50 homogeneous consumer
categories are distinguished at present in our main matrix.

ad 2. Assessment of long-term energy demands

Long-term energy demands have been determined by means of the usual
mathematical-statistical methods, trend-calculations or by using analytical
methods based on the knowledge of development plans for each larger consumer
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category. The basic condition of the program requires us to have at our disposal
highly detailed calculations of energy demands. However, serious difficulties
cannot be avoided at preparatory stages when calculations of energy de-
mands are broken down to homogeneous consumer groups.

It is also known, of course, that because of uncertainties in estimating
the most important items of long-term demand and especially in break-
ing down demands to homogeneous consumer categories, long-term de-
mands cannot actually be planned but only forecast within a certain range of
of probability.

Nevertheless, investigations carried out so far have shown that results
of optimum studies are fairly stable and that numerically expressed economic
differences between individually possible decisions are decisively greater than
could have been expected from uncertainties of long-term estimation of
demands. Thus, the conclusions and the results of optimization carried out
within the probability range of demands are fairly independent of uncertainties
in estimating energy requirements and hence they may become cardinal
points for the establishment of future energy policy.

It should be stressed in particular that fluctuations in demand due to
changing average winter temperature need not be included in optimum stud-
ies and demands may be forecast based on the mean winter temperature.
Fluctuations in consumption which may arise must be offset, of course, by
means of stocks and capacity reserves and other various measures within the
particular year.

ad 3. Specification of energy sources

Energy appears in various forms within the energy supply of a country.
If we intend to determine the quantities of primary and secondary energy
sources to be used for meeting the country’s total energy requirements at
a particular date may be in several ways assessed and allocated in a detail-
ed balance sheet, without creating overlappings, may be performed, of
course, in many ways. In Hungary it is done by taking into account coals of
different sorts and grades, cokes, briquettes, wood; oil products; gaseous
energy sources, — among which natural gas is distinguished whether it is
used in summer or in winter —; hydro-power, nuclear power and electric
power, and finally some other energy sources of smaller volume; some 22—25
forms of energy are specified within the algorithm. This variety of energy
forms is obtained in general from home-produced or imported primary
energy sources by means of processing: grading, refining and conversion.
Energy conversion, however, does not always yield the same results. E.g.
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by a suitable control of oil refining the ratios of light and heavy oil distillates
can be varied within certain limits, etc. In the course of investigating the op-
timum distribution such possibilities are taken into account.

ad 4. Variable and invariable consumer requirements

The method of calculation does not require that all kinds of energy
needs of consumer demand should be included in calculating the optimum
distribution of energy sources. Xon-interchangeab® consumer demands
will be left unconsidered. Those new demands will be equally left out of cal-
culation the selection of which is fairly definite and which cannot be replac-
ed, e.g. petrol required for cars, etc. The main criterion of the variability
of energy forms is the possibility of choice by the consumer and also the
precondition that the consumer’s decision could be really implemented in
time, i.e. could be put into effect within the span of time under review.
Thus:

If a type of energy is required by the character of technology of
some consumer or if this type of energy is economically determined by the
consumer’s technological character, its inclusion in the calculations would
cause unnecessary surplus labour. Thus a portion of blast-furnace coke, the
majority of the consumption of private cars, navigation, aviation, a consid-
erable quantity of chemical conversion, cooking and water-heating needs
can be qualified as invariable.

The above consumers could, of course, be treated also as variables from
a formal point of view. However, their invariability cannot be considered
as a narrowing down of the calculations.

- Similarly to those listed above the expedient energy source for
some consumers is in many cases easy to decide at the very beginning iftheir
installations have been actually built for the use of a specific fuel and
a change-over to the use of another one —though possible in principle -
would require such an excess in investments that it would obviously become
uneconomical. Typical examples are oil-fired boilers or heat supplying power
stations, heating by gas for the population, certain energy demands of the
chemical industry, existing alumina calcinating and other furnaces, etc.
Invariability of these consumers is not equivalent to a narrowing down of
calculations.

If there is a consumer group where homogeneity cannot be sufficiently
ensured and, consequently, an alignment with a single sequence of preferential
values is out of question, special investigation is necessary to specify energy
sources for these consumers. The varied and inhomogeneous character may
be an outcome of differences in territorial location, like in the case of bakery
ovens or heating furnaces, or of other additional complex reasons. E.g.
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requirements of existing conventional power stations much as they have
been located individually on a certain energy source — can be interpreted
only jointly since load distribution between power stations largely modifies
requirements of each power plant. The exclusion of these consumers from
the calculation algorithm of linear programming has led rather to a higher
accuracy and not to a narrowing down of calculations.

— Those consumers for which no preferential values have been available
should also be considered as invariable. Energy sources for these consumers
have been allocated by relying on known perspective concepts. One of such
consumers are the railways for which the economy realizable through the
introduction of Diesel engines or through electrification has already been
analyzed separately. To this group belong some possible consumers of petrol,
such as the chemical industry, vehicles, or any exports qualified as a sort of con-
sumption with no fixed quantities, etc.

ad 5. Preferential values

The most important criteria for a reliable algorithm are: an accurate
calculation of preferential values, a correct knowledge of the technical char-
acteristics, and of the technological processes of various consumer catego-
ries and of their cost factors.

The essence of evaluations involved in preferential values can be summed
up as follows:

Production costs for each consumer are calculated; cost for the energy
source —as a component of total cost —is calculated at a rate of Forints/
million kcal of the alternative energy sources. Calculation of production prime
cost for the same consumer will be once more carried out, envisaging another
energy source for use and also assessing changes in investment, storing,
possible automation, efficiency and other operating circumstances; the alter-
native energy source will be put into this calculation with a value expressed
in Forints/million kcal by which production prime cost of the consumer in
question can be brought up to the same value as obtained in the former case.
This value in Forints/million kcal of the second (alternative) energy source
is called the preferential value for the consumer in question, related to the
first energy source.

These preferential values are, in essence, expressions for the maximum
expenditure that each consumer may lay out for various interchangeable
energy sources without increasing their prime production cost, duly taking
into account all circumstances.

Computation of preferential values requires an enormous amount of
labour, as they haveto be calculated not only for the alternatives of possible
forms of energy for additional new consumers, but one also has to take into
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account the costs of conversion and reconstruction of equipment, if already
existing consumers change over to another form of energy. A highly diversified
and labour-intensive area is e.g. that of medium- and large-sized industrial
boilers to be changed over from the use of coal to that of hydrocarbons.
Preferential values will be here necessarily different, depending on boiler
sizes, number of boilers at the same location, annual utilization hours, rates
of reserves to he installed and also whether existing buildings can be kept
in the course of a probable reconstruction, etc.

ad 6. and 7.

While leaving aside details of linear programming, | would like to
draw attention here to the following problem: An economical distribution
of energy sources consists basically in determining the most optimum allocation
of a given quantity of energy among certain consumers. However, efficiency
is different by consumers and by energy types and total consumption depends
on the structure of sources and on distribution; consequently the total amount
of energy sources consumed shows a deviation of about 2—3% for each
version. Therefore, a definite type ofenergy, or several types of quantitatively
correlated energy must be chosen, the quantity of which may vary depending
on the structure and distribution. As savings in calories (or surplus consump-
tion) arising from optimization are embodied in this energy type, the difference
of total costs for two versions of distribution depends on the price of this
energy source. Evaluations have shown that the optimum distribution remains
in most instances unchanged provided the modification of the price of the
complementary energy type is kept within limits of + 10 per cent. This means
that some uncertainty in the price of this complementary energy type does
not affect the results of optimization.

In our calculations natural gas has been chosen for practical reasons
as complementary energy source with a price of 110 Eorints/106 kcal, valid
for gas used during summer. On the other hand, this heat price determines the
level of the resulting shadow-prices for energy sources as well.

ad 8.

The system of shadow-prices arrived at during the analysis can be
applied for the following purposes:
— marking out an economical energy source for a consumer;
correct statement of the real value of energy sources at the level
of the country’s economy, as a component of production costs, whenever
the economy of new manufacturing establishments is assessed (special invest-
ment proposals, investment programs);
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— economic assessment of investments of certain consumers connected
with energy consumption in a larger way;
to set up a price-system by which the consumer will find some form
of energy profitable or non-profitable for himself as appraised on the level
of the country’s economy;

decision concerning purchase or production of minor volumes of
energy Sources.

ad 9. Structure of energy sources

If total quantities of energy available on the resources side at the date
under review exceed total energy demand, i.e. free choice is possible, the
structure of energy sources can be optimized in one stage taking into
account the constraints introduced into the algorithm. In our analyses, howev-
er, we have chosen the method of assuming a fairly high number of various
real, possible alternatives for the pattern of the resources side, based on itera-
tion and starting each time from optimum distribution ; the corresponding allo-
cation pattern and the relevant expenditure have been evaluated in each
case. This was, in part, an outcome of an attempt followed initially to
arrive at the optimum allocation, i.e. the optimum outlay of the consumption
structure.

This method has the disadvantage of requiring more labour, but it has
the advantage of a simpler computer program, of obtaining simultaneously the
distribution pattern of various alternatives and the differences in contents
between possible ones. We hold this method more reliable, because a consid-
eration in the course of optimization of the forms of energy broken down
by different aspects (as referred to under ad 3) would be highly difficult
within a single step and would lead to an additional distortion of results.
The same applies, to an increased extent, to the incremental costs of energy
sources which, by our method, have to be taken into account at the end
only, when total costs of each alternative are evaluated.

ad 10. Evaluation of total costs emerging at the level of the country’s economy

A change in structure for a fixed total demand means that the amount
of some energy source on the input side can be reduced or increased at the
expense of another energy type only. As to the effect of this quantita-
tive change the incremental cost or marginal cost of the energy sources con-
cerned has to be considered.

The working out of marginal costs has a number of difficulties, partic-
ularly with Hungarian coal mines and hydrocarbon extraction due to their
different conditions and yields, but with import purchases the same difficulty
emerges.
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Fortunately, as shown by analyses, differences between the econo-
mies of alternative decisions are also here much larger than numerical differ-
ences due to uncertainties in estimating incremental costs for as far as
8—12 years ahead.

At any rate, this problem should be studied carefully and comprehensively
before computer calculations are made.

* * %

In order to show the character of the results and the help that may
be expected from the method outlined in the foregoing, when used for tak-
ing decisions concerning long-term energy supply aiming at an optimum
structure of energy sources, in particular, at the optimum shares of coal,
oil and gas utilization, some main conclusions drawn from calculations made
in Hungary for 1980 are listed in the following.

From an economic point of view there is no upper limit to the
increased use of natural gas in Hungary. This increased use would be pro-
fitable even if the price of imported natural gas became higher than envis-
aged; consequently, account must be taken of such limits as are given
by the construction of distributing system, the change-over of consumers
to the use of natural gas and other difficulties likely to emerge in this field
in future. Investment demand itself does not handicap an increased use of
natural gas because the necessary investment estimates (required for pipe-
lines, transformation of consumers’ installations, etc.) are not higher than
in the case of other energy types (consumers’ installations conditioned by
fuel used by the population, industrial boilers, power stations, etc.);

— If total natural gas utilization is laid down on the basis of appro-
priately realistic considerations calculations as to the proportion between
domestic coal production and importation of oil result in a definite optimum;

— A further increase in natural gas quantities will reduce the economic
level of Hungarian coal production by a smaller, while that of imported oil
by a larger amount;

— The optimum proportion between coal and oil depends largely on
the price of imported oil. The price of imported oil has been estimated at
a rather safe higher rate; if the price falls, the proportion between coal and
oil may further shift to the detriment of coal and in favour of oil;

— Within the range of optimum coal production ofthe country, economic
considerations are no more decisive, like in all cases when one isnear to the
optimum rates; a change of 1—2 million tons in coal production does not
mean more than a few 10 million Forints per year in savings or deficit, which
is surely within the error limits of the calculation;

— The level of Hungary’s coal production in 1980 should be set
lower than it is at present. In order to alleviate social liabilities connected
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with this reduction, and also in accordance with other aspects of economic
policy this slowing down of coal production should be carried out gradually,
at a continuous rate.

For the above reason —though the economically desirable level of do-
mestic coal production has turned out to be lower for 1975 than for 1980 —
correction must be applied meaning that from among economically equi-
valent coal production variants that of higher value must be chosen for 1975;

- A further increase of electric power import would be unquestionably
unprofitable.

A more detailed information could still be given on the character of
individual decisions and suggestions to be derived from the algorithm. Accord-
ingly, an account will be given on some conclusions that may be drawn
from the economical allocations made for 1980, first from the aspect of the con-
sumers and then from that of energy sources:

As to the structures of energy sources under review, the types of energy
allocated to each consumer category will vary more or less depending on
available quantities of each energy type. Valuable experience can be gained
by analysing the consumer categories where the variations envisaged in the
structure of energy input will cause a change in the type of energy to be
used; by this analysis also those consumer categories can be found, where
the type of energy is predictable regardless of possible variations on the
input side.

- Furnaces (kilns, ovens) are supplied with hydrocarbons for any struc-
ture analysed; however, the ratio between fuel oil and natural gas utilized in
furnaces may change for every alternative. In general, larger gas quantities
on the sources side result in larger quantities to be utilized in furnaces. Taking
natural gas quantities for unchanged, furnaces may receive again more natural
gas if coal production is extensive and nuclear power plants exist in a greater
number, or more electric power is imported. This latter influence is due to
the fact that, in case of an increase in the energy sources mentioned, the amount
of oil in the total balance will be reduced and no fuel oil will be allotted to
furnaces.

— New industrial boilers are to be designed in every case for the use
of hydrocarbons, mostly for fuel oil. Even so, industrial boilers can be also
provided with considerable quantities of domestic fuel oil (Uquid also when
cold), depending on the total amount of crude oil. Among such boilers are pre-
ferably those belonging to small consumers where relatively greater savings
in costs will be achieved owing to the absence of oil draining and preheating.
Natural gas is also allotted to industrial boilers provided that gas quantities
are not small and coal production is ample. Large amounts of coal produc-
ed have actually the result that power stations must utilize coal, leaving
only insufficient demand for buffer consumption ofgas during summer. For this
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reason optimum distribution allots gas to consumers which, though at a reduc-
ed rate, need a certain quantity of gas even in summer. Gas is reasonably
given in such cases to industrial boilers which are located at short distances
from natural gas pipelines and the consumption of which is not fluctuating
during summer and winter.

— Older industrial boilers, built originally for coal have to continue
by using coal even it is produced at quite a low level. The most suitable kind
of coal is to be made available for them in all instances.

— Individual and central heating systems are to be changed over to the
use of hydrocarbons in their majority. The newly built systems should be
reasonably located on hydrocarbons in any case; some of the earlier built
systems should continue to use solid fuels, taking into account limits imposed
by time for reorganization and adherence to the accustomed ways of operation.
These are to be supplied — representing a minimum share — partly with
coal and partly with briquettes both allotted as invariables. Those existing
individual heating systems which are considered suitable for conversion are
to be changed over wholly in the majority of alternatives except in the case
of a very large coal production, when power stations are no more able to
use up the home-produced coal and then coal is also used in heating as the next
most economical coal consumer. Within the group of hydrocarbons the
economical repartition between domestic fuel oil and gas is different for al-
most each alternative, showing a fairly high fluctuation depending on structure.
The question of natural gas quantities to be allocated for individual heating
systems is basically a stop-gap problem, i.e. it depends on the possibility to
find a consumer who is willing to use gas in summer and another fuel in
winter. Such consumers may be newly built power stations using fuel oil
in winter and gas in summer. Such power stations can, however, be built
only if coal production is not large and nuclear power capacity is small or
imports of electric power are low. Therefore gas quantities for individual heat-
ing systems depend primarily on coal production ;the larger the coal production
the smaller will be the gas allocation.

New power stations are the main consumers of home-produced coal,
new power station capacities to be located on coal are therefore almost
exclusively the function of coal production. The necessary capacities are to
be built generally in the form of power stations using fuel oil in winter, and
natural gas in summer.

Some conclusions can lie made from the point of view of energy sources
for as far as 1980.

Considerable volume of Hungarian coal is strictly connected to some con-
sumer branches. Accordingly, the following demands have to be met by mines:

— Cokeable coal, in quantities required for supplying coking plants
and gas plants with basic material;
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— Existing briquette works, specified as invariable;

— Demand for high-grade coal of individual and central heating systems
to be maintained as coal consumers in all circumstances;

— Existing coal-fired power stations;

Industrial boilers based on coal and being in adequate condition.

—The rest of coal production has to be allocated to new conventional
power stations. In case of a large coal production (above 100 1012 kcal/year)
coal consumption by individual heating systems will be increasing too.

In respect of the three main groups, i.e. hard coal, brown coal and
lignite the following can be stated:

Special consumers of hard coal (coking, briquette making) can be
satisfied even at the lowest production volume included in the analysis. If
coal production is growing, the bulk of surplus production will be given to
power stations, but coal sorts of better quahty wich have to be reasonably
used by others than power stations. By-products of hard coal have adverse
qualities, therefore hard coal in a power station represents a relatively smaller
value than brown coal, in spite of its higher calorific value.

— High-quality brown lump-coal is to be given to households while
screenings of good quality can be used to satisfy the requirements of briquette
plants in all alternatives; moreover, industrial boilers going on to use coal
will be able to select sorts most favourable for them. The rest may be
entirely allocated to existing new power stations.

— Lignite is solely utilized by power stations. Because of its poor
quality its preferential value amounts to only about 80% of the average
brown coal.

Crude oil is fractionated to three main products; fuel oil, gas oil
and petrol. Fuel oil is used by furnaces, industrial boilers and power stations.
Fuel oil consumers should be operated by natural gas in summer unless
excessive investment costs or complicated measures are thereby involved.
Domestic fuel oil (gas oil) is consumed by railways, navigation, agriculture,
transport and in individual heating systems. In general, some quantities of
heating oil will be left in excess of those demands, which should be given to
small industrial boilers. The invariable consumer of petrol istransport. A major
part of further available quantities of petrol should be used by the chemi-
cal industry; a smaller part to produce town gas.

Based on the foregoing, the technology of crude oil refining for energy
purposes has to be governed by the following view-points.

— Extraction of petrol has to be kept at a minimum level. The portion
that could be processed to engine propellant at too high a cost only, should
be transferred to the chemical industry.

— No special techniques in refining technology to increase domestic fuel
oil volumes have to be envisagedin 1980 for reasons ofenergetics, because it
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will be available in quantities exceeding the requirements of the above-men-
tioned basic consumers; in case of industrial boilers, the difference between
values of fuel oil and domestic fuel oil is not so great that it could make
surpluses in domestic fuel oil acceptable at considerable costs.

- It follows from the foregoing that fuel oil should be a residue of
atmospheric distillation, while a continued vacuum distillation accompanied
by a further production of heavy fuel oil —though economical in the period
1965—1970 —is no more expedient from view-points of energetics.

- Household and individual heating systems are two characteristic
consumers of natural gas. For heating purposes natural gas can only be
envisaged in a quantity for which buffer consumers can be found in summer.
Some furnace types may be found among summer consumers, but they are
mostly power stations.

— According to what has been said above, however, possible buffer
consumption by power stations is a function of coal production, i.e. quantities
of coal production have an impact on the gas supply for individual heating.

Anyway, a significant part of natural gas will be given to the so-called
“high-priority” consumers, among them the chemical industry ranking as
the first (in excess of industrial petrol surpluses) and also different types
of furnaces.

In case of large gas quantities consumption is also shared by a part
of industrial boilers.

Some problems involved by the energy optimization program
Accuracy of basic data

Similarly to any other program, a basic condition is the accuracy
and sufficiently detailed character of input data. The generally accepted
statement is also here valid, that no more can be expected from the computer
than has been fed into it.

Accordingly, it is of outstanding necessity that the following data should
be reliably available:

- forecasts for long-term energy demand, broken down to homogeneous
consumer categories and further differentiated by different regions of the
country;

— calculated preferential values for practically all possible energy
sources used in each consumer group;

— calculations or estimations on incremental costs for all forms of
energy both home produced and imported included in the algorithm,

- various preliminary studies on regional variations of energy demands,
holding of stocks, different kinds of storing energy, transport costs and
losses.
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Though there has been recently a rapid progress in the accuracy and
the specification of input data, it can be stated that method of our optimum
investigations have so far outmatched the quality of input data.

The length of the period for which optimization calculations have to be
carried out causes hard trouble in every case.

Development of energy demands for a shorter term and also the rest
of the input data just referred to are generally known accurately and
in detail, but the short time at disposal imposes significant restriction
on the implementation of investments and other measures required to
establish an optimum distribution. In the case of longer terms, on the other
hand, there is sufficient time at disposal to implement decisions required for the
optimum measure, but accuracy and specification of the input data are far
from being sufficient.

In general, two terms are being investigated simultaneously; one for
7—8 years and the other for 12—13 years ahead.

As a matter of fact, the optimum analysis of energy supply presupposes
the existence of consistent long-term economic plans, including a fairly precise
knowledge of demand for energy. Neither the estimation of the demand, nor
long-term economic plans or their harmonization can be replaced, of course,
by an optimum analysis.

Restriction on investments

Objections raised against the conclusions of the program are usually
put in the following form: changes envisaged to achieve the optimum impose
investment liabilities on the country’s economy to an extent that surpasses
possibilities available from the country’ resources for this purpose.

Investment liabilities have been included in the calculations at a capital
interest of 12.5%. According to our view, a separate analysis of these invest-
ment liabilities would be unreasonable, particularly if a solution proposed
has proved more profitable than another alternative with a period of return
of 2—3 years, i.e. shorter than a five-year period. In fact, even in cases of
longer return periods, profitability is expressed in a complex way by the
annual costs, in which also total capital expenditure for investments have
been taken into account. Against this the objection could be made that,
because of the limited character of resources, capital expenses should be
calculated at an even higher rate of interest. Since, however, our investigations
have shown that in the case ofeconomic solutions the rate ofreturn issurprisingly
high, owing to savings achieved, (and recovery period corresponding short),
it seems obvious that, in this field, solutions implying lower investment and
proving uneconomical should not reasonably be chosen. To tell the truth,
we have not always succeeded in asserting this view of ours.
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The price problem

Let us suppose that, in accordance with the foregoing, the optimum
structure of sources and consumers for the long-term energy supply of the
country on the level of the country’s economy is at our disposal in a reliable
form, with the full knowledge of necessary decisions and measures. It is highly
guestionable whether it could be made sure — by setting energy prices and
prices and tariffs officially, and using the market of consumer installations
and, last but not least, the complexity of economic regulators and impulses
affecting industrial and household consumers in a most varied way — that
the optimum rate for the country’s economy should coincide with the interests of
the consumers. How, actually, could be ensured that the latter should not
handicap but, on the contrary, stimulate events in the direction in which
the pattern of an optimum distribution for the country’s long-term energy
supply desirably develop. '

It seems that the first thing to be done would be to declare the corre-
sponding shadow-price relations as official prices. However, this idea would
not have the desired results, because official prices based on shadow-prices
would have the only consequence that they woidd not make consumers feel
more at a disadvantage in choosing the energy sources allocated to them
according to the optimum distribution. What then should be this price system
like and what kind of incentives, assistance and preferences from the State
would be necessary in order to make both industrial and household consumers,
and even energy production, conversion and supply industries economically
interested in bringing about an optimum pattern for the country’s economy ?

Until recently, unfortunately no satisfactory solution of this problem
has been found by us, engineers dealing with energy economy, nor could we
get adequate assistance from the economists, in spite of several efforts,

So the only course open to us is totry empirical ways to establishing a
system of prices and incentives as well; also by keeping the development
of market conditions under close observation, attempts will be made to modify
this system in a way which allows concepts formed during optimum calcula-
tions to materialize in the end.

Improvements of the method

From the foregoing it appears fairly evident, without going into details,
that methods of optimum calculations may be expanded in the first place
by improving basic data, accompanied by a continued hope that more satis-
factory solutions will be found to make companies and the population more
interested in the economics of consumption.

Another way of developing the program is to expand the calculation
model in certain partial areas. Accordingly, the general model has been used
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in recent years to make an analysis in coal production. With a view to
regional differences, the relevant matrix contains a total of 20 consumer
categories aggregated in about 400 consumer rows, 10 coal mining areas,
a total of about 170 coal types in the form of a matrix of 400 X 170: beside
the development of consumers’ demands it takes into account transport
costs, production costs, extraction rates of products leaving the mine, classified
by grades and types, and also incremental costs.

A similarly detailed model is being planned for optimizing extraction
rates of crude oil products, and finally, another optimization model is used
to find the optimum layout for the location and supply with energy sources
of the country’s large power stations.

| feel, it should be noted that, much as this method has been brought
into existence by needs in Hungary’s economy, and the model represents a
complex simulation of interests involved with energy consumption and produc-
tion with the aim of supporting planned economy, still this sequence of thought
and model may give a significant assistance even in case of a market economy.
In fact, a market is developing mostly under the influence of present effects
and an analysis of statistical data of the past period is by far not sufficient
to foresee the tendency of probable variations. Here again it is necessary
to account for forces likely to give things their future shape and the model
described may render useful service in this venture.

In the preceding | have tried to intimate the work performed with a
view to carrying out a long-term optimization of energy supply and paving
the way for adequate decisions, and also some problems associated with
this work.

Finally, 1 should like to emphasize a problem which is one of the main
results so far and also presents an outstanding problem for many a highly
developed industrial country, namely the determination of a reasonable
optimum level for our country’s coal production. To say that, as a result
of this optimization, coal production has to be reduced to an extent allowed
by existing social conditions is only part of the story since we have succeeded
in elaborating a realistic production level which can be accepted for the
country’s economy, and also in determining the optimum distribution of coal
thus produced among consumers who are in a position to utilize it economi-
cally even in the long run.
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ONTUMU3ALNA AONTOCPOYHbBIX PELUEHN B CHABXEHUM
AN3KTPO3HEPIMEN

. MNKSEP

OfHoli M3 OCHOBHbIX MPEANOCHIZIOK PasBUTUA KaXoi CTpaHbl SBASiIETCA Haf/exallee
Y0BNETBOPEHME NMOCTOSIHHO BO3pacTaloLWMX NOTPeGHOCTEN B 3/1eKTPO3IHEPT M.

Y[0BNeTBOPEHWE MEPCNEKTUBHBbIX MOTPeGHOCTEA B 3Heprum TpebyeT CBOEBPEMEHHOrO
BbIHECEHMWSI PELLEHWIA, COMPSKEHHbIX CO 3HAYUTENIbHBLIMU MaTepuasbHbIMU 3aTpaTamu. EctecT-
BEHHbIM CTPEMJIEHVEM SIB/SIETCA ONTUMU3ALMS 3TUX pelleHuid. MyTem TwiaTeslbHOro nporpam-
MUPOBaHUSI MPEACTAB/SIETCS BO3MOXHbIM PELLINTbL MpobaeMy 06pasoBaHUst UM ONTUMM3ALMM
CTPYKTYPbI NePCNEKTUBHOIO CHaGXXeHMSI CO CTOPOHbI PECYPCOB Y 3KOHOMUYHOIO pacrnpeseneHuns
3HEproHocuTenen cpegm noTpebuTenei.

3CKM3HOE M306paxeHWe ONTUMM3ALMU pacnpefenieHns 3HeproHocuTeneld 1 3aTem ocy-
LLIECTB/IEHUST Ha 3TOW OCHOBE ONTUMMU3ALMWU CTPYKTYPbl 3HEPrOHOCUTESEN CO CTOPOHbI PeCypCcoB
MOXHO fAaTb ClefylolmMM 06paszom:

— 3a4UCNSIEM Pa3INYHbIX NOTPebUTeNelt B T. H. FOMOrEHHbIE KaTeropuu;

— MPOU3BOAMM MPECMEKTUBHYIO OLLEHKY NMOTPe6HOCTel B 3HEPrUM Yy Pa3IMUHbIX rpynn
notpebuTeneii;

— MpPOU3BOAMM COOTBETCTBYHOLLYH KacCM(MKaLMo BO3MOXHbIX Pa3/IMUHbIX 3HEpro-
HOCUTENEN;

— OCYLLECTB/ISIEM AasibHelLLee fiefleHre NepcneKTUBHBLIX MOTPEBHOCTEN HA KOHCTaHTHYHO
1 BapnabuibHy0 4acTu U B NpOrpaMmy BK/IHOHYaeM KO/IMYeCcTBa BTOPOI Ha3BaHHOI 4yacTu;

— MpPOU3BOAMM pacyeTbl OTHOCUTENILHO TOr0, KakvM 06pa3oM OTAe/bHble KaTeropmm no-
TpeGuTeneli OLEHUBAIOT peaslbHO UCMO/b3YeMble UMW 3HEPTOHOCUTENN;

— COCTaB/IsieM TabnmLy, ropu3oHTa/IbHblE CTPOKM KOTOPOU BKIKOYAKT OTAE/NbHbIX MO-
TpebuTeneil, a BepTUKa/bHble CTONOLbI — OTAe/bHbIE 3HEPTOHOCUTENN. B nepekpecTKM CTPOK n
CTONGL0B Mbl3aMNMCbIBaEM Te BEIMUMHBI, KOTOPbIE MOKa3bIBaOT, KaKyH OLLEHKY NoTpebuTenb aaeT
[aHHOMY 3HEproHOCUTENH;

— OCYLLECTB/ISIEM NIMHEHOE NPOrpaMMUpPOBaHUE, B X04e KOTOPOro pacnpefeneHue sHep-
roHocuTeneld ABNSIETCS ONTYMabHBIM B TOM C/lydae, ec/in Npou3BejeHne pacnpeseneHHbIX Kou-
YecTB 3HEProHOCUTENE U COOTBETCTBYIOLLUX KO3I(PMULMEHTOB SIBASETCA MaKCUMa/IbHbIM;

— C YYETOM NepcrneKTUBHOIO pocTa NoTpe6HOCTel B SHEPrOHOCUTENAX Y BO3MOXHOCTel
UX YLOBNETBOPEHMS HA CTOPOHE WCTOYHWMKOB, OMNpejesnsieM YPOBeHb COOTHOLLEHWUIA TeHEBbIX LieH
Ha 3HEproHoCUTeNN;

— MOBTOPSIEM YMOMSHYThIV BbILLE MPOLECC B OTHOLLEHUN PSiia Pa3/IMUHbIX BO3MOXHbIX
BapvaHTOB CTPYKTYpPbl 3HEProHocUTeNel n

— WCYUC/ISIEM Ha HApPOAHOXO0351iCTBEHHOM YPOBHE 3KOHOMMIO CPEACTB WM [06aBOYHbIE
N3AEPXKM MO OTAeNbHbIM BapuaHTaM.

Ha ocHoBe BbILLIEN3/IOXKEHHOTO MOXHO BbIHOCUTb PELLEHUSI OTHOCUTENIbHO MEPONpPUATUIA,
KOTOpble CeAyeT OCYLLECTBUTL B MHTEPecax NoslyyeHUsi oNTUMa/IbHOM CTPYKTYpPbl Kak Ha CTOpo-
He pecypcoB, TakK M Ha CTOPOHe MOTPe6/eHus.

MMporpamma gaeT NPaKTUYECKW XOpOLUME pe3yNbTaTbl B X0e BbIHECEHNS MePCNeKTUBHbLIX
peLLEeHW, HECMOTPSA Ha Hanmume (HaKTopOB HeoMNpeLeNleHHOCTU B CledytoLmx 061acTsx:

— nepcrneKTUBHbIE OLEHKU NOTPEBHOCTEl B 3HEPrum 1 UX pasduBKa Ha pas/nyHble KaTte-
ropuvn noTpeduTeneil;

— MPOV3BOAMMbIE B CBSA3U C OLLEHKOM pacyeTbl;

— pacyeTbl MepPCneKTUBHOIO pocTa M3fepyXKeK Ha 3HeProHOCUTENN;

— OLEHKW TPaHCMOPTHbIX W3AEPXKEK, WU3MEHSIHOLLUMXCS M3-3a PermMoHaslbHbIX acneKToB.

[anee aBTOp 3HAKOMWUT uuTaTens ¢ pe3ynbTaTtaMu, JOCTUTHYTbIMU B BeHrpuu B 3ToOM
0611acTu, 1 yKasblBaeT Cpean HUX B MepPBYK 0Yepefb Ha OMNpefenieHre ONTUMasbHOTO YPOBHS
MepcrneKTUBHOIO OTeYECTBEHHOrO MPOV3BOACTBA YIS
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T. BACSKAI

NEW DEVELOPMENTS IN STATE ENTERPRISE
TAXATION IN HUNGARY

The author inquires into the nature of taxes on enterprises as means
devised to influence decision-making. A system of taxation is, in the inverse
sense, a system determining the income left at the disposal of the enterprises.
To what extent and how can taxation be used in order to reconcile profit-incen-
tives and equilibrium requirements, influence the choice among factors of produc-
tion and markets, etc., are the main topics dealt with in the article.

I. The interrelation between the increased autonomy of the enterprises and
the new developments in their taxation

The new developments in the taxation of enterprises are in a strong
positive correlation with the extent to which decision-making is delegated to
the enterprises in the socialist countries.

This fact does not require a lot of explanation. The considerable increase
of enterprise autonomy and the wider power given to enterprise executives
have necessarily led to a new division of funds between the central (budge-
tary) authorities and the enterprises. Enterprise-level decision-making pre-
supposes that the decision-maker has at his disposal —fully or partly —the
means required to carry out the decisions. This is the explanation for the
guantitative changes in taxation. The development of the economic mechanism
has, indeed, brought about rather important changes in the structure of the
budget. As a result the share of net social income withdrawn for central purpo-
ses was reduced, since the state-owned enterprises and the cooperatives re-
tain now for their own purposes almost 40% of all profits realized as against
15% in 1967.

There are also obvious reasons for the qualitative changes which took
place in the very system of taxation. In our economy it is mainly the task of
the economic regulators to channel enterprise activities towards targets laid
down in the national economic plan. These economic regulators are mainly -
though not entirely —of a financial and monetary character. With the aid
of financial (fiscal) and monetary regulators determined by the state we
intend to bring about a harmony between plan and market, as well as be-
tween the national economy (macro-economic) and enterprise (micro-econo-
mic) interests. Enterprise taxation —in the broad sense, including customs
tariffs —is playing an outstanding part within the system of regulators.

We call our system of enterprise taxation the system of income-with-
drawal; in the inverse sense it is also a system of retained income, i.e. income
left with the enterprise. This system influences enterprise decisions by leav-
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ing a certain part of profits with the enterprises of certain industries, with a
differentiated tax burden arising from different ratios of the increase in con-
stant and variable capital, and with progressive taxation, with the differentia-
tion of customs tariffs. Thus, it is an element of guidance for the enterprise in
deciding what to produce and for which (domestic or foreign) market, where
to purchase, how to increase production (utilizing more labour or organizing
better existing labour facihties), how to divide its profits between development
targets (investment and increase in stockpiling), and personal incomes, etc.
Through these channels taxation has an influence on both the demand and
supply sides of the market (of consumer goods, of means of production
especially investment goods, and the labour market), on the branch struc-
ture of the economy as well as on the allocation of resources.

Let me now dwell on questions of principle of the actual Hungarian
system of income-withdrawal from the enterprises.

Il. Principles of and conditions for the income-withdrawal from the enterprises

In a socialist state, the bulk of the national income is produced by the
state sector; the lion’s share of the net social income is realized by the state
enterprises, too. A certain part of the latter is collected by the state into the
central fund for redistribution. The principal and legal basis for that is con-
stituted by the state ownership ofthe means of production. Another part of
the net social income realized by the state enterprises is left with the enter-
prises. These two parts may vary in their proportions by industry, and also
from time to time. The extent and the forms of income-withdrawal or income
decentralisation depend on deliberations of both economic policy and economic
organization. The measure of centrahzation resp. decentralization depends
on the dehberations of a given socialist state in a certain phase of its develop-
ment, whether it considers it more rational to carry out a large number of tasks
on the basis of central decisions and from central resources, using obligatory
plan indicators, or to decentralize a large portion of decision-making, influenc-
ing the latter through various economic and administrative regulators. The
objective foundations for such deliberations may be various. In a phase,
when vast investments are necessary, which exceed the capacity of the indi-
vidual enterprise a high degree of centralisation is a conditio sine qua non of
a rapid change. Another reason for centralization is constituted by high cen-
tral burdens of a country inthe fields of defence, social and cultural policy,
etc. On the other hand, a precondition for decentralized decision-making is a
satisfactory supply of managers capable of taking correct decisions. In the
absence of the latter, experts, decision-making and financial means have to
be centralized.
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A correct income-regulation policy has to be aimed at a harmonization
of enterprise interests (those of managing personnel and the collective) with
the interests of the society as a whole, expressed in terms of government economic
policy.

Enterprise interests are embodied in profits. The latter have been chosen
as the indicator of enterprise interest because they are the most complex of
all indicators characterizing enterprise management. The new system of
incentives builds upon the whole mass of profits, not on their increment as
was the case earlier. By total profits we mean the part of sales revenue which
remains after deduction of the elements of net income conforming to mini-
mum efficiency requirements (the charge on assets and wages, as explained
later). It is in the increase of this sum that the enterprise is economically
interested. In other terms, profits are the part of sales receipts above costs;
the minimum efficiency requirements and the wages are also considered as
costs. From the technical point of view, profits are the part of sales receipts
remaining after deduction of depreciation allowance, and material, transport
costs, wages and other costs as well as of the income expressing the mini-
mum requirements of efficiency.

When choosing the main indicator, we had to decide between the amount
of profits (as defined above) and the amount of gross income (being the sum
total of profits and wages). Prolonged debates had taken place about the
merits and disadvantages of these two indicators. It has been found that the
indicator of gross income would orientate enterprises one-sidedly on the saving
of embodied labour and would fail to promote the optimum utilization of live
labour. This would lead to an exaggerated increase of personal incomes at
the cost of economic growth. Nor would this indicator secure for the state
budget its proper share of the increment of enterprise incomes. A consistent
application of this indicator would make wages entirely depend on gross income,
without the guarantee of a minimum wage, although the individual work-
er is not responsible for the entire activity of the enterprise as a whole, nor
for its gross income. Hence, we have the amount of profits as defined above
chosen as the main indicator.

Government economic policy is embodied in the national economic plan.
The latter’s provisions for growth of different sectors do not in all cases
coincide with profits realized in the same sectors therefore an adjustment
through various, mainly fiscal regulators, isrequired as well as a certain inter-
sectoral flow of funds.

The harmonization of macro- and micro-economic interests charges the
economic regulators in general, and the system of income regulation in partic-
ular with the solution ofa dual task: first securing the revenues of the state
budget and thereby the central funds for financing the common social objec-
tives and, secondly, making available to enterprises the financial means neces-
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sary to fulfil the tasks relegated to the scope of their own decisions. In doing
so, it has also to influence the enterprises to act in two directions: the provi-
sion of economic incentive for their workers in the sense of a continuous
increase of profits, and the promotion of maximum development of the enter-
prise from its own resources. An analysis of the problem has led us to the conclu-
sion that these tasks require a differential taxation of the parts of profits de-
stined for personal incentives and for accumulation, respectively.

Having given a brief summary of the guidelines for the new income regu-
lation system, we also have to give a brief outline of the earlier system since
the new one developed from the old.

I1l. Main features of the previous system of income regulation

In the past, mainly those forms of income withdrawal prevailed in social-
ist economies, which were closely linked to the product (receipts from the
sale of products), primarily the turnover tax. This form of income regulation
coiresponded to a specific price system, which had to be changed too, in
order to introduce the new mechanism in general and the new system of in-
come regulation in particular.

In this earlier period there was a two-tied price system, more precisely
a set of isolated systems of producer and consumer prices, the latter containing
only —if with some exceptions —the turnover tax in excess of the producer
price. The consumer price policy of the past has made itself independent of
the producer prices, and the two prices tended to move separately. In such a
price system there is a possibility for the state to value the same
commodity differently in production and in consumption. Under such a price
system the enterprise takes it for granted that it must obtain a price for its
products that covers its production costs and secures some profit, even if
such a price is considered too high from the point of view of the consumer.
If the enterprise introduces some new, up-to-date or better product, it wishes
to obtain for it a price at least as much higher as to cover the cost difference
between the new and the old product. For the enterprise, the question does not
even emerge whether the consumer will find the new price justified by
superior usefulness.

Thus, the isolated systems of producer and consumer prices have establish-
ed, in the final analysis, a double value-judgement. When establishing propor-
tions between the prices of related articles, our price policy was guided by the
production costs in the field of producer prices, and by the use-values in the
field of consumer prices. The system of turnover taxes made it possible for the
two kinds of value-judgement to assert themselves simultaneously. If a price
system develops this way it is unavoidable that the turnover tax should be
differentiated by products; it is even possible that within a given group of
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commodities there are sorts whose prices comprise high turnover tax rates
while others are perhaps subsidized by the state. In the price system before
1968, the producer and consumer prices were joined with the aid of more
than 2500 turnover tax rates and several tens of thousand differential tax
items bridging over the difference between the two types of prices. (The “‘dif-
ferential tax items’” mean that the tax to be levied was fixed as a difference
between the consumer price and producer price, rather than as a percentage.)
The movements of the two prices were independent of each other. In some cases
producer prices were raised and consumer prices reduced simultaneously.
Even more often, changes in one kind of prices were made that did not
affect the other kind. The general industrial price revisions were restricted,
as a rule, only to producer prices; they affected consumer prices only excep-
tionally, and to an extent determined in advance. All this was possible because
the producer prices of industrial products affected almost exclusively the state-
owned enterprises only. In this field, under the conditions of obligatory
plan targets, the price did not regulate production and, since most of the
enterprise incomes had to be paid into the state budget anyway, in principle all
price changes were finally levelled out by the latter. Consumer prices, how-
ever, did in fact regulate the consumption of commodities. Accordingly, quite
different criteria have developed for the formation of producer and of consum-
er prices. Revisions of producer prices took place when input relations
have considerably changed. Consumer prices, however, were changed only
when equilibrium requirements made it unavoidable.

Since a flexible price mechanism assumes the existence of an organic
relationship between producer prices and consumer prices, and their more or
less parallel movement; since it is an objectively necessary condition for
activating the market mechanism that the commodities should be valued
by the market; since decisions taken in the sphere of distribution must find
their justification within the sphere of distribution, the dichotomy of value
judgements due to the old system of turnover taxes had to stop.

Another means of income withdrawal was the payment of enterprise prof-
its to the state budget. This form of income withdrawal, unlike the turnover tax,
was connected with the product, and was tied to the results of the economic
activities of the enterprise. It would be a mistake to consider these pay-
ments a taxation of the profits. The enterprise had to present an account of
its profits to the Ministry of Finance. On the basis of this account, the part of
profits left with the enterprise was determined. In most socialist countries the
main channels of income withdrawal were the turnover tax and the payment
of profits. (In fact, there have been other channels too: the social insurance
contribution, the withdrawal of excess earnings from differences between
foreign trade prices and home prices, etc.) This was the so-called two or
double channel system. The advantages of that system were the following:
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It made a harmonization of state and enterprise interests possible; the
enterprise knew in advance its tax liabilities arising from its products (turn-
over tax) and, at the same time, it provided a certain material incentive
to increase profits (through the part of profits left with the enterprises after
paid of profits to the budget); it enabled the authorities to apply uniform
linear taxes as well as to take into consideration —in the case of payments
of profits —both enterprise profits and their deviations.

As regards the ratio of turnover taxes to the sum of profits collected,
our centralized control of the economy imparted a leading role to the turnover
tax. The ratio of turnover tax to profit payment differed widely in the
various sectors of the national economy in most socialist countries. In
industries producing consumer goods the turnover tax was dominating, where-
as in indrustries manufacturing means of production profit payments
predominated. But the profit payments could hardly be called a proper
channel, as minimum profits calculated in the prices did not exceed 5 per
cent.

This system excluded any significant self-financing by the enterprises
themselves, or any form of capital flow other than that going through the
budget. It played a positive part in the execution of a large and swift indus-
trialization program that demanded enormous, centrally-guided investments
aiming at great structural changes. It seemed to play a positive role as long
as the quantitative increase of production stood in the forefront, with the
application of extensive methods of development. When, however, the quali-
tative aspects of production and intensive methods of development have start-
ed to prevail, the two-tied price system and the two channel system of in-
come withdrawal had become insufficient means for the solution of our eco-
nomic problems.

Since the late fifties, socialist financial literature has appraised in a
highly critical way the double channel system as well as the double level price
system, searching for better solutions. In Hungary, experiments were carried
out on the basis of the theoretical considerations in economic literature.
Thus, for instance, among industrial and building enterprises, we introduced
by 1964 new forms of income withdrawal like charges on their fixed and
liquid assets which became, later on, parts of the new system of control.
This has been done without liquidating the former system of income withdrawal.
Hence, the new instruments did not become organic components either of
the old, or of a new system; they did not form a part of the price system.
Simply, a part of the profit payments started to be centralized in this new
manner. We hoped that the introduction of this charge would induce a
more thrifty use of the assets. A similar consideration led us, already in 1959,
to make labour more expensive by the application of a wage tax in indus-
try which was made a part of the costs.
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IV. The new system of income-withdrawal

The new system of income withdrawal was introduced in 1968. It is an
organic component of the new system of control, and conforming to the
system of the formation of enterprise funds.

Formally, the new system of income withdrawal is characterized by the
fact that a smaller part of the enterprise income is now centralized through separate
taxes. Among the latter, turnover tax lost its preponderance; at the same time,
the charge on assets as well as the wage tax gained a substantial weight.
A significantly higher proportion than earlier of enterprise profits remains
with in the enterprises for the purpose of building up funds, and the cen-
tralized part of profits is no more paid into the budget on a basis of accounts,
but in the form of profit taxation.

As to the contents of the new system, our starting point has been to link
the material interest of the more autonomous enterprises to the profit: we
aimed at the creation of a situation where the possibilities for development
of the enterprise depend on the profit and, at the same time, profit should
substantially influence the personal incomes of the collective working in the
enterprise.

In order to enhance the autonomy of the enterprises, it seemed proper
to determine in advance for a longer period the extent of the income with-
drawal linked to the utilization of both labour rand assets (wages tax, social
security contribution, charge on assets). The turnover tax remained one of
the categories of income withdrawal: it covers almost exclusively the field
of consumer goods and is paid generally by the distributive trade. Profit
tax is aimed primarily at regulating the division of profits between the enter-
prise and the budget, while serving other targets of economic policy, too.

A. Charge on assets

This is a levy paid by the enterprises in the form of an annual 5 per cent
on the gross value of their fixed assets and on the value of all their liquid
assets (credit-financed stocks included). As mentioned already, the charge
on assets was introduced four years earlier than the new system of control,
it is, however, in harmony with the latter as an economic incentive acting
towards a better utilization of all assets employed by the enterprise, and also
with the new principles of pricing.

The charge on assets is, indeed, a minimum requirement of profitability
set by the state as the owner of the means of production, on the aggregate of
assets used by the state enterprises. This requirement, at the same time, stim-
ulates a better utilization of the assets as well as the optimization of the
capital-output ratio.
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In the first year of the new mechanism, the charge on assets was paid
only on the assets owned by the enterprise. Yet, as by this fact credit has
been made very cheap — because only the difference between the interest
rate and the charge on assets represented an extra-burden for the enterprise —
we extended the charge on assets to all assets.

This has been the more necessary, as stockpiling went on rather heavily
in 1968. The enterprises showed a clear preference for stockpiling — even
accepting financial burdens — a phenomenon explained by the former psycho-
sis of a shortage of important materials. Thus, the security of production
clearly dominated over a rational stock policy. These new stocks became an
added layer over stocks previously accumulated and which were difficult to
mobilize. Last but not least, profits were so high in 1968 that they made
it possible to finance the burden of high inventories.

Charge on assets is an element of the new prices. Thus, the prices of
the products express the volume of assets used for their production, too.

The charge on assets has to be paid on the gross value of fixed assets.
As a consequence,

— the charge expressing a minimum efficiency increases in relative
terms (in comparison to the net value of fixed assets) as fixed assets are
being written off (depreciated), because the charge has to be paid always
on the original (gross) value;

whereas the charge makes a relatively small claim in case of the
replacement of fixed assets (as it changes only in accordance with the dif-
ference between the values of the new and the old equipment);

there is an unjustified measure of net income centralization, if we
take into consideration that the enterprise invests annually its depreciation
allowances (from the point of view of the charge, the reproduction of the origi-
nal value of assets represents value added);

throughout the depreciation of fixed assets production costs of the
enterprise are increasing; this is not covered by a diminishing value of the
charge.

Hence, it is probable, that after some lapse of time, we shall switch to
the charge being paid on the net value of fixed assets.

Another problem is created by the fact that a more equal financial
burden on the utilization of manpower and of equipment is required in order
to promote labour-saving investments and technological progress in general
and to improve the equilibrium on the labour-market. This would require
a change in the proportion between the charge on assets and income with-
drawal linked with labour. The implementation of this change has been post-
poned as it would necessarily lead to marked price changes whereas price sta-
bility is considered an important goal in the next years. Hence, this change will
materialize when a general revision of prices and incomes will be on the agenda.
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B. Income withdrawal linked with labour

The 8 per cent wage tax and the 17 per cent social insurance contri-
bution —neither of which can be deducted from wages - are motivated by
the fact that wages paid for production, more exactly the wage costs appear-
ing in price calculations, do not fully express all social costs connected with
labour. Thus, the utilization of labour is less expensive for the enterprise than
it is for society.

The proportion between wage costs and other costs as well as the system
of average wages did not stimulate the economic employment of labour. The
average wage system means that the annual sum of wages and salaries paid
by an enterprise divided by the average number of its workers and other employ-
ees, can be increased in a certain manner. Formerly, rigid prescriptions forbade
an unplanned rise of the average wage level. With the introduction of the
new system, these gave place to economic regulators acting against an excessive
rise. Among the latter, the most important one consisted in the rule that
the increment of wage expenditure caused by a rise of the average wage level
as compared with that of 1967 must be deducted from the sharing fund (see
later) of the enterprise. This meant that such an increment had to be paid from
net profits (after taxation). (For a transitional period, a restriction of an
absolute nature has also prevailed, namely, that the average wage level of
an enterprise in 1968 could not exceed that of 1967 by more than 4 per
cent.)

Thus, an enterprise wishing to differentiate among wages and sala-
ries, in order to raise certain wages, had to employ additional cheap labour
to preserve the previous average wage level. Hence, this regulation disturbed
the labour market, led to a fluctuation of the labour force, and to an
undue increase of wage-costs. Therefore, we are gradually shifting the bur-
den of wage increments from the sharing fund to the costs, differentiating
between increment stemming from additional employment and to that due to
higher productivity.

The 25 per cent (tax insurance) contribution are increasing the labour
costs of the enterprise without raising wages; thus, they represent a cer-
tain —rather moderate - incentive for a thrifty employment of labour.

C. Profit tax

Profit tax is one of the most important elements among the financial
regulators of the new economic mechanism. It plays a decisive role in determin-
ing the division of profits between the state and its enterprises, as well as the
division of profits after taxation between development and personal income
purposes within the enterprise.
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We cannot explain the profit tax without having explained the system
of enterprise funds.

The economic interest of the enterprise as a whole and of its individual
workers is connected with profits in such a way that the net profits (i.e. gross
profit less the withdrawal, by means of taxes, of the part due to the state bud-
get) remain at the disposal of the enterprise. This the enterprise allocates
to its special funds of development, profit-sharing and reserves. These
funds formed from retained profits serve the development of the enterprise
as a whole and the increase of the personal incomes of its staff. Thus, profit-
able operation is the precondition for both the enterprises’ development and
the increase of individual incomes of their employees. Moreover, the possible
extent of development and increase of incomes depends on the possibilities
ensured by the corresponding funds. (In the case of investments carried out
on the basis of central decisions the state may grant partly loans liable to
repayment, and partly subsidies from the budget. In the case of loans granted
by the banking system, the actual and the expected size of the development
funds plays a decisive role in the decision of the banks.)

In the new system enterprises have to run certain reasonable risks;
therefore they have to create their own reserve funds. Into these funds they
have to transfer 10 per cent of the net profits (after taxation) allocated to the
development and sharing funds, until the reserve funds will equal the com-
bined sum of 8 per cent of the annual wage costs and 1.5 per cent of the
actual gross value of fixed and liquid assets. Reserve funds serve the safety of
management. They may be used to compensate for losses and eventually to
complement the development and sharing funds (in case when the former
would not be sufficient to cover the current repayment of investment cred-
its or when the latter amounts to less than in the previous year).
Amounts withdrawn from the reserve funds must be returned within
three years from the net profits retained by the enterprise. In certain
sectors where risks are high, the enterprise may be permitted, in contrast
to the general usage, to charge the formation of reserve funds against its
Costs.

Enterprise profits liable to taxation must be divided into parts to be used
to complement personal incomes (i.e., to provide for the sharing fund) and to
add to enterprise assets (i.e., the development fund). In principle, this division
should rest on the proportion of the wage bill to the value of (fixed and liquid)
assets constantly employed by the enterprise. The direct implementation of
this proportion would, however, result in too low a share of income-comple-
menting, in comparison to the share destined to development. Therefore,
before calculating proportions, the wage bill is multiplied by a factor varying
by industries, and profits are divided according to the proportion between
the “weighted” wage bill and the value of assets. At present, a multiplier
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of twois generally applied, but higher multipliers are employed in industries
where the proportion of fixed and circulating assets considerably deviates
from the average. Thus e. g., wage expenditure in ferrous metallurgy, in the
aluminium and paper industries have to be multiplied by 4; in coal mining
and forestry the multiplier is 6.

After having divided profits into two parts, each part is taxed differently.
The part of profits serving to aliment the sharing fund is taxed progressively,
at rates extending from 0 to 70 per cent (above the tax-free part, the lowest
tax rate is 20 peér cent and this rate increases, by grades of 10 per cent, up to
70 per cent according to the proportion existing between the amount of profits
destined for this purpose and the amount of the wage bill). With the starting
of the Fourth Five-Year Plan (1971), the multipliers are going to be raised
in order to increase the weight of labour when dividing profits into sharing
fund and development fund. We shall, however, decrease the progressivity
of the tax on the sharing fund, to enable a larger differentiation of wages.
At the same time, we are going to abolish the tax-free part. A progressive
wage-increment tax has to be paid from the sharing fund on the increment
of the wage bill. The progressivity of the tax depends from the ratio of the
increase in enterprise-income (wages plus profits) per wage-earner to the in-
crease of the wage level. The part of profits serving the development fund is
taxed, as a rule, at a linear rate of 60 per cent but the tax rate of certain branches
is different (e. g., it amounts to 70 per cent in trade and to 45 per cent in
agriculture).

The sharing fund, destined to complement the incomes of the workers
and employees of the enterprise is divided into three parts, serving (a) pay-
ments in money, (b) benefits in kind, and (c) a reserve for the next
year.

The actual formulae of the division of profits into the two funds and
their respective taxation are assessed in accordance with equilibrium require-
ments of both the market of consumer goods and that of the means of produc-
tion, especially of investment goods.

The development fund is formed not only out of a part of profits of the
enterprise. The part of depreciation allowances left with the enterprise is
also transferred to this fund. Fixed assets of the enterprises have been revalued
at 1968 prices; at the same time, depreciation rates have also been revised.
The new rates allow, in addition to physical wear and tear, for replacements
made necessary by obsolescence (i. e. ““technical” replacements) as well.

At present about 60 per cent of the depreciation allowance, accounted
for as costs, may be retained on the average by the enterprise; the shares
vary in a manner that in the case of recently purchased equipment a lower
percentage can be retained than for older and more obsolete ones. For the time
being, withdrawal of a part of the depreciation allowance is necessary because
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the growth rate of fixed assets must be controlled according to the available
supply of investment goods, in order to avoid an excessive demand on the
market of the latter. Moreover, it is desirable that the increase of the develop-
ment funds of the enterprises depend, at least in part, on the amount of
profits earned by them.

Relying on their development funds, enterprises may replace their
scrapped equipment, or carry out investments aiming at the modernization
and even extension of their productive capacity. The necessary increase of
the liquid assets must be also covered from the development fund. In prin-
ciple, any extension of productive capacity involves the obligation for the
enterprise to ensure also the means for proportionately increasing the stock
of liquid assets. The intention of this principle was to favour sound inventory
policies: Enterprises whose stocks do not exceed a reasonable level can invest
more. At the same time, the inconvenience of separately financing the con-
tinuous increase of stocks is thereby to some extent reduced.

Most of the income of the development fund, however, is used for
replacement, substitution and the increase of liquid assets; the rest is
likely to allow but for minor investments serving capacity expansion. There-
fore, enterprises desiring to make major investments may contract medium-
term or long-term credits for investment purposes and medium-term credits
for the connected increase of liquid assets and repay them from the future in-
comes of their development fund.

In determining the formulae deciding the size of the development funds
as well as in setting the limits for medium-term and long-term credits, we are
starting from the equilibrium requirements of the market for investment
goods, with special view to the size of centrally decided investments. The propor-
tion of enterprise level investment decisions rose in 1968 to 40 per cent of
all productive investment, grew' in 1969 to more than 50 per cent and will
keep growing in the future.

Profit taxation also serves the purpose of differentiating between the enter-
prises. It is a constant percentage in taxing development funds in order to avoid
that highly profitable enterprises lose a part of their profits aftertaxation with
a higher tax and be hampered in their development. Here I must mention
again that high profits are not always created in branches or enterprises with
the largest growth expectations, hence the necessary flow of funds and their
best forms represent a problem to be solved.

It has been our intention to have some differentiation in the sharing
funds, too. Yet, here we had to exclude differences arising from better technical
equipment, etc. It would be unjustified, too, if workers in the same categories
earned vastly differing wages depending on the factory where they worked.
These purposes are not only served by the progressive taxation of the sharing
fund.
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It is the production tax which serves these ends, withdrawing extra
incomes stemming from sources not depending on the enterprise (special natural
advantages, better equipment, advantages provided by the price system).

The system of profit taxation briefly sketched above contains an inner
contradiction. The very fact that profits are the most dynamically increasing
elements of the net social income necessitates from the point of view of equilib-
rium, i.e. the central funds, a progressive taxation. At the same time, the very
progressiveness of taxation weakens the incentive provided by profits. To
illustrate this with an example: 1 million Forint profit leaves after taxation
and allocation to the other funds —only 60 thousand Forint for the sharing
fund. Thus, the enterprises have to make disproportionate efforts to raise
their sharing funds.

This contradiction is a specific manifestation of the general contradic-
tion between economic equilibrium and incentives. It depends on the actual
economic situation, which element of the contradiction should be given prefer-
ence. Hence, it has been right and necessary to orientate at the beginning
of the reform at equilibrium and to introduce a less stimulating system.
First, it could be foreseen that enterprises will have much higher profits in the
first year than before, as the enterprises created vast reserves of a material
character (stocks, improvement of organization, etc.) At the same time, we
had only a limited supply of consumer goods, hence in a system of linear tax-
ation we would have faced wages issued without the backing of proper
commodity supplies.

D. Turnover tax

We have already explained the justified criticism raised against the for-
mer system of turnover tax. This is why the system of turnover tax also had
to be changed in the framework of the reform of economic control. The follow-
ing requirements had to be raised against the system of turnover taxes:

It had to be secured that producer prices and consumer prices should
be in harmony and move together. Therefore, the taxation depending on price
differences had to be abolished and a system of fixed tax rates introduced;

— It had to be made possible that the prices of new industrial products
could be determined without official intervention. Therefore, a turnover tax
system had to be introduced that gives unequivocal answer to the ques-
tion of how much tax will have to be paid or how much of state subsidy can
be claimed in the case of a new product;

Tax collection had to be transferred from the producing enterprise
to the wholesale trade (thus, nearer to the place of final sale). Therefore, the
tax rates to be applied could not be so numerous as before.
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As a result of the turnover tax reform of 1968, about one thousand tax
rates link the producer prices to the consumer prices. This still is a very
differentiated tax system, but, as a first step, it was desirable to avoid excessive
changes. The tax reform had been worked out with a view to the present
consumer price relations. Thus, the earlier price differences within a group of
commodities remained essentially the same.

The fact that now value judgements depend on the market and are
uniform, does not preclude the assertion of the main principles characterizing
our consumer price pohcy. In a longer perspective, the turnover tax system
will develop in the direction of further simplification. The present number
of tax rates (amounting to about 1000) will be later reduced to 300—400.
But even in its present form, the system is progressive since it induces the
enterprises to take their economic decisions in consideration of consumer
preferences and to shape the production process in the organic context of the
realization process.

E. Customs tariff

The customs tariff, too, belongs to the tools used in the control of the
national economy and especially of foreign trade. In 1968 a new, three-column
customs tariff was introduced, containing three kinds of customs duties:
(@ the autonomous tariff, (b) customs duties applied on the basis of the
most-favoured-nation clause, and (c) preferential duties. In international
relations, i.e., in negotiations with capitalist countries or with international
organizations consisting wholly or mainly of such countries (EEC or GATT),
customs pohcy may serve as a means for attaining reduction in foreign
customs duties or other advantages. The preferential tariff is applied to devel-
oping countries. In addition, the customs duties may also serve to protect
the home producer when it would not be expedient to expose him to the full
impact of international competition (e. g. when a new product is introduced
or a new “infant” industry is created).

V. Some conclusions

The following conclusions may be proposed:

— The Hungarian system of enterprise taxation is, as an organic part
of the new system of control, a more rational and a more flexible system
than the former one was;

— it is a system geared to the combination of profit incentives with
equilibrium requirements;

— it cannot be seen as a fully developed system of taxation and it
will have to be modified in view of the experience gained in its application;
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- while more rational than the previous system, the bulk of taxes
remain price-taxes, i.e. taxes not taking into consideration the tax-paying
capacity of their eventual payers;

hence, in order to arrive at a fairer division of tax burden, the increase
of direct (income and property) taxes is desirable;

in order to raise productivity and improve the quality of management
it is desirable to increase the present rather low degree of income differentia-
tion to a higher level; however, a switch to a wider scope of direct taxation will
have to be postponed until greater income variations are attained.

HOBbIE AB/IEHVA B HAJIOTOOB/IOXEHUW MPEAMPUATUIA B BEHIPUN
T. BAYKAM

B nepBoil YacTu cTaTbM aBTOP paccMaTpuBaeT B3aUMOCBSI3b MeXJy pacLUVpeHVeM KOM-
neTeHUM NpeanpUATUA, C OOHON CTOPOHbI, Y HOBbIM COOTHOLLEHMEM MEXAY LEeHEXHbIMU Cpef-
CTBamu, OCTaBMSAEMbIMM B PACMOPSHXEHUN MOCNESHUX N BHOCUMbIMU UMW B 6IO4KeT — C APYroii.
B cuny Toro, 4To NPaBo BbIHECEHMS LIENOr0 Psija BaXKHbIX PeLLeHWi, B TOM YMC/e U KacatoLmxces
pacLLMpeHns OCHOBHbIX U 060POTHBLIX (DOHAOB AEMCTBYIOLLEr0 MPeanpuaTUS, MEepeLsio B KOM-
NeTeHUMIO JUPEKTOpa, TOT JO/IXKEH UMETb HEOOXOAMMbIE A1 peann3aumm 3TUX PeLLeHnin aeHex-
Hble CPeACcTBa B CBOEM PACMOPSKEHUU. ITWI;, 0OBACHAKOTCA KOMMYECTBEHHbIE N3MEHEHUS B Ha-
N10ro06/10KEHNM TOCYAAPCTBEHHbIX NPeANPUATUIA, B pe3yfnbTaTe KOTOPbIX NOC/AeAHME 3a4epXKu-
BalOT B CpefHeM OK0/0 40 NpoLEHTOB UX peasiu30BaHHON NpubbIIN.

B T0 )Ke BpeMs NpOM30LLIN TaKXe N KavyeCTBEHHbIE N3MEHEHUS B CAMOW CUCTEME Ha/loroB,
CTaBLUMX COCTABHOWM YaCTbl0 IKOHOMUYECKUX PblYaroB, HarnpaB/ieHHbIX Ha OCYLLECTB/IEHNE OCy-
[apCTBEHHOMO NaHa, U 0KasbIBatoLLMX BCECTOPOHHEE B/IMSHME Ha pelleHns npeanpuaTtuii. Ha-
0Ty CTUMYNMPYIOT NPeanpusaTva K 6onee ah(heKTUBHOMY UCMONb30BAHUIO CBOMX OCHOBHbIX U
060pOTHbIX (DOHA0B; OKa3bIBaeT Ha HWX BO3AEMCTBME, KOrja BCTaeT BOMPOC O BbIGOpe MexXAay
HOBOV TEXHUKOIM W pacLLMpeHnem nNprvMeHeHUs paboyeli cunibl B MHTepecax pocTa NPov3BOACTBA;
OPVEHTUPYIOT UX MPWU BbIGOPE PbIHKOB, MOKYMOK M T. 4. TakMM 06pasom, Hasioru BAUSKOT Ha
CNPOC M Ha NpeanoXeHWe NOTPedUTENbCKUX TOBAPOB, CPEACTB NPOM3BOACTBA, a TaKXe Ha ABU-
XXeHune paboyern cunbl.

Bo BTOpOM 4YacTu gaeTcs KpaTKuiA 0630p NPUHLMMNOB Ha/loro06/10XKeHNSA NPeANpPUSTUIA.
HanoroBas nonutvka B BeHrpum HampaBfieHa Ha COrfiacoBaHMe WHTEPECOB MPeanpuaTuii ¢
NHTepecamy BCero 06LLEeCTBa, NOy4atoyMU CBOe BbipaXeHne B JopMe rocyfapCTBeHHOW 3KO-
HOMMWYECKOI NoNMTUKK. VIHTepecbl NpeanpusiTUA B camoii 06LLeld hopme CBSA3aHbl C pOCTOM Npu-
6bleil, 3a CYeT KOTOpbIX (opMMpytoTCA (OHAbI PasBUTUSA U (OHAbI JIMYHOrO MOOLLPEHNS
TPYAAWMXCS  NPeanpuaTui.

VHTepecbl 0bLLecTBa B Le/IOM COPMYMPOBaHbl B HAPOAHOXO3ANCTBEHHOM MNaHe, Lenuv
KOTOPOro He BCerja 3aki4yatoTcs B pa3BMTUM TexX 0Tpacsen, B KOTOpbIX, 6/1arogapsa ux npubbl-
NISIM, MOXXHO 6b1/10 6bI 4OCTUTHYTL 60/1€€ ObICTPLIX TEMMOB POCTa. ITUM U 06bACHSAETCA AnddepeH-
LMpoBaHHOE Ha/oroob10XeHWe NpesnpUaTUN.

TpeTbs YacTb 3aHUMAETCA OMNUCaHWEM OCHOBHbIX OT/IMUUTENbHbIX YePT CUCTEMbI HA/IOTOB
fo 1968 ropga.

YeTBepTasa 4acTb NoApPO6HO ONUCLIBAET LECTBYIOLLYIO B HACTOsILLEe BpemMsi CUCTEMY Ha-
I0r0B C NpeAnpuATWiA: NnaTy 3a (GoHAbl, PerynvMpoBaHue NYHbIX 4OXOA0B TPYAALLMXCA Npes-
NPUATWIA; HaNor ¢ NpPMobIIK, ero BANSHME Ha (hopMupoBaHve PoHA0B NpeanpuATUA (hoHg pas-
BUTMSA, (POHL IMYHOIO MOOLLLPEHUA TPYAALLMXCA NPEeANPUSATUIA, pe3epBHbIN POHA); OTUMCNEHUS OT
amMopTm3aL MM B 610pKeT; NPON3BOACTBEHHbIV HAIOT, HaNpaB/ieHHbI Ha U3bATHE CBEPXNPUGLINIEN,
HAKOMNEHHbIX HE3aBNCMMO OT AeATe/IbHOCTU MPeanpusATUA; Hanor ¢ 060poTa 1 TaMOXeHHble No-
LWANHBI. B 3TOM YacTW NPOBOAMTCA Tak>Ke TLaTeNbHbI aHanu3 npotecca (popMUpoBaHNA U mc-
nonb30BaHWA (POHA0B NPeANPUATUS.

B 3aKkNt04MTENbHOM YacTW NOAYEPKNBAETCS, YTO HAJIOMU C NPEANPUATUIA B BeHrpun aBns-
I0TCA COCTABHOW YacTblo CUCTEMbI M/1IAHOBOr0 PYKOBOACTBA HapOAHbIM XO35ACTBOM, HarpaB/ieH-
HOM Ha coYeTaHWe CTMMY/IMPOBaHUSA POCTa IKOHOMUKM C TPe60BaHUSIMU ee paBHOBECUS.
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T. Partankat IM Simai
THE SECOND BRITISH-HUNGARIAN ECONOMIC COLLOQUIUM

In recent years the international relations of Hungarian economic science
have considerably expanded. Bilateral scientific meetings with various coun-
tries — colloquiums — are an indication of this tendency.

The British-Hungarian economic colloquium, held between 11—13
September 1970 in Balatonfiired and in Budapest, was the second of the
professional meetings between economists of the two countries.

The first colloquium, organized in England in November 1969, dealt
mainly with rather general problems characteristic of the development of the
two countries, while the second colloquium in Hungary put on its agenda
theoretical and practical problems important for the further development of
mutual relations. Efforts were made to provide a sound background for the
solution of the diversified problems that emerge in the economic relations
between the two countries.

The second British-Hungarian economic colloquium discussed five
questions:

1 Problems of the international transfer of modern technology between
countries belonging to different socio-economic systems.

2. International integration and East-West trade, with particular atten-
tion to bilateral relations.

3. Topical problems of the capitalist international financial system.

4. Criteria for investment decisions in energy projects of high importance.

5. The role of taxes in economic policy.

Hosts to the Colloquium were the Hungarian Economic Association, the
Hungarian Institute for Cultural Relations as well as the Great BritainjEast
Europe Centre. Fifteen British and sixteen Hungarian economists, playing a
leading role in scientific life, in government economic leadership, as well as
in business, participated at the meeting. Leader of the British delegation and
co-chairman of the Colloquium was Sir Ronald Edwards, lecturer at the London
School of Economics, leader of the Hungarian delegation and co-chairman of
the Colloquium was J6zsef Bognar, Corresponding member of the Hungarian
Academy of Sciences, Chairman of the Scientific Council for World Economy.*

* Members of the British delegation: Austen Albu, Member of Parliament
(Labour), Vice-Chairman of the Governing Body of the Great Britain/East Europe
Centre; Dr. Basil Bard, member of the Board of National Research Development
Corporation; Dr. E. N. Eden, Senior Official in the Ministry of Technology; C. Johnson,
Managing Editor of “the Financial Times”; Michael Kaseb, Lecturer at the University
of Oxford; W. J. Luxton, Director of the London Chamber of Commerce; W. G. Petley,
Financial Director of the Beecham Group; George Ray, Senior Research Fellow at the
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From among the problems on the agenda of the Colloquium, the first
and the second subjects were discussed together. The studies by J. Bognak,
B. Bard, M. Shanks and Gy. Varga served as a basis for discussion. The
study by J. Bognar dealt with the theoretical problems of international eco-
nomic cooperation, particularly of East-West trade. The subject of the study
by B. Bard was the international transfer of technology, while M. Shanks
analyzed mainly the motive forces of European integration, treating its theo-
retical and practical problems as well. Gy. VVarga analyzed technological develop-
ment as it affects Hungarian enterprises. (The full texts of these studies may
be found in the present issue of our periodical.)

The first to contribute to the discussion on problems of transfer of tech-
nology was G. Ray. He analyzed the close connections between technological
progress, economic growth and the development of living standards. He sug-
gested that the problems of Hungary and Great Britain were similar in several
respects in so far as evaluations on foreign markets are determined to an in-
creasing extent by the technical level of their products. From this point of
view the non-price factors are growing in importance. Among these he mentioned
the technology applied, planning and design, the servicing network, etc. He
illustrated the licence selling practices of the big international corporations
with the examples of IBM, ESSO and CIBA. Even these corporations carry
on extremely broad, diversified policies, in some cases their policies regarding
the transfer of technology are liberal, sometimes they also give know-how
with licences, in other cases, however, they insist on a share in capital or
direct participation in production. He drew the conclusion that the transfer
of technological knowledge is most succesful in the framework of international
corporations. He added, however, that in East-West relations special problems
arise as to the applicability of this form. His contribution dealt with the analysis
of the Hungarian technical-scientific potential from the point of view of the
British partner. In his opinion, Hungary possesses a good research basis. The
research staff is capable of solving very complicated problems. He quoted

National Institute of Economic and Social Research; Michael Shanks, Director, Mar-
keting Services and Economic Planning, of the British Leyland Motor Corporation;
Andrew Shonfield, Chairman of the Social Science Research Council; John White-
horn, Deputy Director General of the Confederation of British Ind.; David Worswick,
Director, National Institute of Economic and Social Research; John Gordon, Second
Secretary, British Embassy, Budapest; and Paul Hare, economist.

Members of the Hungarian delegation: Dr. Tamas Bacskai, Head of Department,

National Bank of Hungary; Dr. Sandor Czeitler, Deputy Minister of Foreign Trade;

Dr. Janos Fekete, Deputy-President, National Bank of Hungary; Dr. Janos Hoés,
economist, Central Committee, Hungarian Socialist Workers’ Party; Odon Kallés,
Chairman of the Hungarian Chamber of Commerce; Dr. J6zsef Nyilas, Dean of the
General Economic Department, Karl Marx University of Economics; Ferenc Pikler,
Head of Department, National Office for Technological Development; Tibor Palankai,
Assistant professor, Karl Marx University of Economics; Dr. Mihaly Simai, Vice-
President of the Hungarian Economic Association; Dr. Janos Szita, Head of Secretariat
for International Economic Relations; Dr. Gyérgy Varga, Editor-in-chief of the period-
ical Gazdasag; Istvan Vagi, economist, Central Committee, Hungarian Socialist
Workers’ Party; Dr. Jalia Zala, Director of the Economic Research Institute; Dr.
Kalman Pécsi, Head of Section, Institute for Economic Planning, National Planning
Office; and Janos Gémes, Secretary of the British Section, Hungarian Chamber of
Commerce.
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many examples about the foreign, particularly British, experiences in connec-
tion with Hungarian patents. From all that he drew the conclusion that there
exists a very good possibility to further develop the existing bilateral scientific
and development relations as well as the trade in licences between Hungary
and the United Kingdom.

The contribution of Sir Ronald Edwards evaluated the experience of
the big British corporations, mainly those of the Beecham Group in organizing
international transactions in technological information. He stressed the partic-
ular problems created by competition, when the big corporations transfer
technology internationally. He said that in the western world the main sources
of modern technology, and particularly of the most advanced technical and
production experience, were the international corporations. In connection with
the East-West implications of this problem he emphasized that the market
of each single socialist country was too narrow for the big corporations to estab-
lish cooperative venture. Nor do they believe it would be expedient to establish
parallel cooperation with several socialist countries in the same industry. It is
thus of decisive importance for them to know to what extent a cooperation
agreement concluded with some socialist country opens up markets also in
the other socialist countries. Also Mr. Petiey, Financial Director of the
Beecham Group, analyzed the licence policies of big international corporations
and their particular Interests related to the transfer of modern technology.
He and others too, pointed out that the buying of licences was today no longer
satisfactory as a channel for importing the most up-to-date technology. The
international corporations do not want to create new competitors for themselves
and thus hand over in this framework only second-and third-rate technology
at most. J. Whitehorn also mentioned the role of international corporations
and their marketing problems. Mr. K aser treated the impediments to trans-
ferrin% technological-scientific knowledge other than tariff barriers, as e.g
the different systems of standards in various countries, which present a problem
not only in East-West relations.

Also several of the Hungarian economists challenged some of the state-
ments of Dr. Bard. They called attention to the fact that in recent years our
practice regarding the purchase of patents has undergone substantial changes.
E.g. O. Kan1e6s stressed that, as opposed to the study of dr. Bard, the Foreign
Trading Company “Licencia” has no longer (since 1958) a monopoly in its
field. About 120 companies have concluded, or may conclude, such agreements
independently. Also Gy. Varga mentioned that the statements by Dr. Bard
reflect situations that prevailed some 3 or 4 years ago. M. Simai challenged
the data of the study and expressed his doubts about their usability in inter-
national comparisons.

Prompted by the contribution of Sir Ronald Edwards, Dr. J. Szita
guoted several of Hungary’s international cooperation agreements which were
concluded expressly with the aim that the products should be made available
through the socialist international cooperation not only to Hungary but to
other countries as well. In certain cases it is precisely the Hungarian needs
that should be satisfied. In connection with further developing East-West
relations, he felt that the prospects of further developing socialist integration
were highly important.

Dr. K. Pécsi made proposals for promoting industrial cooperation.
These proposals included the conclusion of long-term agreements between
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enterprises, acceptable and reasonable terms of credit, the creation of banking
pools to finance industrial cooperation agreements, etc.

Dr. J. Nyilas emphasized in his contribution new forms of international
trade in technical knowledge, and made several concrete proposals for cooper-
ation in scientific research.

A very lively discussion also developed among the participants in con-
nection with the questions of European integration. A. Shonfield challenged
the statements by M. Shanks regarding the necessity of strengthening supra-
nationalism. In his opinion, the point was only that decisions, which had
previously been taken by individual states, are now being taken in certain
fields by common agreement. He emphasized that the development of collec-
tive machinery has slowed down also in the Common Market. 1t would be a
mistake to see European integration as a renouncing to their sovereignty by
the separate governments. In his opinion, the European policy of the United
States favoured further development of European integration. The American
troops’ leaving Europe — should this occur  raises also the need to create
a collective European military system. According to M. Simai the desire to
strengthen supra-nationalism has diminished in the Common Market in
recent years. Several countries of the Common Market do not wish to make
substantial further progress, as stipulated in the Rome treaty. He thought
that the stand taken by M. Shanks was rather surprising and, in his opinion,
it differed from that of the majority of British economists and from official
British policy.

W. J. Ltjxton put a concrete question to the Hungarian delegation
regarding the attitude of the latter towards the Soviet-West German agree-
ment signed in Moscow. In his answer Dr. J. Bognak pointed to the economic
and political factors which guided the Soviet Union in this field. He considered
the problem of European security of fundamental importance. Analyzing the
economic factors, Prof. Bognar emphasized that the GFR was a highly devel-
oped industrial country. Her possibilities for the transfer of technology are
in several respects much better than those of other advanced capitalist coun-
tries. In certain fields she has also proved to be more flexible than her Western
partners. Dr. M. Simai stressed that the Soviet-West German treaty was a
common coordinated move by the socialist countries, and called attention to
the fact that the situation now developed may substantially influence the
future direction of East-West trade, and this can certainly not be without
interest for the partners of the GFR, inside or outside the EEC.

S. Czeitler raised the problems of West-European integration from
the point ofview of East-West relations and British-Hungarian cooperation.
The Common Market had a negative, retarding effect on Hungarian foreign
trade. Particularly the Common Agricultural Policy presented a problem. But
the situation was also similar for our metal and textile exports. On the other
hand, EFTA has been less discriminatory and the share of the EFTA countries
in Hungarian foreign trade has slowly increased. In recent years the share
of the EFTA countries in Hungary’ foreign trade has essentially reached
that of the Common Market.

In his opinion, British-Hungarian relations have generally lagged behind
our cooperation with several other countries of Western Europe. This relates
to foreign trade as well as to industrial cooperation. The reasons are not poli-
tical. They may be partly explained by the slower economic growth in Britain.
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On the other hand, British foreign trade has not paid sufficient attention to
the Hungarian structural problems. The British liberalization applied to social-
ist countries affected only 45 per cent of Hungarian exports, while with other
socialist countries this proportion reaches as much as 70—380 per cent. Further,
British firms are often less flexible than West-German ones in respect of co-
operation. Since 1968 Hungary has concluded several cooperation agreements
with West-European firms, but only two of these were made with British
companies. Also, Hungary has submitted 19 cooperation proposals to the
British Ministry of Technology but only four of these have been answered
as yet and detailed discussions even about these have not yet begun.

In the course of the debate on integration, the contribution by J. Szita
dealt with the interrelations between political and economic factors. He called
attention to the fact that specialists are frequently inclined to neglect the
economic causes of political problems. In his view, the level of economic
research work dealing with the international division of labour and with
integration was still rather low today. Many a problem that seem to be polit-
ical today would be easier to solve if the economic questions looming in the
background were better analysed and more deliberate efforts made at their
solution. This is of particular importance in East-West trade, where the weight
of political factors is anyway great.

As a matter of fact, the discussion of the situation within the capitalist
financial system was once again on the agenda, following the debate that
had taken place at the first colloquium held in England. On behalf of the
Hungarian team, J. Fekete expressed his deep concern regarding the latest
developments in the capitalist international financial system. He stressed that
the economic development of the advanced capitalist countries of today more
and more contradicts traditional economic theory. For example, according to
the latter, a stagnation of the growth of production should be accompanied
by a stable price level. Similarly, whenever the balance of payments shows
a deficit, restrictive measures of economic policy should mitigate the rise in
prices. But in recent years the American economy has contradicted these
interrelations. Production has developed moderately, monetary restrictions
have been applied owing to the huge deficit in the balance of payments and
yet prices have continued to rise. It seems that all the measures, prescribed
in the Bretton Woods agreement for countries with balance-of-payments deficits,
have been applied in the USA without any success. These developments have
created an abnormal situation within the capitalist international financial sys-
tem. Ifit is considered that — in defence of gold reserves — the official ex-
change of gold has been restricted and the Western world has essentially adopt-
ed infull the dollar standard, then we can see that these new phenomena have
created in the international financial system essentially an “ex lex” situation.

The unsuccessful attempts at abolishing the deficit in the balance of
payments may also be illustrated statistically. The US deficit has risen from
3 billion to 7 billion dollars in the last year. It seems that the US are utterly
incapable of controlling the situation and, as a consequence, the West-European
banks are compelled to accumulate, in ever growing quantities, dollar reserves
subject to inflation. In recent years the USA have become the main exporters
of inflation.

A situation has developed where, as a matter of fact, the whole capitalist
financial system basically depends on the political and economic decisions of
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Washington. J. Fekete, and also other Hungarian contributors stressed that
this abnormal situation could not be maintained for long and a reform was ur-
gently needed.

Later J. Fekete suggested two possibilities for solution: on the one hand,
the creation of a Europe-based financial system which would develop some
new trading currency to replace the dollar. This would enable Western Europe
to pursue an independent monetary policy, undisturbed by the internal prob-
lems of the dollar. On the other hand, Western Europe should compel the
United States to take more effective measures in order to stabilize her currency.
Hungary thought the first solution would be more expedient.

This concern for the latest developments in the capitalist financial
system was underlined also by J. Szita. He mentioned four possibilities for
reforming the capitalist international financial system: devaluation of the
dollar against gold; revaluation of the European currencies; some common
action to be taken by the European countries and, finally, the unchanged
continuation of the present system.

From among the members of the British team it was mainly D. Wors-
wick who challenged the arguments of J. Fekete. In his view, after the Second
World War the policy of full employment created new conditions for the control
of the economies of capitalist countries. Already during the war many people
expressed their doubts whether, under such conditions, the full equilibrium
of the economy could be maintained. For, under conditions of full employment,
there is a definite tendency for nominal wages to grow quicker than productiv-
ity and this leads to a general rise in prices. As regards the United States,
as long as unemployment was rising — up to the end of the fifties — there
was no particular trouble with inflation. However, under the Kennedy ad-
ministration —as a result of budgetary policy measures — a lasting boom
started in the American economy and soon also prices began to rise. But the
US inflation could be stopped by reducing total real demand. He suggested
that inflation was, nevertheless, better than if the US were shaken by a series
of crises. In his opinion, the dangers related to the American inflation were
overexaggerated.

D. Worswick also stressed that the growing weight of Europe in world
production considerably reduced the effect of the American economic fluctu-
ation on Western Europe. He felt that the huge American capital investments
in Western Europe would not permit a European financial union to be viable
against the dollar for very long. Finally, he thought that occasional change
in the rates of exchange was a satisfactory means to solve the problems arising
from the diminishing purchasing power of the dollar.

Beyond the general problems of international economic co-operation and
those concrete questions which affect British-Hungarian relations, one of the
problems (on the agenda of the colloquium) important for the internal develop-
ment of both Great Britain and Hungary, was the examination of investment
decision criteria, as illustrated by a specific sector. The discussion tried to clari
what particular problems emerge in the energy sector — important for bot
countries in two countries belonging to different socio-economic systems.

The discussion was based on the studies by F. Pikler: Optimization
of decisions concerning long-term energy supply and E. N. Eden: Invest-
ment criteria in public enterprises. (Both studies may be read in full on pp.
87—105, 69—86 of this issue.)
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The discussion centered not so much on technical details, but rather
on problems of economic policy of general character valid outside the energy
sector. In connection with cost factors e. g. the problems of coal mining, of
the use of natural gas and oil, the structural changes in the energy sector
came to the fore. Discussing the interrelations of prices and investment deci-
sions, G. Ray, M. Kaser, J. Zala, J. Bognar and T. Bacskai dealt in detail
with British and Hungarian experience. A full discussion took place about
the role of prices in planning investments in the energy sector, about shadow
prices and about the applicability of shadow prices in economic planning in
general. Sir Ronald Edwards surveyed the experiences of the British energy
sector and particularly those gained in the nationalized electricity industry.
He spoke about his experiences as Chairman of the Electricity Council in the
calculation of long-term changes, and about the interrelations of national
economic planning and energy planning. Mr. Eden, author of the British
study, also dwelt on the role of the risk factor in the long-term planning of
energy supply. J. Bognar and J. Szita Stressed in their contributions the
problems of all-European energy cooperation. They pointed out the higli
importance of joining the European power-grid systems.

Another problem discussed was questions of taxation and of income
collection from enterprises in general, on the basis of a study by T. Bacskai
(the full text of which is also included in this volume), analyzing Hungarian
practice and experience.

The discussion of the system of income collection extended to several
other important elements of the regulatory system, to their relations to each
other and to the system of income collection itself. It was particularly instruc-
tive to hear a British opinion about the efficiency of the income regulation
policy developed by the Hungarian government.

A multi-purpose budgetary policy — namely one intended to affect,
beyond securing budgetary income, the proportions in which factors of produc-
tion are combined, regional development, etc. —requires complicated economic
regulators. In this connection, Mr. Pet1ey mentioned the Selective Employ-
ment Tax. The purpose of the tax was to promote redistribution of labour
among various industrial branches. In fact, however, only a rise in tax re-
venues has been attained, and the main aim was not achieved. Business-
men were too much engaged in development and market problems to study
the effects of such a complicated system and adapt their decisions accord-
ingly. Thus, although the tax accounted for roughly half of the profits, the
mechanism — misunderstood because of complications — did not really
influence decisions.

A detailed discussion developed among the British and Hungarian parti-
cipants about the importance of personal income differentiation between enter-
prises and industries from the point of view of structural policy and economic
Incentives. The point was made that the system of income collection does not,
in general, allow for substantial differences in the personal incomes to be paid
by enterprises and thus the use of the latter as incentives is restricted. In his
contribution Mr. Johnson suggested that, after the initial efforts of the new
economic mechanism towards greater income differentiation, a tendency work-
ing towards the equalization of incomes has appeared again. This counteracts
the incentives and, therefore, it may be desirable to leave a greater part of
incomes with the enterprises.

9 Acta Oeconomica 6, 1971



130 REVIEWS

In the discussion of the problem, both T. Béacskai and J. Szita emphasiz-
ed that income differentiation was not only an economic but a delicate political
and social problem as well. J. Szita mentioned, e. g., three highly problematic
directions of income differentiation. The first is increasing the range of incomes
between workers and managers. At present one of the major problems is that
the income of the latter is relatively low which has negative consequences for
efficiency. Another problem is to differentiate among work of different quali-
ties. This is not always popular. Thirdly, incomes should also be differentiated
among various branches and enterprises. From this point of view the present
situation is not satisfactory. On the other hand, as was emphasized also by
several British participants, according to British experience it was neither
possible nor desirable to develop large differences in personal incomes between
different enterprises or branches within the same trade. Everyone agreed that
short-term interest in profits did not in itself determine the direction for
strlu_ctural policy, nor was wage differentiationa primary tool of structural

olicy.

P yAs regards the tying of total wage costs to changes in the efficiency of
social labour, the participants of the colloquium were of the opinion that the
proper organization of the wage system, that is, an adequate combination of
piece and time wages, was of primary importance. Great interest was shown
in the compensation paid for labour mobility in Hungary, that is, paid to
workers who have to change their working and family environment. It was
stressed that a distinction is made between socially desirable mobility (e. g.
mobility connected with the changes in the structure of energy utilization)
and non-desirable labour migration; only the first is compensated for. Even
in such cases efforts are made to reduce the social and psychological burden
of mobility and, where it is economically possible, alternative location of
industry is used to solve the problem.

It was considered strange by the British participants that the charge
on assets was paid on the gross value. The criticism was made that this rule hin-
dered technical development and favoured labour intensive development and
even distorted competition by favouring such new enterprises where the book
value and the actual value of fixed assets came close to each other. The Hunga-
rian party informed their British colleagues that the disadvantages of the
Funggrian system were known and the problem would be solved at some
ater date.

Discussions at the colloquium were affected from the beginning by the
fact that the representatives of the two countries belonged to different socio-
economic systems and were members of different military alliances. At the
same time, both parties made efforts to find such fields where common interests
provide a basis for cooperation.

Relatively smaller attention was paid by the colloquium to concrete
problems of British-Hungarian economic cooperation. Nor was this an imme-
diate aim. Scientific meetings of such character serve a better understanding
of and acquaintance with, each others’ problems. In this respect the colloquium
not only attained its purpose but opened the road for further scientific cooper-
ation which could already be helpful in the joint solution of some concrete
and mutually important questions.
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Korunk vilaggazdasaga. |I. (Contemporary
world economy. Part 1.) Budapest, 1969.
Koézgazdasagi és Jogi Konyvkiadd. 754 p.

With the publication of this book the
co-workers in the Faculty of World Econ-
omics of the Karl Marx University of
Economic Sciences took on a job which
is a new and difficult one, even in Marxist
professional literature. The novelty of the
book stems primarily from the fact that
the authors analyze the main processes of
world economy, its driving forces and
phenomena for the whole of world econ-
omy, for all three groups of countries. This
has lent a theoretical character to most of
the chapters in the book.

In the first and second parts of the
hook the authors analyze the concept of
world economy and world market, the
process under which it develops and its
driving forces, and the special features
of international economic relations. Here
the reader is given a summary of the
present situation of world economy, its
components and their reciprocal relations,
as well as of the major trends in their
development.

The novelty of analysis is the reason
why the first part, entitled “World econ-
omy and its most important factors™ is one
deserving close attention. The author,
Professor Jozsef Nyilas tries to provide
answers in it to many questions so far
not sufficiently cleared up by Marxist
economic science. One of the foremost of
these questions is the concept of world
economy and its major laws. Nyilas
emphasizes that even the classics of

9*

Marxism interpreted world economy as a
separate unit, as an economic system of
world dimensions. He agrees with the
concept of Hungarian professional litera-
ture which treats world economy as a
separate unit, where the forces of produc-
tion and the production relations of dif-
ferent countries are connected into a
world-wide unit by particular international
production relations based on the inter-
national division of labour. This assumes
the existence, in his opinion, of special
laws of world economy. Based on this
assumption, the author arrives at the
conclusion that “from the very existence
of the special laws and problems of world
economy it follows that to expose them
and the forms in which they assert them-
selves, along with their consequences on
world economy and the different units of
world economy is the object of a special
scientific discipline, of world economics”
(p. 21).

Having thus defined the subject of
world economics, the author sketches out
the most important factors related to
world economy, the production relations of
world economy. He distinguishes two funda-
mental types of international socio-econom-
ic relations which developed historically,
along with three transitional conglomera-
tions. The author treats the ruling inter-
national relations of the socialist and
capitalist country groups, valid within
these systems, as the fundamental types.
The transitional categories include rela-
tions between the two systems, and those
with the developing countries.
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He provides a separate analysis of the
major world economic laws. Professor
Nyilas concludes that ‘“‘at present we have
but very little systematized information
on the laws valid for world economy”
(p- 46), and that ‘“‘until now no special
attention has been paid to a study of the
laws valid for world economy” (p. 47).
This truly plays a role in the fact that
there is a debate even on such fundamental
issues as: ‘“‘are there in fact any general,
specific world economic laws, which effect
the whole of the almost completely divided
world economy’’. However, it is still open
to argument whether there are any auton-
omous, specific world economic laws, in
the capitalist and socialist world economies
taken separately, or is it rather that
certain socio-economic laws — existing
within the countries forming these two
groups of countries — have special, inter-
national effects, validity and consequenc-
es” (p. 47). The author — without partic-
ularly justifying his statement — con-
siders the latter to be most likely. At the
same time, he is of the opinion that there
are certain autonomous socio-economic
laws which can only be valid in the
capitalist, and others in the socialist world
economy. Within this framework the
author discusses certain laws which appear
in the whole of world economy, though
in different forms, depending on the
character of the various groups of coun-
tries, and which also exist within individ-
ual countries. Along with the theory of
value, he lists among these the accelerating
trend in the growth of the forces of produc-
tion and in productivity.

This systematization of the world
economic laws is, in my opinion, acceptable
in its main outlines. Further research may
more completely expose the laws ruling
world economy. However, certain parts
of the book provide a more comprehensive
study of the assertion of the most impor-
tant laws appearing in contemporary
world economy, which are rather roughly
sketched out as examples in the first part
of the book.
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In the third and fourth parts the
authors sketch out the major trends in
the development of the forces of produc-
tion with particular respect to the new
phenomenon of our age of high importance,
the scientific-technological revolution.

The patterns of production and con-
sumption are rapidly changing throughout
the world as a result of the development
of the forces of production. This fact
bears tremendous practical importance.
So we can only approve of the close
attention given by the authors to an
analysis of the main directions, reasons
behind and special features of these
changes. .

The fifth part of the book is a study
of the international economic integration
taking place in world economy, while the
next, sixth part is a description of the
economic development-regulation and in-
ternational economic tasks of governments.
In the latter they discuss state monopoly
capitalism, as well as the development and
foreign economy roles of the socialist state.
This is why, in my opinion, it would have
been more logical to analyze integration
following this part, since the author of the
fifth part studies capitalist integration as
an international offspring of state monop-
oly capitalism. The method of discussion
I propose would have made it possible
to avoid certain unnecessary repetition.
For instance, it would not have been
necessary to study the advance of state
monopoly capitalism after the Second
World War. Despite all this, however, the
part analyzing international economic in-
tegration is one of the highest level parts
of the book. Discussion of the theory of
international economic integration is wor-
thy of particular attention. The author,
Dr. Tibor Palinkai, gives a review of
the interpretation of international econom-
ic integration in Marxist economic liter-
ature and criticizes the different bourgeois
economic concepts in this respect.

The vast majority of Marxist econo-
mists trace back integration to the social
division of labour. With that, as the
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author writes, we have taken a substantial
step forward to determining the content
of integration. ‘“‘However, we indicate the
essential relations of the social division of
labour if we grasp it as the development
production relations... In this way the
content of economic integration can be
determined as one aspect of the develop-
ment of production relations. This time
we do not study production relations as
social forms (primitive communism, slav-
ery, etc.) but from the aspect of the
development of economic units” (p. 454).
Palankai emphasizes that international
economic integration provides, being in
contents the process of development in the
structure of social production and in
production relations, a suitable form of
motion under given circumstances for the
development of the forces of production.
In the final analysis, the process of inte-
gration expresses how the requirements
raised by the development of the forces
of production burst the economic structure
constituted by national economies.

The author distinguishes the form of
integration, the superficial economic forms
in which the integration is realized, from

its content. In this way, the European-

Economic Community, as an international
economic institution, is one of the economic
forms of international state monopoly
regulation. He summarizes his conclusions
on this in the following way: “By general
definition, from a formal aspect inter-
national economic integration is a gradual
development of national economies as macro-
into nter-
national economic units. International eco-
nomic integration is on the one hand, the
internationalization of national economic
institutions, that is, their assuming inter-
national functions, and the connection of
international economic mechanisms to
given institutions, and, on the other hand,
the development of international, or supra-
national institutions and systems of mecha-
nism. .. Through this the national frame-
works of the economy gradually expand
into a framework of international econ-

ecconomic fundamental wunits,
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omy. In the undetermined, distant future
the process may evolve into the develop-
ment of a unified, integrated world econom-
ic system. This, however, is well beyond
the development possibilities of the capi-
talist world economy” (p. 459).

Finally, the author’s discussion of the
theoretical interpretation of macro- and
micro-integration is quite interesting. How-
ever, I do miss the fact that he did not
pay enough attention to clearing up
theoretical and practical questions related
to socialist international economic co-
operation. The question is treated in the
second part of the book, but the analysis
is too sketchy, and does not reach down
to the roots of the problems.

The sixth part of the book discusses,
as I mentioned, the economic development
regulating and international economic
tasks of the state. This part of the book
is quite different from the others, with
very little analysis and theoretical gener-
alization. Aside from this, the one-hun-
dred-page study is devoted in more than
half its scope to the economic activities
of the capitalist state, and deals with the
development and foreign economic role of
the socialist state in not quite fifteen
pages. The author gives more space than
this to even the economic activities of the
developing countries. In my opinion, these
ratios are objectionable in any case.

The whole of this part of the book
contains new features in its detailed ex-
posure of facts, but in theoretical level it
remains below the conclusions of Marxist
economic literature on this topic. This
refers equally to outlining the reasons
behind the development of state monopoly
capitalism, and to the analysis of the
effects of economic intervention with the
process of capitalist reproduction. For
instance, in discussing state monopoly
capitalism, the author’s description does
not, for the most part, go beyond organi-
zational forms. We also have more funda-
mental knowledge of the effects of budget-
ary policy on the development of the
economy. For instance, he has only to say
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as much on deficit financing: ‘“An ex-
aggerated increase of the budget deficit
has inflationary effects” (p. 528). Nor does
he go into a deeper analysis of the effects
of the tax system. In connection with
progressive income taxes, he concludes,
that it has an effect on the redistribution
and equalization of incomes (p. 529) but
he does not speak of how this appears.
His discussion of the so-called built-in
stabilizers is also superficial. The same
holds for his description of planning in
the capitalist countries. Finally, I object
to the fact that the author studies state
monopoly capitalism simply as economic
policy carried on by the state, and does
not take into consideration the changes
in monopolistic production relations.

In the seventh part, Professor Joézsef
Bognar provides a high-level description
of economic policies in the three country
groups of world economy. It is, however,
a target for criticism that there is a good
deal of repetition in the sixth and seventh
parts.

The author of the last chapter, Dr.
Ferenc Kozma, discusses one of the most
topical questions for us, the theoretical
problems of economic cooperation between
developed capitalist and socialist countries,
in a manner completely new in Marxist
economic literature.

In the first part, the author studies
the changed conditions of economic cooper-
ation between FEast European and West
European countries. He concludes that
the backwardness in the level of develop-
ment of the socialist countries’ forces of
production in comparison to the developed
capitalist countries can be eliminated. To
do this, it is necessary for the socialist
countries among other things, to take over
“the achievements of the developed cap-
italist countries’ technologies, to make
use of them and to create the foundation
for their spread and further development’’
(p- 718).

In studying the critical situation of
the West Furopean economies, the author
emphasizes that the decisive proportion
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of the research and development capacity
of the capitalist world is today grouped
in the United States, and for this reason
we may call the United States the ‘‘research
and development laboratory of the capi-
talist world”. The developed capitalist
world has become stratified and this is
expected to last for a long time to come.
On one side we have the United States,
and on the other we have the West
European capitalist countries (we can in-
clude Japan here). The technological level
of the latter is steadily lagging behind
that of the United States. ‘“A special
symbiosis is developing between the dom-
inant American economy and the second-
rate European centres. American capital
is making use of the difference in levels
to make its position even stronger against
Western Europe” (p. 722).

The author draws two conclusions
from the lagging behind on the part of
Western Europe, which has been increasing
even in recent years: 1. Unequal economic
development has different perspectives
under the power relations existing today,
than it had at the beginning of the cen-
tury. At that time the difference in size
and in the qualitative level of applied
technologies between the country to be
“reached” and those trying to catch up
with was not so great that the goal of
“catching up and leaving behind” would
have been unrealistic. Today “‘the size of
the United States is in accordance with
the development of today’s forces of
production, while the size of its West
European partners, despite their lively
foreign trade orientation, is dwarfed by.
the technology they would have to imple-
ment and economically operate’ (p. 724).
Aside from this, the difference in tech-
nological level between the United States
and the other capitalist countries is much
too great to be bridged over in any short
time. 2. From what we have said, we can
conclude that Western Europe must create
the opportunities to develop the new
technology, and to apply it on mass scale.
Not even integration is a solution for
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Europe. “The only realistic alternative
for Western Europe” the author writes,
“is to build up close relations of industrial
division of labour (specialization and co-
operation) with the European socialist
countries” (p. 725). Kozma emphasizes
that the alternative is realistic since the
European socialist countries are interested
in massive imports of modern technology.
Interests meet on this point. So the funda-
mental equation is simple: Western
Europe has a market problem and Eastern
Europe has a demand for modern industrial
technology. If Western Europe supplies

Eastern Europe with technology, both
sides will be satisfied.
However, the fundamental equation

must be adapted to the very complex
relations of concrete reality. Analysis has
shown that there are many unknown
factors to be determined in the equation.
“What shall we pay with for the modern
technology purchased ? Can our national
economies produce what Western Europe
needs, and at what cost? Formulated from
the other aspects, does Western Europe
need what our countries presently produce
for export, and if so, at what price? The
other question: do we need the technology
which Western Europe can give us (or is
willing to give us) and how can we be sure
that we get the technology we really need ?
Isn’t there a danger that in the course
of cooperation we find ourselves stabilized
on a third level of technological develop-
ment, as the recipients of a technology
of ‘the day before yesterday’?” (p. 727.)
It is to these questions that the author
tries to seek answers through high-level
analysis in the last part of the book.

A. Sipos
25 év. lIpar, mez6gazdasag, életszinvonal,
kultdra. (25 years. Industry, agriculture,

living standards, culture.) Budapest, 1970.
Kossuth Kényvkiaddé. 316 p.

In general we feel certain prejudice
against books appearing on the occasion
of anniversaries: has not the anniversary

enticed the author into ceremoniousness
at the expense of realism? Our worries
are even stronger in the case of an antholo-
gy by more than one author, and this is
not entirely unfounded for they frequently
lack a unified concept, and even more
important, they lack the original person-
ality of an author, which can compensate
for so much else. But in the present case,
even though the work was published for
an anniversary, it can be called anything
but ceremoniousness in the degrading sense
of the term. It contains no platitudes, no
pathos, but simply the facts of reality,
collected and evaluated in strict order-
liness. It provides the reader with an almost
complete cross-section of 25 years of socio-
economic development, notonly of achieve-
ments, but at least as much of the
difficulties in progress, and of the complex
process of development.

The first study, written by Mrs. V.
Nyitrai, discusses the 25 year develop-
ment of Hungarian industry, primarily
through a comparison of the situations in
1938, 194950, and at present. She
studies the structural changes in industry,
changes in efficiency and productivity
and the international situation. In this
connection she reviews the production
and productivity levels of the Hungarian
and Austrian industries, and many inter-
esting results of a comparison between
the Bulgarian and Hungarian industries.
(I would mention, simply as an example
that, according to the study, the produc-
tivity of Austrian industry is 36 —38 per
cent higher than that of Hungary. The
greatest difference in Austria’s favour is
in engineering and electric energy produc-
tion. In contrast with this, productivity
in the industry and light industry is higher
in Hungary. An obviously very important
factor in the difference in productivity
levels is the fact that Austrian electric
energy consumption per worker is roughly
2.3 times as high as in Hungary, and this
indicates a much higher level of mecha-
nization. However, Hungarian industry is
much more highly concentrated than the
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Austrian one. In comparison to Bulgarian
industry, Hungary’s productivity is higher
than that of Bulgaria, primarily in mining,
but the productivity level of electric
production and the food industry is also
higher.)

The study also sketches out expected
trends in the further development of Hun-
garian industry. The author does this with
the true thoroughness of the statistician,
supporting what she has to say with
series of figures, and applying modern
methods of analysis. For example, along
with traditional productivity indices she
also shows the changes in national economsic
level productivity, with the aid of input-
output methods in a simple and clear
form.

The study by Ferenc Erdei and Béla
Fazekas deals with 25 years of Hungarian
agriculture. The authors review the devel-
opment of agriculture primarily in con-
nection with the food industry, as a part
of a unified food economy. They also
analyze the development of the agricul-
tural population and its income relations,
changes in land area and utilization, supply
with agricultural fixed and -circulating
assets, and the problems related to the
mechanization and chemization of agri-
culture. Finally, they draw up separate
studies of the major branches of agricul-
ture: of the development of horticulture,
fruit and vegetable production, and animal
husbandry.

In the past 25 years Hungarian agri-
culture has undergone a tremendous social
change and large-scale technological devel-
opment. (Hauling power increased by 25
per cent, within this the number of tractors
by tenfold, and total agricultural fixed
assets by about 150 per cent.) However,
the annual rate of production increase did
not particularly change in comparison
with the period prior to it; in this respect,
on the international level, we are lagging
behind the achievements of the developed
and the less developed countries alike.
The authors point out one of the most
characteristic features of Hungary’s post-
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war agricultural development when they
call attention to the fact that in this
period a substantial proportion of the
forces of production were exchanged. The
majority of the means of production newly
taken into use by agriculture were simply
substitutes for the forces of production
which had dropped out; for instance, for
labour power which left agricultural pro-
duction for other fields, primarily for
industry, and for agricultural areas which
dropped out of production (arable land
was reduced by 10 per cent between 1938
and 1968) or replaced small farm buildings,
tools of work and cart animals deemed
unnecessary owing to the socialist reor-
ganization of agriculture. This is one of
the reasons for the fact that, in viewing
the 25 years as a whole, agriculture only
developed at a moderate rate. But, at
the same time, it gives rise to the hope
that, once this period of development is
over, growth can accelerate substantially.
The study by Mrs. A. Méd analyzes
questions regarding the trends in living
standards, fortunately welding together
the strictly economic, statistical, and
sociological aspects. Along with the study
of general foundations for changes in
living standards, as ownership relations
and trends in employment and cultural
level, she carefully examines the economic
foundations of the living standards, the
growth in the national income, consump-
tion by the population, housing conditions,
wage relations, social benefits and the
problem of income differences. She proves
convineingly that in pre-1945 Hungarian
society, as a result of heavy feudal vestiges,
birth and fortune more strongly determined
the position and future of the individual
than in the developed capitalist countries.
Following the Liberation, however, these
“‘still waters’”’ began to flow rapidly, and
a social restratification of tremendous
proportions took place. Vast masses of
the population came into motion, changing
classes, trades, occupations, and achieving
a much higher cultural level than their
parents. But she also calls attention to
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the fact that today this upward trend in
social movement has greatly slowed down
in pace in comparison to what it was one
or two decades ago, even between gener-
ations. Differences in popular income are
showing a strongly levelling trend. There
are many positive elements in this, for
the strongest factor influencing this level-
ling is, according to the author, a decrease
in the differences between Budapest and
the rural areas; and, due to different
social policy measures, the disadvanta-
geous position of large families in contrast
to small ones has become somewhat less
marked. But income differences between
those carrying out tasks requiring the
lowest and the highest qualifications have
also diminished to no small extent, and
this can by no means be considered a
favourable phenomenon.

Jéanos Molndr’s study, which surveys
the 25 years of cultural policy, is perhaps
the most readable one in the volume. His
almost person-by-person evaluation of the
leading figures in cultural policy, his re-
living the history of cultural policy with
its moments barely known or already
forgotten by the public, along with its
characteristic events embedded in a unified
process, is not only extremely interesting,
but highly instructive as well.

The preface to the book was written
by Rezs6 Nyers. He emphasizes in it the
importance of an analysis of the past on
an objective, scientific basis, from the
point of view of building the future, and
warmly welcomes the achievements of the
book in this direction.

The volume fills the useful function
of handbook, for it gives a comprehensive
picture of the widely diversified problems
of twenty-five years development, con-
taining the most important, fundamental
figures in systematized form.

Mgs. K. FALUS-SZIKRA

Varca, Gv.: Az amerikai business. Valla-
lati  stratégia és management. (American
business — corporate strategy and manage-

ment.) Budapest, 1970. Kozgazdasdgi és
Jogi Konyvkiado6. 437 p.

The book contains nine chapters and
an epilogue. The most important of them,
from the aspect of volume and interest
alike, are the ones dealing with the cor-
poration, its strategy and planning. Chap-
ters on risk, interest, marketing, manage-
ment, etc. provide excellent additional
material, throwing light on the essence
and complexity of big business from a
number of angles.

The first (and three following) chapters
show how big business is the result of
large-scale enterprise. It comprises the
whole business production spectrum, from
the raw material base to the finished
product market. Big business endeavours
are completed by different companies,
working in corporation with one another
through the close coordination of interests.
The entire enterprise is tied, organized
and completed by one ‘“‘prime contractor”
the corporation. This latter is the general
form of movement for today’s modern
enterprise organization.

Leadership within the corporation is
strict, vet cooperation between the com-
panies remains flexible. It coordinates
company efforts to a maximum, while at
the same time it also strives for the
greatest attainable decentralization, and
ensures local autonomy. Tremendous at-
tention is paid to public relations, human
relations, and to increasing interests and
incentives. Different forms of performance
evaluation and inter-company accounting
are worked out, subordinate to the for-
mer points of view. Some factors deserving
special attention include inter-company
fixed price accounting (the Du Pont sys-
tem), the period costs and absorption
costing systems of accounting, along with
different supplementary devices the modi-
fying shares based on the ratio of capital
according to the risks taken, ete. In this
respect the corporation is a more developed
form than the trust, concern ete., and this
is why it became the ruling form of partner-
ship and cooperation in the United States.
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Though the author does not go into
detail on Hungarian conditions in each
chapter (only as a conclusion in the
epilogue), it seems that for individual
Hungarian companies they multiply greater
efficiency which can be achieved through
the different forms of cooperation and
common interests (including accounting
between factories, an internal price system,
etc.) may serve as an example. But after
reading the part on amortization (pp.
91 —92), we do feel that something is
missing, since we find out very little
about the different concepts behind the
amortization and replacement policies of
big business, which no doubt play more
than a negligible role.

The fifth chapter gives us a veiy
palpable review of the business policies
and strategies of the corporation. As can
be seen from the book, while it has not
become a general pohcy in the United
States, there is a rapidly increasing recog-
nition of the fact that whenever the
environment changes dynamically, big
business cannot operate successfully
through a policy of “today only” and
simply a “good sense of business”. It is
becoming increasingly indispensable to
mark out long-range goals, and to deter-
mine activity to mobilize and, if necessary,
to increase and modernize power resources
in subordination to this goal.

A correct setting of strategic goals
depends on how accurately they ascertain
their own capabilities, and on the expected
and actual changes in their objective
environment. Anyone who does not know
—or does not sufficiently know — changes
in environment and the expected actions
of competitors in this connection, will not
be capable of working out correct actions
(or series of actions), of preparing and
actually executing them.

An increasing role among these objec-
tive changes in environment is being played
by government intervention, in order to
reach the goals which the monopoly
capitalist state (the government, the
interested group of capitalists, etc.) wishes

Ada Oecotiomica 6, 1971

to reach through economic coercion and
financial incentives. The corporation or
company which does not adjust itself to
these guidelines suitably and in time, will
find itself at a tremendous disadvantage
in comparison to the others.

The corporation’ position, sphere of
activities, the direction of its enterprises,
and its aims are determined on the basis
of detailed knowledge of external and
internal conditions. This task is in the
centre of strategy. Continuous observation
and correct analysis of the following four
“critical spheres” is the condition for
working it out properly: growth, by which
they do not mean simply the company,
but that of the enterprise itself; flexibility,
which at least means keeping in step
with technological progress and changes
in income or an even higher degree of
flexibility: stimulation of the consumer
market in order to create demand, and
stimulation of the “technological market”
(pp. 293—310) to carry out technological
research with a concretely determined
goal; stability, by which they mean a
defensive-equalizing system suitable for
eliminating relapsing and anti-equilibrium;
return of investments by which they mean
the “critical” problems we too know.

If the changes or position of these
“spheres” become critical from the point
of view of the corporation, they re-examine,
and re-formulate the role, and tasks of
the corporation, and re-work the strategy.
The method used here is the “competitive
approach procedure” by which they mean
regrouping forces in order to better adjust
to the changes.

In order to warn against certain illu-
sions, the author emphasizes that big
business is the corporation, and this cor-
poration strategy is a particular American
“product”. Pre-conditions for it are a
highly developed level of the forces of
production, market saturation, and over-
supply. Under these circumstances, capit-
alist companies fight a difficult struggle
to create their own demand with their
products. A presentation by the author



BOOK REVIEWS

of the strategy of a corporation producing
cables and leads is an interesting example.
Readers like us, who are perhaps less used
to the struggle of enterprise than would
be desired, and perhaps much more used
to calm production than would be desir-
able, may find this struggle frightening.
But there is no doubt that it also mobilizes
enthusiasm and forces. For this reason
— in our opinion — it would be useful
for the Hungarian companies to formulate
10—15 year perspective strategic goals,
and subordinate themselves to them in
working out their development, produc-
tion, wage, purchase, ete. concepts. And
it would be most useful if companies did
so  because of their own internal
needs, instead of on orders coming from
outside.

Chapter six deals with corporation
planning. Corporation planning does not
have long-standing traditions either and,
in fact, goes back only to a decade or two.
Still, the necessity of planning is no longer
questioned. Today the centre of debate
is rather on how plans and planning can
be correctly coordinated with free enter-
prise. Reasons behind planning include
dynamically changing environment accel-
erating technological progress, improve-
ment in the means needed for planning
(such as increasing opportunities), and
last, but not least, the favourable experienc-
es gained by the socialist countries in
planning. Increasing intervention on the
part of the government also provides an
incentive for planning, since the correct
application of guidelines would be im-
possible without plans.

Plans are prepared in two dimensions
and in two ways. The present and the past
is extrapolated in a time dimension. Then
the work is ‘“‘decomposed” discounted to
a distant goal. In the dimension of the
management hierarchy, plans running top-
down, and bottom-up, are prepared. The
dual starting-off point is used as a method
of control. The top-down and bottom-up
systems are applied so that those on the
bottom should not put the blame for
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mistakes made on those at the top and
vice versa.

First of all, a plan is made on strategy.
In this respect, the plan is the final
numerical expression of strategy. But a
strategic plan is made for a period no
longer than five years. Plans are also
compiled for different activities and func-
tions. In this field the most important job
of planning is strict ensurance of consisten-
cy between various chapters of the plan.

Development, diversification, and mar-
keting too, are planned. Development is
intended to fill in gaps existing between
company ‘“‘calling” the strategy adjusting
to this, and the actually existing oppor-
tunities and conditions. In this sense the
development plan plays a subordinate,
executive and tactical role to the strategic
goals. On the other side, the development
plan contains all that is new. From this
aspect it is of prime importance, and not
simply technical in character. It contains
everything in connection with the reasons
behind, the size and effects of change.

According to the lessons of the book,
diversification is a broad term including
extension of enterprise, conquering newer
markets, manufacture of new products,
and extension of activities. This is why
the growth of the corporation and its
security depend to a great extent on
carefully worked out diversification policy
and plans in this respect. Diversification,
on the other hand, is pointed out by mar-
keting, in full knowledge of market con-
ditions. There are two types of interest
connected to diversification. One is that
the majority of new products and new
activities be realized through better and
more diversified use of given physical and
intellectual power sources. External and
internal diversification are distinguished
in planning. The external one is brought
about through mergers and partnerships.
The internal one stems from extension of
their own production activities. Diversifi-
cation is not always profitable but it
always increases security, competivity and
flexibility.
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Marketing is an independent, consistent
component of the plan. From the point
of view of the plan, marketing “thinks”
in products, families of products, and the
first, second and so on generations of
families. The greater the prediction for
generations and the greater the security,
the greater the efficiency of planning and
marketing activity. This chapter introduces
us to many interesting and important
questions of detail, and method (product
ranking, old and new products, price
policy, advertising, etc.).

Many aspects of American company
corporation planning are known to the
Hungarian reader. But several factors
which are new to us deserve special
attention. One of these is the concept and
method under which marketing groups
product. This concept can be of advantage
to us for it creates opportunities to coor-
dinate and synchronize the structure of
supply and demand. Based on families
of products and generations, production
too can be better adapted in the direction
of demand, etc.

A sensible diversification of production
would not hurt us either. We do not mean
that it be done through the external
method of mixed mergers, but through
internal development. This when the ship
building factory produces ships and the
shoe factory continues to manufacture
shoes, while at the same time the scale
of products becomes diversified (e.g.
through use of waste products and free
capacities), while the products themselves
are supplemented with the services belong-
ing to them (for instance, the food
industry procures equipment for packag-
ing, so that selling in self-service shops
may be less complicated and more efficient,
etc.). Naturally, this still requires a more
fundamental period of study. The market-
ability and competitivity of highly devel-
oped companies can provide useful guide-
lines in this respect.

In his epilogue, the author deals with
the problems of adaptation. The explana-
tions highlighting the differences between

Acta Oeeonomira 6, 1071

big business and Hungarian enterprise,
and American and Hungarian conditions
are valid.

Despite tremendous deviations, and
of course, after careful study, there are
several ideas deserving attention from the
point of view of use in Hungary. We have
already referred to them in the individual
chapters where they were mentioned. We
should now like to supplement this with
the final thoughts of the epilogue and
the book: the problematics of efficiency,
which we too consider a central problem.
But here we must add that under Hun-
garian conditions our most important job
is to raise the level of efficiency and the
pace of operations in social and company
work since we do not make sufficient use
of our conditions and the opportunities
granted by the reform. This is why it is
extremely important that every suitable
method for this be adapted to Hungarian
conditions and used. Gydrgy Varga’s book
has “given food for thought” to researchers
and experimenters, and has supplied valid,
useful guidelines for their work.

T. Kéri

Gergely, |.: A tékés vallalatok tzletpoliti-
kaja és piaci dontései. (Business policy and
market decision in capitalist enterprises.)
Budapest, 1969. Kozgazdasagi és Jogi
Kdényvkiado. 390 p.

This book was eagerly awaited by
economists specializing in business eco-
nomics. The publications by the author in
the past three years, dealing with company
decision, expected company behaviour and
economic information, indicated his deep-
rooted interest in the methodological
questions of management, given particular
topicality by the reform in the system
of economic control and management.
Istvan Qergely’s activity in autumn 1967,
to survey with the inclusion of a great
many experts, how the companies had
prepared themselves for the new economic
mechanism is also well known. As we find
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out from the introduction, the survey of
Hungarian industry was based on the
second chapter in his book. What then,
was the author’s intention with this book,
and what can the reader expect to re-
ceive?

The intention of the author, as can be
concluded from the introduction, was clear
and unequivocal. His primary aim was
to provide a comprehensive study of
business policy relations and the main
characteristics of company decision in a
manner saving the reader from the danger
of getting lost in technical detail, while
providing him at the same time with
ideas and support. It would be sufficient
to review the wide variety of capitalist
company management methods to serve
as a thought-raiser. But our author gives
us more than this for better information:
he describes the modern, highly efficient
methods, and also those which are just
beginning to spread. We can safely state
that he completely realized his intentions,
and did so by presenting the methods of
different countries, applied in companies
in different positions, which are often
fundamentally different, and by discussing
them in a unified train of thought, and
logical structure. It’s clear that it was no
easy job to collect and systematize his
rich factual data (which he collected not
only from western business literature, but
through visits to about 40 capitalist com-
panies as well).

This book pays part of the debt of
our business economists for not having a
comprehensive view of capitalist company
management methods, the internal opera-
tion of capitalist companies, and their
market relations. These are all indispen-
sable conditions for a Marxist, criticism of
modern capitalist business economics.

In the first part of the book the
author examines the nature and content
of information needed for founding effi-
cient business policy and company deci-
sion. In doing this, he first sketches out
the reciprocal ties between the capitalist
state and the capitalist company. On the

one hand, he points out the information
stemming from the capitalist state, while
on the other he depicts the interview
methods based on representative survey,
which serve to predict developments in
economic life. Foundation of these methods
is provided by an exposure of the concepts
and intentions of the capitalist companies,
and of the opinion which has been formed
there regarding the market situation. In
the concluding chapter of the first part,
he discusses questions of the company’s
market information: expected turnover,
products turned out, consumers and com-
petitors. He gives us a well-formed picture
of the fact that, together with information
gained from market research, the role of
information stemming from exchanges
between competitors, and company infor-
mation regarding prosperity has increased.

The way the author reviews com-
pany behaviour regarding participation
in working out government prognoses
and programs is highly instructive. British,
French and Dutch practices equally show
that in the beginning the companies’
behaviour was one of reservation. They
feared that the advantages they had
gained in professional-market information
would be expropriated by their competi-
tors. They feared that the state would
use their information against them, for
instance in taxation policies. This concept
changed after some time. The capitalist
companies discovered that the fundamen-
tal principle of modern capitalism was lim-
ited free competition built on company
initiative, and the state considers this ini-
tiative an indispensable pre-condition for
development, and will support the activi-
ties of the capitalist company in many re-
spects and not restrict them since the eco-
nomic policy concepts of the developed
capitalist countries do not aim at changing
the existing social system, but to make it
a permanent one.

Participation in preparing government
prognoses and programs is advantageous
for capitalist companies from several points
of view. It may reduce the companies’ risks,
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since it allows them to gain better per-
spective insight into the general direction
of economic development, they may
glance into connections important for the
company, the government statistical sys-
tem is at their disposal, they may obtain
information about the ideas of ther com-
petitors, etc.

The second part reviews the business
policies of the capitalist companies. This
part discusses four spheres of topics: 1. the
capitalist companies’ market policies, 2.
the price mechanism of the capitalist
market, company price policies, 3. com-
pany development policies, 4. financial
policies of the capitalist companies.

In discussing the ways of realization,
the author convincingly characterizes the
structure of the market, from the aspects
of both supply and demand, depending
on whether there is only a single actor,
or a few, or many actors are involved.
This is followed by a review of market
relations, and the ways in which commer-
cial methods and forms change.

In the chapter entitled Investment
policy he makes a combined study of
technological development and invest-
ment. First he analyzes the main questions
of research policy: the characteristics and
stages of research, and the organization
of company research. This is followed by
a study of investment policy, and in this
connection questions like substitution and
modernization, extension and strategic
investments are discussed. He closes the
chapter with a discussion of the market
conditions of development. He describes
the market of development achievements,
presents a number of clever economic cal-
culation methods and sketches out the
connections between development and
risk-taking.

In the chapter on the financial policies
of capitalist companies he throws light
on questions as important as liquidity
and financial equilibrium, the company’s
supply with money (within this, he dis-
cusses how the state supports self-financing
of the capitalist company), interest and
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the company’s profit rate and the critique
the banks exercise on the occasion of
‘granting credit.

The third part of the book deals with
company decisions. It studies the goals
for realizing company interests and how
they are formed, and the short and long
term directives which determine things to
be done.

The most important themes are: how
are company decisions formed, what are
the important stages of preparation and
execution, and how are decisions linked
to company goals? What are the connec-
tions between the size of the company and
the management methods which may be
applied? What are the organizational
solutions with the aid of which capitalist
big business tries to raise the standards
of management, and to increase the
efficiency of decision and the entire
business economy. What are the methods
by which capitalist big business develops
its long-range concepts and directives?
What are the directives which aid in
realizing decision on production, product
development, and investment? What are
the methods for developing annual goals
xtending to the whole economy of the
capitalist company ?

Let us now have a closer look into two
chapters in the second part: the ones
dealing with decisions on product develop-
ment and annual targets.

The author discusses decisions related
to product development in two parts.
First he investigates the method of decision
on realizing research achievements and
development concepts: the fundamental
principles for decision, the collection of
proposals and opinions and, finally, the
process of making the decision. Then he
reviews the development-investment plans
aimed at realizing the decision taken. He
shows the internal connections of such
plans and uses a numerical example to
illustrate the technique for preparing such
plans, and shows how a development-
investment plan can be used as a tool for
management and control.
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In the chapter on Decision and annual
plans we find a review getting down to
the essence of the budgeting system, and
to the lines for approaching the develop-
ment of annual plans. Three such directions
are spreading: 1. projections to the future
based on facts of the past periods, 2. coor-
dination of management demands with
the opportunities of units within the
company, and 3. economic directives
determined on the basis of a closed and
interconnected system of detail-budgets.
Industrial managers might find it instruc-
tive to know the way in which the plans
of company management and of the
production units are approached. The
author gives a detailed description of the
train of thought leading to two-level plans

and the emergence of coordinated plans
through contribution-calculations.

He provides a thorough and detailed
description of the methods used in drawing
plans (even showing copies of sheets to be
filled in), including organization. It seems
almost natural that we can read separately
about preparing cost estimates, cost con-
trol, and incentives.

The bibliography which concludes the
book is different from the ones we are
used to. It does not simply list the titles
of the books on many different subjects
in alphabetical order, but groups them by
topics so that interested readers might
approach the different works more easily.

A MARIAS

BOOKS RECEIVED*
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OBITUARY
SANDOR CZEITLER

On 12 November, 1970 in age 40 suddenly died Deputy
Minister of Foreign Trade S&ndor Gzeitler. He graduated at the
University of Economics, Budapest in 1952 and immediately
joined Government service in the Ministry of Foreign Trade. He
became Deputy Minister in 1969. Mr. Czeitler had been a highly
appreciated foreign trade expert and beside his practical activities
he was a fervent author of articles in newspapers, economic
weeklies as well as of scientific journals. His last book “Hun-
gary and the Capitalist World Market” had been published al-
ready as a posthumous work few days after his passing.
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Acta Oeconomica, Vol. 6 (3), pp. HY—165 (1911)
A. CSERNOK

ECONOMIC POLICY GOALS IN THE USE OF THE NATIONAL
INCOME

The author states that the generally accepted proportion between consump-
tion and accumulation cannot be used for estimating decisions in economic policy
and suggests other notions instead. Analysing the last two decades on the basis
of the suggested connections he points to the stabilization of economic processes:
the main proportions of consumption have remained unchanged, and this fact
means considerable unexplored reserves in economic efficiency.

We are not likely to be far from truth by stating that distribution is
one of the elements determining economic policy and its most important
field of operation. The frequently mentioned “iron rule” of economic policy,
namely, that we cannot distribute more than what we produce, is connected
with this conclusion. (Aid and foreign loans may be exceptions to this rule
but, in general, a society cannot rely permanently on foreign sources for its
socio-economic development.)

We can hardly dispute the truth of the “rule”. Taking any longer or
shorter period, we cannot allocate greater funds to the consumption by the
population, to investments directly or indirectly improving living conditions,
to increasing and modernizing the capacities of industry, the building industry
and agriculture, and to the common needs of society (administration, defence),
all taken together, than the national income — created in the form of goods
and services suitable for consumption and investments. The standard of living
and fixed assets can, in general, only be raised from one year to the next,
to the extent made possible by the increase in the national income.

It is quite true that, in the final analysis, we cannot distribute more
than what society creates in the form of goods suitable for final use, but
this is only the quantitative aspect of the problem. Economic development
has other, qualitative characteristics of decisive importance as well. The
question cannot simply be “how much” —relating to the size of the national
income we distribute: an issue of at least equal importance is “how” —i.e.
the purposes for which we distribute the national income.

On the ratio between consumption and accumulation

In seeking replies to the two questions raised above, it should be pretty
clear that “how much we produce” is the problem of production policy, and
"how we use it” belongs to the sphere of distribution policy, as a function
of the fundamental principles guiding the various phases of distribution and
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150 A. CSERXOK: ECONOMIC POLICY GOALS

re-distribution. As a result, at first sight it looks as if the qualitative side of
the question were decided in the phase of distribution of the national income,
when —as a result of many-sided considerations the ratio between consump-
tion and accumulation evolves during the process of utilization.

Indeed, the ratio between consumption and accumulation is one of the
fundamental categories of economic policy, of economic analysis, and every
one of our decisions — either directly or indirectly, through transmissions -
forms and influences this ratio. In this connection, the optimal ratio between
consumption and accumulation appears as a fundamental qualitative cri-
terion of development, constituting a framework within which economic
policy ensures the joint growth of the standard of living and of fixed assets,
in the most efficient combination. In certain cases, overestimation of this
optimum was caused by the fact that many people interpreted disturbances
and tensions in economic equilibrium as consequences of some larger deviation
from the optimum mentioned.

However, in contrast with this interpretation which seems much too
abstract, there are innumerable signs indicating that we cannot speak of
any optimal consumption/accumulation ratio that would assert itself, inde-
pendently of time and space, and could be generalized and unequivocally
justified by theory. This ratio — and its optimum — is dependent on a
whole host of factors. Above all, it depends on the country’s level of economic
development, its natural and economic-geographical endowments, the tech-
nological level of the processing industry, in general, on the technological
equipment of labour and on many other things not listed here. The trend of
this ratio is influenced by the rate of development over a longer previous
period, to be precise, by the growth rates and levels attained separately in
the earlier periods of development in these two fields of utilizing national in-
come. This indicates that trying to quantify the optimal consumption/accu-
mulation ratio, with even approximate accuracy would be an undertaking
of rather uncertain outcome.

What we can certainly establish in this connection is known : it is not
desirable that the proportion of accumulation should grow more rapidly over
some longer period than national income; consequences are unfavourable
if living standards lag behind economic growth for a longer period; an exagger-
ated increase in accumulation results in the deterioration of efficiency [1].

It is usual to calm the storm that breaks out at times in connection
with the ratio of consumption/accumulation when decisions on economic
policy are taken, by saying that we have to deal here with a particular contra-
diction between the present and the future, which can hardly be solved.

An etymological approach to the concept of “accumulation” would
seem to prove the opinion quoted, since in a physical sense it is truly a ques-
tion of accumulation, of amassing reserves, and investing material goods

Acta Oeconomica 6, 1971



A. CSERNOK: ECONOMIC POLICY GOALS 151

now to meet demand which arises in the future. On this basis it really does
look as though the two concepts of consumption and accumulation were
two counter-poles of the use of the national income, behind which there looms
the conflict of interest between living standards and economic development,
or since the future rise in living standards depends on sacrifices made in
the present — between the present and the future.

So we are apparently faced with the complex question of the necessary
and possible degree of sacrificing living standards in a given period in the
interests of development and thereby providing a basis for consumption in
some later period.

A more intensive study will shake this conviction. The concept of
“consumption”” means not only meeting the demand of the population, but
also the consumption of public bodies (which serves completely different pur-
poses). Futhermore it is highly questionable whether the concept of “accu-
mulation” is at all capable of playing the role we have given it in economic
analysis and economic policy. The essence of this latter contradiction is that
while the concept of accumulation fundamentally indicates a process favourable
to the national economy, a considerable part of its contents cannot be
considered desirable at all. It is well known that in practice so far, the concept
of accumulation includes, apart from the increase of fixed assets, the increase
of inventories and the stock of investments in process, together with other
non-productive expenses (although the majority of the latter do not serve
the purposes of the future development of the economy, and thus they ob-
viously do not conform to the requirements generally raised against accumu-
lation). From the economic point of view this is mostly a “leakage” of econom-
ic resources from the process of reproduction, which slows down the rate
of growth, and impairs the efficiency and balance of the national economy.

The contradiction between form and content is even greater if we study
the question not simply from the etymological aspect, but in the light of
political-economic viewpoints as well. Obviously, it would be desirable if in
respect of all questions of outstanding importance, such as the use of the
national income, plans and economic analyses were to reflect the direction
and structure of the major goals of economic policy. In contrast to this, the
synthesizing grouping for the evaluation of the use of the national income
~ the consumption accumulation division — tells us very little about the
structure of the system of objectives of economic policy.

The macrostructure of the system of objectives
of economic policy

In any given period, a society has many goals, and accordingly, economic
policy is also facing several tasks, touching on or comprising broader partic-
ular sectors of socio-economic life.
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152 A. CSERXOK: ECONOMIC POLICY GOALS

In preparing for the future, production capacities must be extended,
the technological level must be raised, and within the framework of strictly
calculated realistic possibilities, care must be taken that the country should
not lag behind the level of global scientific and technological progress. Further-
more, the means for government functions (administration, defence, financial
affairs etc.) must be ensured. And prior to all these, the final goal and mean-
ing of all socially organized activity must be cared for continually in order to
satisfy the growing needs of the population. These tasks in fact constitute
the macrostructure of the system of objectives of economic policy and the result
of total social work. The national income and the related processes should
be grouped and studied in accordance with this.

Social and economic policy decisions cannot be evaluated in the projec-
tion of consumption/accumulation because the task never appears in the form
of “increasing consumption” or “increasing accumulation”. Living standards
of the population must be raised, production capacities extended, and these
are real tasks. But since “living standards” and “production potentials”
are not synonymous with the concepts of consumption accumulation, in order
to provide a more purposeful grouping of the use of the national income, for
a genuine economic policy orientation and analysis we must introduce other
concepts to replace consumption and accumulation, concepts which better
express the unity be