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Acta Oeconomica, Vol. 32 (1-2), pp. 1-19 (1984)

THE NECESSITY FOR CONSOLIDATION OF THE
ECONOMY AND THE POSSIBILITY OF DEVELOPMENT
IN HUNGARY

R. NYERS—M. TARDOS

Since the 1979 change in the direction of economic policy, consolidation of the
balance of trade has made considerable progress, but has not yet ended in Hungary. The
desired turn in economic performance has not come. In laying down the economic policy of
the coming period, the alternative is the following: either economic changes are minimized,
which involves less social risk in the Short runf but more in the long run, or economic
changes are accelerated, which is a greater risk in the short run, but could render
development more secure in a longer perspective. The article examines the possible
economic and social consequences of the decision alternatives.

Today it is clearly realized that in the late 1970s the Hungarian national economy
came to the end of a long, almost twenty-year development phase and, in a certain sense,
even went beyond, for in the last four or five years it was growing along a path that has
no continuation into the future. After a certain period of hesitation, in 1978—1979
economic policy was successfully adjusted to reality, and unbalanced growth slowed
down. Of course, ideas underlying economic policy changed first and to a greater extent,
and practice followed more slowly and partially simultaneously. Adjustment to the
different foreign (socialist and non-socialist) markets has taken place gradually and is not
yet satisfactory. The 1981 crisis in international credit relations was a new blow to-the
Hungarian national economy already in a difficult situation. As a matter of fact, the
economy got into a kind of pre-crisis situation, while the political situation was calm and
stable, and economic management proved to be able to act.

The balance of five years

In 1979 three objectives were formulated as general aims of economic policy: first,
consolidation of the foreign economic situation, second, (depending also on the first)
preservation of the political stability and confidence, and third, (depending on the. first
two), preparation of a new growth path. It is equally important to accomplish all the
three tasks, yet it is beyond doubt that in the order of urgency the first two preceded the
third, especially three or four years ago. The degree of difficulty of the tasks is in itself
important, yet the greatest difficulty arises from the fact that the three objectives are
interrelated, while in the process of realization they have a restrictive effect on one
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2 R. NYERS—M. TARDOS : ECONOMIC CONSOLIDATION AND DEVELOPMENT

another. The transitorily unavoidable import and investment restrictions have a retarding
effect on the preparation of the new growth path, and the latter, by putting emphasis on
efficiency, necessarily strains political stability in the micro<conomic sphere, and not
infrequently it also occurs that the interest in political stability puts a brake on the two
economic processes.

Five years are now behind us since January 1979, and we are therefore in a position
to analyze, on the basis of a repeated occurrence of economic processes, the favourable
facts and results, and can compare them with old or new unsolved problems.

Favourable developments can be noted in a few important questions which are
leading in the order of urgency. Further, in a few cases such correct central initiatives
have been taken which directly promote the future development of the economy.
Hereunder follows a summary list of the economic achievements:

— The serious deficit of the balance of trade has been eliminated, a global
equilibrium been restored, the balance of the two main markets or accounting relations is
also found to be satisfactory. In 1978 total exports covered the value of total imports up
to 78 percent, in 1982 up to 100.5 percent, and in 1983 this rate improved to 102.5
percent. During the same years, the coverage of imports by exports grew from 70.4
percent to 115.0 in convertible currency-markets and from 88.9 percent to 92.6 in the
rouble trade— under worsening conditions and deteriorating terms of trade.

—In the critical years of 1982—1983, Hungarian solvency on the international
market was successfully maintained, although the terms of trade for Hungary were
deteriorating, and debt services grew by more than 25 percent.

— The budget balance has been improving year by year, and by 1983-1984
revenues and expenses became practically balanced.

— Protection of the living standards and efforts at a possible improvement of living
conditions may be said to have been basically successful. Although it is open to question
—and should be so—whether living standards attained in the 1970s could be preserved on
a social scale, it is beyond doubt that the economic policy has a character preserving
living standards, the recurring unpopular measures notwithstanding. All this shows to be
an important achievement in awareness of the serious economic difficulties threatening
living standards.

— Some positive signs show also in economic performance. Good results have been
achieved in energy saving, in the reduction of per unit material consumption, and in the
economic utilization of wastes.

—In the changes a certain role has already been played by the improving tendency
in the enterprise organization system of the socialist sector: several forcibly centralized
mammoth organizations have been broken up into their natural units and they are
prompted to work more efficiently. The earlier form of an all too divided industrial
control has been eliminated, and a uniform Ministry of industry has been estab-
lished, with the potential of a better industrial policy and control. The licensing,
encouraging and fitting into a centrally regulated framework of the different kinds of

Acta Oeconomica 32, 1984



R. NYERS-M. TARDOS: ECONOMIC CONSOLIDATION AND DEVELOPMENT 3

small enterprise are an important step towards improvement of national economic
efficiency, the future security of employment, and improvement of living conditions.

In addition to efforts within the country, foreign economic diplomacy has played
an increasingly important part in shaping the foreign economic situation. Short and
long-term interests are equally served by Hungary’s joining the international financial
agencies of the UN, and its active participation in GATT. In the CMEA Hungary has
taken initiatives, and with the Western European economic communities it tries to
improve the contents of the relationships (this has brought little success so far).

On the other hand, there are also quite a few unfavourable phenomena. They arise
partly from the partial character of the changes, and partly they are the symptoms of
lasting deficiencies. They do not neutralize the achievements, only cast a shadow on
them, and, the other way round, the achievements do not neutralize the problems: the
latter want solutions independent of the achievements, what is more, for the sake of
making the achievements lasting, Let us see the factors that have caused tension during
the last years:

— The balance of trade is secured to a smaller extent by a general improvement of
economic efficiency, and to a greater extent by restrictions on imports, investment, and
credit, and these release effects in the whole of the economic regulatory system that put a
brake on enterprise. As it is today, without an essential change, the economic control
system is not suited to well serve and stimulate economic development. The all too
frequent, inextricable, and often all too particular central intervention is a hindering
factor for enterprises.

— No development shows in market conditions, on the contrary, rather a stagnation
appears. It is only the food market where equilibrium is satisfactory, while the market of
industrial products is often in a state of disequilibrium. No real competition has evolved
so far in the economy, prices are usually not quoted in view of competition and,
therefore, enterprise profit cannot adequately approach the actual economic efficiency.
The most serious problem arising from this is that enterprises are only pressed by the
central restrictions, while from the market side no real pressure comes to increase
efficiency.

— Although the spreading of the various small ventures has had a clearly favourable
effect, it has caused tensions that their more or less free market sphere was getting official
recognition at a time when big enterprises continued to work on a simulated and
over-regulated market. On the two different markets, organizations and individuals work
under too widely differing conditions, especially in regard of performance and income.
Therefore the socialist enterprise organizations are frequently not able to challenge the
small organizations to competition.

— No doubt, the restrictive policy pursued since 1979 has considerably increased
idle capacities. After 1979, 1 percent of production increment in industry has been
achieved with three times as much entering capacity, than in the preceding period. In the
building industry the sifuation is even more unfavourable. The most important cause
underlying this situation is to be found in a regulatory insufficiency. It is an error of

1* Acta Oeconomica 32, 1984



4 R.NYERS—M. TARDOS: ECONOMIC CONSOLIDATION AND DEVELOPMENT

regulation that the interests of industry are invariably contradictory in labour
management. While a part of enterprises struggles with labour shortage—especially in
highly concentrated settlements—it has also enjoyed the advantage of labour migration in
recent years. Namely, owing to the peculiarities of wage control and other reasons, it
could raise wages for the remaining labour without much effort, and without being
compelled to counterbalance the flagging demand for its products by introducing new
products and acquiring new markets. On the other hand, industry has remained invariably
interested in keeping the ineffficiently employed. This particular tendency involves the
risk of developing a so-called restrictive spiral in the Hungarian national economy in four
or five years. And this spiral means that the self-generating and reproducing restriction of
resources and consumption —always justified in a given instance— produces, in a process
of several years, an effect contrary to intentions. Today investment, imports and
consumption are restricted with a view to efficiency. However, if that is all that is used to
influence production, if diminishing demand does not encourage production to swing up,
tomorrow efficiency may already decrease again because of restrained consumption.

— With a low growth rate, tension arises in the field of social benefits. It is a
characteristic fact that in Hungary the share of social benefits in the net national product
has grown from 16 to 24 percent since 1970, and from 23 to 32 percent in personal
incomes, and yet social criticism on the subject has not diminished but rather grown,
especially in the last years. The grants have a limiting effect on labour income, that is, on
the growth of real wages; besides, they do not satisfy needs, which is not simply a result
of exaggerated demands, but of the fact that the systems of distribution and social policy
practice are in several respects disfunctional.

On examination of the political impact of the economic events in the last four or
five years in Hungary, the general conclusion may be drawn that the increasingly difficult
situation has not strengthened, but neither shaken political stability, The burdens are
distributed among the various social groups, rather evenly, with no exaggerated
differences.

In connection with economic problems, increasing criticism can be found in three
social groups. Dissatisfaction is growing among managers and the technical staff because
of economic restrictions and bureaucracy. Young people are dissatisfied because of their
difficulties in starting a career and in founding a family. And in a part of intellectuals it is
the not or hardly improving situation of the socially handicapped groups that provokes
anxiety.

Development options
Reverting to the general objectives of the present time, we can say that
consolidation of the foreign economic conditions has progressed considerably, though it

has not yet been completed. Political stability and confidence have been preserved, yet
we cannot know, whether we are not to expect further shocks. Further, the desired turn
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R.NYERS—M. TARDOS: ECONOMIC CONSOLIDATION AND DEVELOPMENT 5

in the improvement of the performance of the Hungarian economy has not yet come,
which all amounts to saying that the economy may easily become unstable; and the
preparation of the new growth path is a task still before us.

what are the options, from which we can select the economic policy of the
coming period? The problem is being reviewed by Party and government committees
which prepare decisions affecting the whole economy. Nevertheless, we are of the opinion
that it is worth-while to scrutinize the problems to be decided publicly and to say our
opinion of the alternatives. In the given situation, either we choose to minimize economic
changes, involving less social risk in the short run, and more in the long run, or we can
undertake to accelerate economic changes necessary in a long perspective, which involves
a higher risk in the short run, yet would render the situation more secure in the long run.

Minimization of changes would mean, roughly, the following: to channel, at a rate
hardly faster than so far, the flow of social labour and capital towards more efficient
activities; to increase exports, with a slow structural change in adjustment to the
enlargement of foreign markets; to accelerate import substitution; to further develop
certain aspects of economic control and management, yet leaving today’s conditions
unchanged in a wide field; to mitigate, but basically maintain, the system of import,
investment, and financial restrictions, resigning to the shortage market, and to keep home
consumption, permanently and essentially, at a lower level than the net national product.
All this might contribute to the consolidation of the foreign economic equilibrium, at the
same time, however, it ‘would hardly bring any improvement in the mainstream of the
economy and would slowly melt down the “capital” of political trust.

Acceleration of economic changes would amount, roughly, to the following: to
reduce and later to eliminate the restrictive character of central regulation by accelerating
the flow of labour and social capital, and by a further comprehensive development of the
economic control and management system, to enlarge foreign markets for the Hungarian
industrial and agricultural products through a fast structural change of exports; to
eliminate shortage on most of the commodity markets partly by an efficient home
production and partly by enlarging imports; to increase home consumption, slowly and
gradually, and to approach it to the net national product; to keep the use of external
sources (credits and working capital) first at today’s level (reducing their ratio to
exports), and later to increase it reasonably. All this would create the foundations for an
effective consolidation to take place not only in the foreign economic position of the
country, but also in the domestic economic conditions.

Should we concentrate on starting an efficient development or
on maintaining the existing social conditions?
Before going into the discussion of the possible economic policy and economic
alternatives, the question has to be asked again, if it is possible to break out of the present

tense situation. In our opinion, a clearly positive answer can be given. Our earlier similar
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6 R. NYERS—-M. TARDOS : ECONOMIC CONSOLIDATION AND DEVELOPMENT

standpoint [1], however, has to be rendered more precise. At the beginning of 1979 there
still was ground to believe that, with a definite change in control and management, living
standards achieved and within them, real wages, could be maintained. We could think that
living conditions, not deteriorating but rather improving, would provide such help in
creating an atmosphere stimulating recovery, that it would be worth taking the risk of
even further debts. This possibility was, however, eliminated by a further deterioration in
external conditions, unforeseen at the time. Today additional resources are to be looked
for exclusively in our own performance and income producing ability. Because of
the delay and mistakes made earlier in the course of adjustment, the Hungarian economy
cannot keep its present position in the world without additional efforts. As a
consequence of the debts weighing heavily on the country, today it is a difficult task,
fraught with risks even to avoid the danger of being left further behind. If, however,
under the present transformation of‘world economy, we opt for a strategy of retreat, that
is to say, if we do not subordinate economic policy and the social conditions of
management to increasing performance but the other way round, try everything to keep
economic policy changes and their effects causing social tensions between narrow limits,
it is very likely that this will have to be paid for by a serious lag. A standstill in economic
growth and a further lag can only be avoided through the unfolding of the creativity of
the individuals and of the organizations.

Why has this creativity not asserted itself more up to now, and how can it be
mobilized in the future? To the question no other answer can be found than that the
existing economic conditions have so far not encouraged serious efforts, nor have they
provided any stimulation to increase the efficiency of work. This cannot be changed by
words or exhortation. If, therefore, we cannot expect a favourable turn in external
conditions, our only hope rests in changing the conditions of management.

And yet it is not simple to develop a new strategy. Because of the conditions
limiting the scope of action, it is extremely difficult to solve this task, itself carrying
contradictions. The autonomy of state and cooperative enterprises has to be increased,
the scope of action of the small enterprises has to be stabilized and legalized, and all this
has to be achieved parallel to a further reduction of domestic consumption.

While it is already difficult to reconcile the liberalization of enterprise economy
with the policy aimed at reducing domestic consumption and tightening the purse-strings,
a few further factors make the task even more difficult:

— It is beyond question that the social achievements so far made rely on the firm
basis of good relationship between government and people. Society has accepted the policy
pursued among other things because it has provided for growing welfare, security of
employment, and supply by and large coordinated with demand. It follows directly that
this historically favourable basis has to be preserved as much as possible.

— It is also beyond question that a significant change in the reform course is not
taken without reserve by many in the domestic policy and some even show a lack of
confidence. And some international factors also put on brakes. The importance of the
problem has been clearly shown by the uneven progress on the way of reform: upswings
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R. NYERS—-M. TARDOS: ECONOMIC CONSOLIDATION AND DEVELOPMENT 7

followed by standstills and even retreats. It is, therefore, to be expected that a consistent
realization of the reform leads to a danger of and a fear from undesirable byproducts as
e.g. lasting fast price increases and, in consequence, a restructuring of incomes, the closing
down of improductive establishments and difficulties with the new methods of
reallocating labour.

The above-said make it clear that it is not a simple task to choose between the
economic policy options. The country cannot be guided to an efficient course of
development by jeopardizing social stability. Social stability is the precondition of any
favourable turn. At the same time, one cannot insist in a conservative manner on the
historically developed factors if they block the way to accelerating development and
improving efficiency. Between the two rival social aims, i.e. economic change or social
status quo, the first has to be—and can be—preferred, also maintaining social stability,
while changing its actual conditions.

Further, we need not, what is more, we must not insist on certain values, or on
certain social norms qualified as such, since they have created a “lukewarm” social
climate, which has put a limit on the self-expressive and creative potentials of social
groups important politically as well as from the aspect of economic progress. The
interests of these groups full of creative abilities and wanting to earn higher incomes are
to be given preference, even if the discontent of groups accustomed to security will grow
as a consequence of an at best stagnating consumption and of a forced change of
behaviour.

The results of economic development achieved in the last years can be made lasting
only if the restoration of the upset financial balances is followed by permanent and
efficient development. Those temporary successes, however, are of a dubious value and
lead in the last resort to failure which, though based on certain good slogans, yet serve the
preservation of legacies inherited from the pre-1968 control and management system
and hinder the adaptability of the economy. It must not be allowed that the
well-grounded caution in the progress towards an efficient growth path be mixed up with
the conservatism referring to an extraordinary situation, in fact, however, averse to
change. Social and political institutions, among them trade unions carrying on
aegotiations with the government should not strive for a minimum of change in the
existing situation as regards price trends, wage regulation, and employment policy, but in
the first place for the protection of workers’ income in the short and the long run. The
fact must be taken for a starting-point that more can be distributed from better economic
results and in such a case even the possible social injustices of income distribution are
more tolerable, and/or greater efforts can be made in order to solve them,

Acta Oeconomica 32, 1984



8 R. NYERS—-M. TARDOS: ECONOMIC CONSOLIDATION AND DEVELOPMENT

Development policy adjusted to changing demand, or
concentration on a few development projects?

Management problems in Hungary are made more difficult to solve by the great
scarcity of investment resources. Of course, even when 30 percent of the Hungarian
national income* (41 percent of the GDP) was spent on accumulation, it was still felt
that development resources were scarce. However, reduction of the means to be used for
development has not lessened but rather increased our troubles.

Exactly for this reason, we are of the opinion that, under the present conditions of
a limited use of scarce resources, when 13—15 percent of the net material product —24
percent of the GDP— are accumulated, a qualitative improvement in the selection and
implementation of investment projects may open the way to economic growth.

The grave scarcity of investment resources suggests.to many, almost in a peremp-
tory manner, that resources should be used in a concentrated way, and a fragmented
development must not be allowed. This therapy so obviously suggesting itself, however,
drives thinking towards dangerous roads. A spectacular development success would in fact
be winning, and several fields of the economy offer such opportunity. Of these, we shall
mention only two. The increasing price of primary energy has enlarged the development
possibilities of Hungarian coal mining and it quasi invites to a large-scale substitution of
coal for imported energies. The fast development of electronics and Hungary’s lag provide
an almost compelling argument for our taking some really effective measures with a view
to diminishing the technological gap.

The preceding arguments can be contradicted only with a heavy heart. As long as
the export potential is weak, it is not justified to speak against import substitution. It is
true as well that the electronic revolution has enormously increased the impeding danger
of a lag, and thus it seems to be useful to prevent a further deterioration of the situation
through large-scale and concentrated efforts. However, the situation as it is does not
offer, for the time being, any favourable possibility for large-scale actions, and for two
reasons. On the one hand, concentration of forces from the largely diminished resources
would cause serious losses. Small complementary efforts are better corresponding—as we
shall see—to the present conditions. On the other hand—and this relates mainly to the
development of electronics—neither the CMEA markets, nor the world market offer an
opportunity to select and successfully carry out actions demanding international
cooperation and creating an export potential of importance. In the internal CMEA trade
only a slow development is to be expected and the Western markets are not prepared to
absorb any sudden growth of sales even in a period of boom.

At present, a great amount of assets are frozen, since there is no demand for the
output planned at the time of the investment decisions. These assets are, however,
valuable, only the way has to be found whereby ‘hey could be used for the development

*MPS, i.e. the net material product (Ed. note)
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R.NYERS—-M. TARDOS : ECONOMIC CONSOLIDATION AND DEVELOPMENT 9

of such products which are in demand. For such mobilization of assets, new channels of
capital reallocation have to be opened. This has to be promoted by a financial change
which would either encourage enterprises to use efficiently the frozen means of
production, or compel them to sell these, that is, to cede the unused assets to other
enterprises or small ventures.

Several other questions of investment policy are to be answered as well, concerned
with long-term economic policy and only touching on the alternatives of outbreak or
retreat. Of these, first of all the infrastructural lag, the housing shortage giving rise to
serious social tensions, and the development of a strategy of adjustment to the terms of
the scientific-technological revolution are to be mentioned. About these grave, uncleared,
or not sufficiently clarified problems, only so much can be said now, that as long as
maintenance of the country’s solvency and of normal living conditions of the population
cause acute tensions and threaten with a social crisis, no adequate solution can be found
for the long-term strategic questions, but only the security of supply can be maintained.
The strategy of catching up with the leading countries will only be possible if the threat
of economic instability can be satisfactorily eliminated.

Significant changes in the economic management backed by
institutional decentralization. or only further development of
some parts in the functioning system of the regulated market?

The changing economic results of the last sixteen years have shown that the
regulated market is more apt to satisfy needs, than directive planning combined with
economic accounting (or, in other words, directive planning combined with khozraschet),
but they have shown as well that a few other legacies of the centralized and hierarchically
structured economic and power system also impede an efficient satisfaction of social
needs. As a matter of fact, the institutional remnants of directive planning constrained in
Hungary that effect of the market which could have prevented wilful central measures.
That is one of the reasons why the market had not played a decisive role in setting
constraints on expenditure as long as it was possible to obtain cheap credits.

The use of regular control interventions inherited from the old system of control
later enabled a fast reduction of the deficit in the balance of payments and in the state
budget, but failed to provide the grounds for an efficient development and for the
establishment of a close link between growth and equilibrium. Therefore, through a
modification of central regulations and preferences, such conditions must be established
for state and cooperative enterprises as enable them to satisfy the demands of production
and consumption on a high level and to mobilize people’s creativity much better than so
far. In our opinion, changes are needed in three directions:

— an economic regulation essentially moderates the restrictions of enterprises in the
management of wages and imports, and increases their freedom in determining prices;

— the informal and occasional interventions of state organs into enternrise manage-
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ment questions must be radically reduced and the role of territorial social organizations in
economic control has to be reinterpreted;

—a solution must be found for the institutional and supervisory aspects of
enterprise autonomy.

An essential increase of the degree of freedom of enterprise management can be
realized if more efficient means are found for keeping the aggregate demand between
planned limits, if the state subsidizing of unprofitable production is not allowed any
more, if harmony between the production potentials of the country and demand is
secured through the development of the price mechanism; and if the exchange rate of the
forint is shaped in view of the balance of payments, if wages are considered such costs as
the price of other production factors and the role of wage control is considerably
reduced. And, finally, if the freedom of price setting enables the enterprises to charge
their overhead costs to the products in accordance with the ability of the latter to bear
costs.

This means, at the same time, that the income taxes imposed mainly on profitable
enterprises are to be firmly suppressed and, instead, the role of efficiency-stimulating
taxes on resources must be strengthened.

If the above-mentioned changes are implemented and the role of money in the
economy grows thereby considerably, the still not optimum producer prices and the
profit determined by them can be considered as the main and “objective” measure of
enterprise activity. Thus, the long declared objective: to place enterprises under the
control of market forces, can be finally achieved. If one of the units of an enterprise
incurs losses under such circumstances, or the receipts of this unit do not even cover the
variable costs, the firm cannot do anything else but either completely reorganize or close
down the unit. The same consequence must follow, if the whole enterprise goes bankrupt.
Yet the closing down of the unit and the bankruptcy of the enterprise must not be
anything else but a onetime fast replacement of a smooth and efficient adjustment to
demand. Efforts must be made that the closing down of a unit and the bankruptcy should
be followed soon by a new and efficient mobilization of resources and labour by all
means.

As for state intervention, one has to put up with the fact that in an economy in
which the trade in products had been for long decades managed by administrative
methods and which, since the elimination of directives, has largely relied on an informal
system of relations with state administration, all instruments of state regulation other
than financial ones cannot be given up overnight. This is not necessary, either. However,
today’s practice of administrative intervention must be radically changed. No independ-
ent and resolute economic behaviour is to be expected from enterprises as long as they do
not know, when, in which field, and by what means the administrative organs are going to
intervene—often informally—in their lives. Therefore, the present practice of interven-
tions must be firmly rejected. For this end, the sphere of market supervision must be
clearly separated from the sphere of proprietory authority over the enterprise. Further,
the market regulating authority of the government organs must be enacted by law. The
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range of commodities has to be codified, the trade in which can be directly controlled by
administration, by means of general or individual prohibitions. It has to be clarified, too,
in which cases instructions can be given to an economic organ. It is not enough to declare
that no instruction can be given in such cases in which the purpose of the intervention
can be achieved also by economic means. The rights by which instructions can be given
must be enacted and it has to be achieved that the legal security of firms be thus
enhanced essentially and that the responsibility of government be enforced.

Besides, legal protection of the enterprise against possible unlawful instructions
must be provided for, so that in such cases enterprises can assert their claim for
compensation before the court, under the civil law. It would be to the purpose, further,
to extend the practice of compensation and the settlement of actions for damages under
civil law to the case of each individual instruction.

The question of asserting the proprietory and supervisory rights over the enterprises
gives plenty to think about. However, the conflict between state property and independ-
ence of state enterprise on the market is not impossible to solve. The proposition to bring
about enterprise counculs (boards) with the major firms and to increase the role of the
collective in smaller ones seems to be an important step toward solving the question. We
think, however, that the direction of the changes wants clarification on a further point. In
our opinion, separation of the proprietory tasks of the state trom those of state
administration will be successful only if those authorized to exercise the rights of disposal
assert the proprietory points of view. That is to say, if they control enterprise
management with a view to the growth of the real value of enterprise capital and pay no
attention to the multitude of viewpoints of state administration confusing and puzzling
for the enterprise, which have to be enforced through economic regulation and legal
supervision.

Output-orientated income differentiation, or preservation
of the given income structure?

In 1979 the leadership set the political target of maintaining living standards and
within it, of full as well as efficient employment. The actual contents and interpretation
of this programme, however, have not been cleared. It was supposed that after the
reduction of real incomes in mid-1979 no similar decisions would follow. It was also
supposed that the reduction of real incomes in the second half of 1979 under the impact
of central price measures did not run contrary to the slogan of maintaining living
standards, if the average 1979 income would not lag behind the average 1978 income.
Finally, from the state plans and arrangements the interpretation is evident that
maintaining living standards was not in conflict with a decline in the real value of labour
incomes and within them of real wages.

As a consequence of worsening conditions and the unsatisfactory development of
Hungary’s economic performance, the 1979 restriction of consumption has been followed
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by the 1983-1984 restriction, again implemented basically through central price
measures. It has become clear, too, that society has endured the restructuring of incomes
concomitant with stagnating consumption and the 6—7 percent fall of real wages between
1978-1983, as well as the somewhat lowering standards of commodity supply, and it will
probably endure a further deterioration of real wages in 1984.

Yet it has become just as clear that the Hungarian society knows about the real
processes taking their course behind the policy of maintaining living standards. Further,
the particularly important change had to be realized that the moderate reduction of the
real value of labour incomes relates, naturally, only to the average, and thus the situation
of many is worse than the average. At the same time, it has to be noted that the growth in
the amount of social benefits deriving from the fact that new pensioners get higher
pensions than the average and those with lower pensions are dying out is not regarded by
the population as an improvement, or a factor counterbalancing the reduction of real
labour incomes.

The essential point differing from the earlier assumption is that the periods of
restrictions have brought no improvement in economic efficiency. What is more: the
control of earnings aimed at a reduction of real wages hindered big enterprises in
distributing wages according to performance and thereby in stimulating for better work
during the working hours spent in the first job. Therefore, a peculiar situation developed
in the industrial and construction enterprises. Diminishing demand, and the deteriorating
utilization of the still growing fixed assets did not lead to dismissals, but to a situation
where not even the diminished demand was satisfied, with reference to labour shortage. In
this way sellers could keep their superiority on the market even during the recession.
Under such circumstances, the government could achieve an acceptable quality of
commodity supply on the home market, the substitution of decreasing imports by
domestic products, and particularly the growth of exports only by means of occasional
interventions becoming regular, and through informal pressure.

The enterprises avoided an unambiguous decline of their performance, and more or
less satisfied government expectations in a way that, on the one hand, they availed
themselves of the possibility to shift from the “average wage control” over to “wage-bill
management”, which allowed them to increase nominal wages also with decreasing per
unit receipts, without the prohibitive taxes disturbing their situation. On the other hand,
the creation of enterprise business partnerships* opened for many enterprises the way out
of the rigid framework of wage regulation, so that they could link their interest in output
with the efforts of workers wishing to earn higher incomes and ready to sacrifice their
free time and work harder forit. -

It has remained an issue, however, whether it is not possible to better coordinate
the restrictive income policy with efforts aimed at increasing efficient production. For
this end, however, a more complex living standards policy and corresponding institutional
changes are needed.

*Cf. paper by T. Laky in this issue. (Ed. note.)
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The wages management of enterprises ought to be freed, with a strict regulation of
total demand following from and coordinated with the general economic situation. The
increasing income- and cost-sensitivity of the autonomous enterprises will force

— a reduction of the still existing “indoor unemployment”* and

—an economizing wage policy, which is not identical with a strict control of
earnings.

The planned and strict aggregate demand management would ease not only the
strictly binding wages management, but also the rigid price controls. Freer changes in
prices are important means for improving enterprise adjustment. The use of this means,
however, would undoubtedly open the way to inflationary tendencies so far administra-
tively constrained. It would be too much to assume that a restrictive control of demand
alone can keep spontaneous price increases between today’s limits. Therefore, if we wish
to increase enterprise freedom in price setting, while simultaneously restraining infla-
tionary tendencies, today’s practice cannot be considered a fortunate one, in which the’
greater part of the consumer price increase is implemented through central price
measures. Therefore, the policy does not seem to be expedient which constrains personal
incomes in most part by reducing state subsidy on consumption, that is, through centrally
decided consumer price increases. The reason why the consumer price subsidies should
not be radically reduced at once is not that this does not help to solve the central
problem and does not improve the enterprises’ economic situation. The central price
measures (raising of essential food prices, etc.) hit, namely, first of all the poor who are
most in need of protection, and this makes—without justification—social tensions arising
from ecomomic difficulties into a direct conflict between government and the masses.
Instead of reducing the consumer price subsidies large-scale, it would be better to fix their
measure, allowing a rise in consumer prices, if production costs exceed the total of the
price and the fixed subsidy.

The changes in employment policy, wage control and price policy as described
above make new demands on the organs entrusted with safeguarding the interests of
different social groups. It will be necessary that these organs, and within them trade
unions, reconcile their views on the living standards policy not only with the government.
Under the new circumstances, it is necessary that the negotiations settle not only the
question of the lowest wages and pensions and of their regular raising following consumer
price increases, but also the question of a qualitative improvement in the safeguarding of
interests at shop-floor level. The trade union organizations have to represent the interests
of its members with much greater firmness than today in the inevitable controversies
between enterprise management and workers, especially in matters of wages, wage
differentiation, and dismissals.

*This is the ironical name given in Hungary to the underutilization of labour in factories or
disguised unemployment. (Ed. note)
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How should we interpret the preference for
the social security of the people?

The almost forty-year development of the Hungarian society teaches us, among
other things, the important lesson that the growth of production, and improvement of
the country’s position in the world should not be set against the satisfaction of individual
demands, the development of infrastructural services and of the housing situation, the
care for the old, or protection of mothers and children. Therefore, the slogan of the
fifties: “Con’t kill the goose that lays the golden eggs” cannot guide us in the questions
under examination. In the early 1950s the sudden fall of real wages, and deteriorating
supply caused well-known social disturbances. In our days, still, the low standards of
infrastructural services, the large gap between the social demand for housing and the
housing supply, and the high number of unsolved problems in the care for the old, and
the protection of mothers and families are sources of considerable tensions and hinder
progress. From the fact, however, that it is not allowed and even disturbing, to confront
with each other various social objectives, it does not follow that the achievement of each
social objective laid down and justified in itself is to be envisaged simultaneously and with
similar efforts. It is perfectly justified to establish preferences among the objectives, but it
is also very difficult, particularly, when the growing tendency of resources available for
distribution falters. It is much more difficult to distribute a smaller amount in an
acceptable way. We must be prepared not only for that the already unsatisfactory rate of
implementation of social policy aims will slow down in one field or another, but also for
that accepted social policy achievements will have to be questioned, in general, or at least
for the present period.

Two such objectives should be mentioned here: job security and price stability. It is
one of the achievements of socialist economy that it has been able to secure, almost
everywhere, the right to work, that is, it has succeeded in providing for full employment.
This has to be fought for even during the hard years of economic consolidation, and it is
our conviction that it is possible to avoid a general unemployment keeping people out of
production for some longer time.

There is, however, an element in the present practice of employment, whose
justification is to be questioned in general, and today in particular; i.e. job security.
Demand for products and services is, namely, continuously changing, and this can be
followed only by continuously changing the order of work processes, workshops, and
enterprises. The order of adaptation developed in the past and still prevailing entails a
positive and a negative consequence. First, it does not necessitate dismissal initiated by
the enterprise, and it is used only as a rare exception. The lack of enterprise dismissals has
for consequence fiot only that poorly working people can misuse, often to the
disadvantage of their colleagues, the inertia of the management system, but also that one
is reassured of being able to keep his job until his pensionable age, unless he commits a
“capital” offence. In regard of the demands of adjustment to the changing world, and
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especially of the unfavourable position of Hungary, this cannot be further maintained.
Efforts are to be made also in the future that demand for labour should exceed labour
supply. However, the worker’s security cannot be appraised so high, that a loss-making
factory or even an enterprise be not closed down as long as a suitable job has not been
found for each worker. This is, of course, not so today, and cannot be guaranteed for the
future, either. Yet such kinds of commitments have so far withheld the government
from taking a lot of important measures. With a view to creating the institutional
conditions for labour mobility, the first steps have been made, with a long delay, with the
introduction of the support for retraining, but this form—helping only those affected by
a centrally organized regroupment of labour, and therefore not having grown yet into an
organic part of the Hungarian management practice—does not solve the basic problem:
the support of those left temporarily without a job, and this cannot be circumvented,
either. In any case, we have made the first steps on the thorny path—unpleasant for
many—which we have to follow, if we wish that modem production and commercial
~organizations well adapted to demand come into being, and that the economy make a
recovery.

The second important question affecting society is inflation. Price stability has for
long been recorded as a success of the socialist economy. However, a rigid interpretation
of this had to be paid for dearly. As a matter of fact, price stability had an important role
in the development of a shortage economy. Since 1968 the Hungarian economy has made
important as well successful steps to reduce shortages, and in the meantime, unfortu-
nately, ever higher price increases have become necessary. The rise in prices in Hungary is
a special case of inflation.

The rate of the rise in prices, what is more, most changes in the price structure (the
relative prices) are, namely, consequences of deliberate price movements laid down in the
plan, that is, of so-called central price measures. It is further characteristic of this process
that the party and the government previously collate the changes in prices with the
institutions for safeguarding of interest (the National Council of the Hungarian Trade
Unions, the National Council of Producers’ Cooperatives, etc.) The “advantage”: these
price measures are not equal to price movements directly reacting on market demands i.e.
on changes in demand and supply. Efforts have to be made that, without the rate of
inflation rising, a larger scope be granted for changes in market prices, if we really want to
enable enterprises to react autonomously on the financial pressure put on them by
changing their supply. In this way, government agencies will not be forced, either, as they
have been so far, to renounce their declared financial policy by relaxing the financial
constraints on the enterprises.

These objectives demand that the government make a considerable progress in the
planned restriction of national economic demand. Besides, new means are needed for the
reconciliation of social interests. This calls for changes in the work of the government, as
well as in that of the bodies for safeguarding of interests. It has to be elaborated, in which
way the unfavourable effects of the price changes inflicting society are to be limited for
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the social groups in seriously disadvantageous position, and in which way they are to be
neutralized so that they do not hinder the achievement of all the important objectives of
social policy.

Necessary economic changes and ideology

The practice of the economic mechanism functioning in Hungary since 1968 and
the changes due in the institutional system of the economy as well as in regulation have
given rise to several, hitherto insufficiently clarified, ideological questions. Only two of
these will be mentioned, and even they only superficially: the judgement of the role of
the market, and the relationship between politics and economy.

We have already mentioned the effect of the informal economic inteérventions on
the economic units, making the statement that, though they helped to solve a great many
acute problems, at the same time they hindered a market-oriented behaviour on the part
of enterprises, and thus have a part in that shortage is still a phenomenon accompanying
the Hungarian economy.

From the above described experiences it is easy to draw the conclusion, as it is done
by many, that in countries where most of the means of production are state property, the
introduction of regulated market conditions is apt to reduce the effect of a few
particularly unfavourable factors disturbing the coordination of demand and supply, yet,
in this way the shortage economy cannot be eliminated, nor customers’ demands
considered, and inputs saved. Those holding such views stress that the market al-
ways plays a limited role in socialism, and that is justified: moreover they play into the
hands of those who query the rationality of socialism at all. And this starting-point leads
to the conclusion that the decisive role of the non-market control methods is to be main-

tained.
To support these views, the argument is brought up that the idea of a self-regulating

market is nothing else but a rehashing of Adam Smith’s long “out-of-date”” theory of the
“invisible hand”. And the modern world cannot dispense with the controlling role (or
only in the complementary fields of economy) of the “invisible hand”, even under
capitalist conditions.

Because of the many aspects of the question, and the complexity of the
phenomena, it is not easy to form an unambiguous opinion. However, we think that, even
within the limited space of the present article, a stand has to be taken in the matter.

In our opinion, it is not enough to avoid the two possible extremes. It is not enough
to establish, on the one hand, that not every economic problem of the world can be
treated by exclusively self-controlling mechanisms and on the other hand, that no such
enlightened centre and hierarchical organization exists which is able to coordinate all the
economic questions without the clash of interests and free adjustment, that is, without
market. The latter statement—not of full value from the point of view of solving the
problem—is already a recognition of the fact that elimination of the dominating role of
capitalist ownership is not a turn of such importance as it had been assumed by socialist
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theoreticians. As a matter of fact, the continuous development of and changes in social
needs, international relations, and numerous other factors not only make the details of
management impossible to survey from a single centre, but they also hinder an efficient
management on the basis of dividing tasks within a central hierarchy.

From the preceding statement the practical conclusion may be drawn that, as there
is no perfect market, so there is no perfect plan either. Only better or worse combinations
of self-management and centrally planned economic control and management are
conceivable. Before starting from this theorem, making the next step toward practice, it
will be useful to make a detour.

It has to be weighed, whether it is really justified, in modern industrial societies, to
consider the market as an obsolete or peripheric category. Two things should be clear:
first, in the practice of capitalist society central economic intervention and the state
sector are factors of considerable importance, independent of the ideological and political
requirements actually formulated. Second, autonomous economic units are functioning
not on the peripheric part of economy, but everywhere outside the sector of public
services of varying size, which react, independent of the size of the organization,
promptly on changes in demand, and accordingly, as required by their own interests, they
continuously modify their production pattern and the system of their production
relationships, and organize their financing channels. The multifarious and varying
business relationships between big and small enterprises and financial institutes are to be
considered as market relationships, even if this market does not fulfil the conditions of
perfect competition.

In the leading industrial countries the economy can be called a market economy,
because the seller’s activity is centred there on satisfying the customer’s demand.
Monopolies and oligopolies reducing the effectiveness of competition have, though, three
disadvantageous consequences, which are not to be forgotten. First, sellers use advertise-
ment and other means to influence the buyers’ demand. This is bad if it can be identified
with manipulation corresponding to the producers’ interests. Second, monopolistic
producers often do not fully utilize their capacities because, though demand at the higher
prices is lower at a lower production volume, but a higher profit can be realized. Third,
beside monopolistic profit, we find the lower profits of the small producers engaged in a
sharper competition—which is unfavourable socially. Imperfection of competition is,
however, no reason why we should not recognize the positive effects of competition
disturbed by monopolistic effects, and should not make use of it in our own society. It
would be especially unjustified, since we have several methods to create the conditions
for competition and to moderate those hindering it.

Coming now to the relationship between politics and economy, it has to be seen
clearly that the solution of the topical economic policy tasks involves three problems:
first, management practice under changing circumstances requires broad political backing,
second, transitional social tensions are to be expected in factories and enterprises, third,

the task can only be solved with a wide social support.
With slow economic growth and significant changes in the economic conditions,
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these problems will not lead to grave disturbances only if, relying on the favourable
experience, the relationship of the Party with the masses can renew to come up to the
expectations of the new situation. What is needed for such renewal? It is important that
members of society be allowed to clearly articulate their direct interests in their everyday
life and in the economy, and that, with the development of the system of political
institutions, a solution be found to the problem that the increasing efforts of strata and
groups at asserting their interests should lead to social consensus in each important question.

The development of economic management demands, therefore, a perfection of
political democracy. Parliament, and the existing institutions for safeguarding of interests
—among them first of all the trade unions—have to be prepared to face new tasks.
Besides, organization of safeguarding the interests of a few social or partial groups so far
without protection also necessitates a considerable organizational change.

The relationships between politics and economic management are, therefore, clear:
economic progress is the precondition of maintaining a calm social environment. And this
aim, even though it may seem to be a contradiction, can only be achieved by developing
socialist democracy and thus by the articulation and assertion of partial social interests.

Reference

1. Nyers, R.—Tardos, M.: What economic development policy should we adopt? Acta Oeconomicu,
Vol. 22 (1979), Nos 1-2, pp. 11-31.

HEOBXOAUMOCTb KOHCOJIMAALIMN
1 BO3BMOXHOCTDb PA3BUTUA

P. HBEPII - M. TAP1OII

ABTOpBI aHAJTH3APYIOT EPHOI IPHOCTAHOBKH POCTA 3a10/DKEHHOCTH, HaYHHas ¢ 1979 r. OHH CYHTAIOT
YCTIEXOM, 4TO YAaJI0Ch JIMKBUAMPOBATEH TSXKEJIYIO HecOaaHCHPOBAHHOCTH BHELIHETOproeoro 6ananca u
YTO CTpaHa B KpUTHYecKkHil mepuox 1981-83 rr. coxpaHuia CBOIO ILIATEXECTIOCOOHOCTh, YMEHBIUMJICH
nedumut rocbromkera, GbUTH NpeanpUHSTH GraronpusTHEIE Mephl B 06aCTH CHHXKEHHS YIEJIbHOTO
noTpelJieHHs MaTEepHaJiOB M 3HEPTHH, A TAKXKE YTO MEPbl, HANPABJICHHbIE HA COXPAHEHHE XH3HEHHOTO
YPOBHS ¥ YJIY4ILEHUs XXU3HEHHBIX YCIOBHIf — HECMOTPSA Ha HMEIOILMECS IPOTHBOPEYHS — MOXKHO CYHTATh
yCHemHbIMH. YCiexu ObUlM 3aKpeIUIeHbl Pa3BHTHEM OPraHM3allHOHHOH CTPYKTYpbl 3KOHOMHKH, B TOM
YHCJIE PA3BHTHEM MEJIKOTO NPEANPHHAMATENLCTBA, A TAKXKE PACIIHPEHHEM METOJIOB BHEILIHEIKOHOMMYE-
ckoif aniuiomatuu. C APYroi CTOPOHbI, OHH KOHCTATHPYIOT HEMAJIO HENOCTATKOB: BHEIUHETOPrOBOE
paBHOBeCHe ellle He CTajlo CTabHIbHBIM, Ka4ecTBO TOBApHOro CHabxkeHHs He yiydmiaercs, (pdexTsi
Pa3BUTHA MEIKOTO NPEANPHHHMATENbCTBA MMPOTHBOPCYHBBI BCJICJCTBHE PECTPHKIHOHHOW MOJHTHKH,
ycyrybunach Henorpy3Ka MpOH3BOACTBEHHBIX MOLIHOCTEH, HECMOTPSA Ha POCT JIBTOT H BBIILIAT K3 GOHIOB
0611ecTBEHHOr0 MOTPe6IeHHs, HEY/10BICTBOPEHHBIC NOTPEOHOCTH HACE/ICHHS HE yMEHBIIMIHCEL. Bee aTo
BBI3BAJIO NOABJICHHE TAKXKE W KPHTHYECKUX TOJIMTHUILECKAX TECYCHHH.
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Ha ocHOBe aHAJIH3a yCIIEXOB H HEIOCTATKOB B CTAThe PACCMATPHBAIOTCA AIbTEPHATHBEI IKOHOMHYEC-
KOH IIOJIATHKH, TPHYEM OTMEYAETCS, YTO YKA3aHHBIMH BONPOCAMH MAPTHHHO-NPABHTEILCTBEHHBIE
KOMHMCCHH 3aHMUMAIOTCH C HeJbio pa3paboTku OOIIMX MepONpPUATHMH, KaCAIOLMXCH BCEH XO3SMCTBEHHOM
JIEATEJIbHOCTH B IIEJIOM.

B craThe aHAIM3UPYIOTCS YETHIpE [AMJIEMMBI: CJEyeT JIM COCPEIOTOYMBATL YCHJIMS HA NEPEeXoj K
3((EKTHBHOMY Pa3BHTHIO HJIH Xe HA NOANAEPXaHHE CTAGHILHOCTH ; B KAKOM IOJIATHKE PA3BUTHA HMEETCH
HEOOXOMMMOCTh — Ha NMPHCNOCAbIMBAHMM K YCJIOBHSIM HJIM HA YCHJIEHHOW KOHLEHTPAIMH DECYpCoB
Pa3BHUTHA; ABJIACTCA JIM 3a1a4€H Pa/IMKaJIbHOE OIPAHHYEHHE HE(POPMAJIBHBIX H IMU30AHYECKHX LEHTPAJIb-
HbIX BMELLIATEJILCTB HJIM XK€ JlaJIbHeiillee pa3BUTHE CUCTEMbI YCIIOBHI PEryJIMpYeMOro pblHKA4, M, HaKOHell,
NOJ4EPKHBAECTCA NPOTHBOPEYHE MEX/Yy OOECNIEYEHHEM KATErOPH HACEJIEHHS, HAXOAALUMXCA B Heb1aro-
MPHATHOM [1OJIOXKEHHE, H BbIABLDKEHHEM HA MEPBbIi M1aH CTAOMILHOCTH COUMAILHOM MOJIMTHKH.

B 3aK04eHHE B CTaThe PACCMATPHBAIOTCS HACOJIOTHYECKHE ACTIEKThI CBA3M MEXY ILIAHOM M PHIHKOM,
a TaKXe 3KOHOMHKOH H MOJIMTHKOH.

2* Acta Oeconomica 32, 1984



-'emﬁ, m.t@-

,,,,, R Wn 44




Acta Oeconomica, Vol. 32 (1-2), pp. 2137 (1984)

FURTHER DEVELOPMENT OF THE HUNGARIAN
PRICE SYSTEM

B. CSIKOS-NAGY

A new stage in the development of the Hungarian system of economic control is under
preparation. As part of it, the price system is subjected to critical analysis and proposals are
being worked out. A team headed by the author summarized its conclusions and proposals
in Spring 1983. Relying on this document the article discusses the experiénce gained with
the Hungarian price system over a quarter of a century and the major characteristic features
of changes to be implemented around 1985.

Historical survey

Shifting the Hungarian economy onto a new growth path has proved to be a more
complicated task than expected. In this real processes have played a role in the first place,
related to the weakening of the growth potential within the CMEA to an unexpected
extent and to the partial credit embargo introduced in East-West trade in 1982. The
resulting constraints on growth cannot, of course, be removed by modifications in the
control system. Nevertheless,

—a better adjustment, based on mutual advantages, to the requirements of the
international division of labour may ease these contraints and, particularly,

~ a better exploitation of our endowments may bring into play new internal growth
energies.

All that is, of course, a matter of efficient economic policy and, as such, also the
business of the system of economic control. The experience of a quarter of a century
testifies to this fact. This is why in 1983 the government passed a resolution on improving
the system of economic control. According to this resolution ideas have to be developed
so that they can be implemented in a few years around 1985, and preparations have to be
organized in a manner that the most urgent changes can be made already in 1984.

Preparation for changes in the system of economic control and their imple-
mentation are not unusual tasks. Hungarian economic policy has, for a quarter of a
century, been characterized by the fact that

— it adjusts, with some time lag, to the changing external and internal conditions
and, in harmony with them

— it permanently renews certain elements of the control system.

The whole process of the reform of the economic control system took place linked
to the development of the price system. This will be true in the future as well. The
linkage is understandable if we consider that in a commodity-producing economy
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economic policy manifests itself either in price control or in some step that influences the
factors of demand and supply.

Throughout the past quarter of a century price policy has had a specific task in the
formation of Hungarian economic policy. Its role has been different in agriculture from
that played in industry or in the tertiary branches.

In agricultural policy the changes implemented in 1957 in the trade in commodities
were decisive. The turn in price policy was forced on us by the abolition of the
compulsory delivery of produce and the shift to free procurement. The new systems of
finances and prices developed in harmony with each other in 1957 proved to be an
effective incentive from the points of view of both the socialist reorganization of
agriculture and the intensive development of agriculture relying on a socialist basis. A
prices policy which adjusted to the changed system of commodity trade forced the
creation of a free market in fodder in 1970 and thus obstacles were removed before the
development of animal husbandry as well.

Prices policy has throughouf had an initiating role in industrial policy. But while in
agriculture adjustment to the requirements of commodity production took place
overnight, in industry this required more than two decades. The period between
19571980 was characterized by a gradual evolution of the price function. Between
19571967 improvements in cost plus profit pricing, between 1968—1979 the laying of
foundations for the structure-regulating role of prices and, beginning with 1980, stronger
assertion through adjustment to relative international prices were characteristic.

All this was not done by prices policy with satisfactory consistency which could
thus be blamed for the fact that

a) structural transformation and adjustment to the market are slow,

b) owing to the maintenance of price subsidies economic power weakens again and
again,

¢) unjustified incomes come about in the processes of constant inflationary
pressure, because of which ulterior regulation becomes necessary; and this introduces
uncertainty into the economic environment.

As distinct from agriculture and industry, in the tertiary branches (construction,
services) the role of prices could not be asserted for a long time. In these sectors, even the
elementary (quantitative, organizational) conditions for price competition were missing.
With the introduction of price formation through tenders in construction, the widening
scope of small ventures and the lifting of price regulations in respect of a good part of
innovative services it has been only in recent years that steps have been taken in order to
activate the price function. This is the area in which prices policy after 1956 differs in the
least from that prior to 1956.

Related to the further development of the control system new and essential changes
are needed also in the price system. The Consultative Body set up next to the Economic
Policy Commission of the HSWP has already surveyed questions related to the require-
ments of socio-economic development and to the international division of labour. We
shall soon reach the stage of decision preparation, to be followed by legal regulation and a
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concrete description of tasks, together with the elaboration of the related economic
organization measures in order to implement in practice all that politics deems mature
enough for solution.

The Consultative Body discussed the document entitled “Further development of
the prices system” in May 1983. The document was prepared by a team headed by the
author.* The discussion clarified the main directions in the development of the price
system, although in several problems of detail further analysis is needed and solutions can
emerge only from further discussion.

The main direction for the development of the price system is determined
—similarly to 1980— by the economic reform of 1968. This statement holds even if
otherwise we have to acknowledge that the objective political and economic conditions
are today different in many respects: a) there is not a unified market nor can it come
about, b) the external market conditions are different as regards both socialist and
Western countries, ¢) the social and political constraints are stricter than originally
assumed.

The 1968 reform demanded of prices policy that it should bring about a system
of prices which would correctly guide enterprises in their economic decisions. Related
to this function, three criteria were determined for price formation: Prices should.

— take into account production inputs,

— consider the value judgements of the domestic consumer and the foreign
purchaser, and

— express government preferences.

The first criterion approaches the problem of price from the aspect of production
and expresses the fact that production entailing losses cannot—as a rule—be maintained
in the long run. Inputs must be recovered from prices or with the aid of budget subsidies.
The second criterion approaches prices from the side of the consumer and expresses the
natural phenomenon that prices cannot be abstracted from the utility attributed to the
product in its use. This utility is regulated in the case of products participating in foreign
trade by the foreign trade price. The third criterion approaches the price problem from
the aspect of the state (politics). The state is not neutral towards market processes. It
prefers certain processes while discriminating against others.

*The team worked in six groups: 1. Appraisal of the system of industrial producer prices and
proposals for further development, headed by Andrea Dedk 2. Further development of the price
system in agriculture and the food industry, headed by Jinos Mdrton. 3. Appraisal of the price system
in construction, headed by JOzsef Kdddr. 4. Prices and charges in the infrastructure, headed by Rébert
Hoch. 5. Further development of economic calculations, headed by Edit Jdvorka. 6. Relationship
between the financial and the price systems, headed by Attila Madarasi.

The members of the team: Andrds Ambrus, Akos Balassa, Béla Bérci, Andrea Dedk, Otté Gadd,
Istvin Gergely, Péter Havas, Rébert Hoch, Edit Jdvorka, J6zsef Kaddr, Béla Kdddr, Lajos Kébnya, Istvan
Kollarik, Yénos Lokkos, Attila Madarasi, Jénos Mdrton, Ferenc Nydrddi, Emil Nyul, Jinos Ori, Mrs. B.
Papp, Liszl6 Pongrdcz, Mss. F. Pora, Ldsz16 Rdcz, Sindor Sdska, Rezsd Scholz, Ferenc Szabd, Pil
Szilas, Mirton Tardos, Séndor Véndor, Jilia Zala,
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Supply behaviour

Let us scrutinize production, production inputs and even more the system of
conditions of rational enterprise behaviour and, closely related to it, the possibility of
judging the economic efficiency of production.

The Hungarian economy is sensitive to foreign trade. In such an economy almost
every productive investment project serves either export promotion or import substi-
tution. In such an economy exploitation of the comparative advantages of foreign trade is
the basic problem of economic growth. This is why consideration of the foreign trade
price seems to be perhaps the most important task in price formation. In an economy
sensitive to foreign trade the objective necessity of linking the domestic with the foreign
trade price derives from the fact that there is an organic relationship between economic
efficiency and international competitiveness on the one hand and between equilibrium,
the export potential and import substitution on the other.

It follows above all that, owing fo a relative scarcity in primary energy and
industrial raw materials, the domestic price should not be independent of the import
price. But the question arises how to take into account price differences appearing on
external markets between rouble and non-rouble prices. In this respect the price revision
of 1980 produced the change that, as against the earlier average social input, domestic
prices adjust in every case to non-rouble prices and the changes therein. In this respect the
price of crude oil is an exception. Here, the domestic price is lower, for the time being $
27/barrel, also because we deduct from world market prices the saving in freight charges
attained by the Hungarian economy by importing crude oil and natural gas through a
pipeline from the Soviet Union.

Several economists object to this shifting from the average price formed from prices
in different markets to the highest (marginal) price. [1] It happened because of the
following considerations: 1. the import quotas of fuels and basic materials could not be
increased for some years now within the CMEA, or only for contributions to investment.
In some cases the quotas are even reduced. 2. In the price system of CMEA cooperation a
world market price basis is applied. The shift to a gliding price basis has accelerated the
keeping up with world market price changes. 3. Fuels and basic materials can be procured
from within the CMEA only at daily world market prices. 4. The price can adequately
guide in economic development only if it reflects price relations characteristic of the
increment of imports. 5. In the price calculations of users raw materials and primary
energy have to be taken into account—as by their world market competitors—at import
prices of the non-rouble market. Thus, the international valuation of domestic products
expresses the valuation of domestic labour performance.

All that justifies that the domestically applied valuation method of natural
resources should be maintained.

The orienting function of prices has also been improved by the fact that, beginning
with 1980, the producer price of manufactures is either directly linked to world market
export or import prices, or indirectly, through specific rules of the game.
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But rational enterprise (supply) behaviour assumes an adequate system of calcula-
tion which basically differs from the traditional system of socialist economic accounting.
The attributes of calculation change if this is not done for the information of central
planning but serves rational enterprise decisions.

Two features of normative cost accounting should be stressed. One is that costs not
occurring in reality, or not to the prescribed extent, also have to be accounted as costs:
Among them we find costs a part of which the state withdraws as taxes from the
enterprise for the purpose of forming central financing sources, as happens with the
depreciation allowance and the technological development fund. Another property of
normative cost accounting is the principle of adjustment to average costs. To put it more
exactly, in traditional price formation the formula of cost plus profit relies on the
principle of average cost. The cost normatives are regulated according to general
conditions.

Such a system of cost accounting almost demands a gross system of settlements
with the budget. Thus the enterprise may get into the loss danger zone even if the price
exceeds marginal cost. It follows that the profit and loss account may show a loss even in
cases when the budget withdraws funds from the enterprise exceeding that.

In the given situation of the enterprise economic calculation means a combination
of factors of production and the pattern of production. The enterprise combines the
given factors of production (or those to be acquired) and confronts them with price
receipts in order to attain the greatest result. The difference between economic
calculation and price calculation obtains particular' importance when a considerable part
of decisions should be directed at exploring to what extent and with what product it is
worth better exploiting production capacities through increasing exports or the domestic
production of hirtherto imported products. According to economic calculations this is
advantageous as long as the additional price receipts attainable through the sale of
additional output cover, in addition to the variable (proportionate) costs also a part of
fixed cost—assuming that the fixed (constant) costs of the enterprise are retumed from
the price receipts of products turned out with the earlier lower exploitation of capacities.

According to the prevailing prescriptions the enterprise may apply any kind of
economic calculation in its economic efficiency, profitability and planning computations.
But the official prescriptions relating to price calculation and price formation for various
reasons restrict the differentiation of overhead and profit among the main markets
(western exports, socialist exports, domestic market). Differentiation of costs and profits
between products for domestic sale and for export cannot serve as a basis for applying
unduly high producer prices relative to the domestic prices of the products already
traded. The profitability of exports settled in currencies other than the rouble must not
be improved by shifting overhead costs onto domestic sales. Therefore, e.g. the industrial
firms selling abroad on own account cannot distribute costs according to the ability to
bear overheads when computing the profitability of non-rouble exports.

Thus, although initiatives have been taken in order to spread economic calculation
ever since 1968, it could not be organically fitted into the system of enterprise decision
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preparation. This deprives the economy of important reserves that might serve to improve
the foreign trade equilibrium.

Since we have maintained several elements of the calculation and financial systems
prior to 1968, the starting point for the further development of the price system can only
be that enterprises should form their opinion on whether the market price of their
product or the price of related products suits them, or with production expansion of
what composition the firm’s results can be improved with prices attainable on the market,
not on the basis of the price calculation (price formation rules) prescribed by authorities,
but on that of economic calculation.

Rational enterprise behaviour cannot dispense with a regular comparison of its
products with those of its competitors. It is justified and useful to perform this
comparative analysis of important export articles both from the technical points of view
(design of the product, production technology, technical and quality parameters, gross
and net material consumption, the time spent on individual production operations, the
degree of cooperation, size of series, etc.), and from the market aspect (delivery
deadlines, scheduling of partial deliveries, replacement of parts, services, instruc-
tions for handling, technical advice, frequency of complaints, goodwill, references,
freight differences, advertisement and marketing, commission fees, the customs
duties and other administrative rules of the buyer country). In this manner losses
can be explored in detail which arise from the higher domestic costs, or from the usually
lower export prices of the Hungarian products than those of foreign products. In the
knowledge of the factors of losses it becomes clear where and what should be changed,
the eventual additional costs of necessary internal measures can be assessed and this can
be confronted with the realistically expectable additional results attainable through more
rational cost management and a more advantageous export price. »

Comparative analyses of such a nature and the practical measures following it have
to become organic elements in enterprise management. The practice of explaining losses
derived from poor performance, in a simplifying manner, by discriminatory measures has
to be abandoned. The improvement of international competitiveness demands enterprise
behaviour closely familiar with the production and marketing method of competitors,
and able to adequately exploit them.

Consumer preferences

The assertion of consumeér preferences in a socialist planned economy gives rise to
the most complicated problems, although one should imagine that in a socialist
socio-economic system production based on needs can be realized in a more natural
manner than under capitalism. The role of the consumer in price formation depends on

— the extent to which demand determines supply policy, further, on

— the possibility of price bargaining.
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The economic reform of 1968 produced basic changes in the system of regulations,
but it only slightly changed the institutional system of the economy and the structure of
enterprise organization. The monopolistic organization of supply remained almost
untouched, in fact, in conformity with the prevailing ideas of the sixties, in industry,
economic reform was preceded by organizational integration.

In addition, the 1968 reform did not consistently implement the shift from a
supervision-oriented vertical organization to a marketing-oriented horizontal organization.
The vertical organization can, in fact, only be justified if the hypothesis of the perfection
of state planning holds fast. According to it planning solves every problem on macro-level;
the remaining task on the micro-level is to fulfil the plan. Experience has convinced us
that this view is untenable. But a thorough analysis of the problem is still required of the
kind of changes that would be justified by control through economic instruments in the
institutional order, particularly in the organizational structure of enterprises.

Naturally, on the supply side, competition among products cannot be circumvented
which, at the present state of technology, obtains high importance if the hands of
enterprises are not bound by central material management when choosing sources of
energy and the structure of materials. Given a widening range of choice of commodities
competition now exists among investment and consumer goods. But this does not in itself
yield satisfactory results. The role of import competition and even that among domestic
enterprises has not, however, been significant to this very day. Beside import restrictions
import competition is made marginal—particularly in our days—by the high import duty.
Competition among enterprises has been for long restricted to those sectors where the
weight of industry in cooperative ownership is significant.

All that makes it understandable that the economic policy aiming at better
equilibrium after the economic reform of 1968 could not raise the consumer to the rank
held desirable on principle. What is perhaps the most important task of the years to come
regarding the control system is as follows by improving the conditions of internal competi-
tion the institutional order has to be adjusted to a marketing-oriented organizational
structure.

In the 1968 price reform it was the bringing about of a flexible price mechanism
that created most of the problems. Equilibrium disturbances had to be reckoned with.
What had to be prevented from the outset was that a flexible price mechanism should
lead to a runaway inflation. We introduced a mixed price mechanism, where fixed and
maximum. prices, upper and lower limits set for price movement, as well as free prices
exist side by side. The main problem of the mixed price mechanism was to identify the
strategic points which should be partially or entirely freed of the direct impact of market
factors. Three hypotheses were used to lay the foundations:

1. Officially fixed prices have to be used over a wider range of consumer goods than
of producer goods. In the sphere of consumption price forms were chosen in such a
manner that those goods and services should have a guaranteed price on which a
consumer of average income spends 50 percent of his expenditure. Projected to
subsistence costs this meant a price guarantee for 70 percent of expenditure.
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2. Officially fixed prices should be used more widely in cooperative agriculture than
in state-owned industry. This was justified by the following:

— The macrostructure of industry is determined by the existing structure of
establishments from the outset, and the process of structural transformation is regulated
with a high degree of central control by the development policy outlined in the plan. As
againts that, agriculture possesses the property that the structure of production can be
changed over a wide range by micro-level decisions.

— The basic wages of industrial workers are guaranteed by the state, while the
incomes of agricultural workers are regulated by prices and taxes corrected by budget
subsidies.

3.1In the state sector of the economy, apart from basic infrastructural services, the
impact of the market value judgement has to be ensured to maximum extent first of all in
the materials processing. The strategic points of officially fixed prices were therefore
identified in the range of energy and basic materials. At the same time, we set out from
the assumption that the prices formed in industrial cooperation are regulated backwards
by the price of the end product.

While keeping the main principles in view, between 1968—1983 the range of goods
and services traded at free prices gradually expanded. The ratios of price forms are shown
in Table 1.

Table 1
The ratios of price forms in sales, early 1983
(percent)
Official Free

Industry (incl. food processing) 20 80*
Construction 75 25
Agriculture 63 37
Transport 27 23
Other 15 85
Total material production 30 70
Material production excl. industry 58 42
Personal comsumption 43 57

*Of which S0 percentage points are covered by competitive
pricing.

Over the next few years a widening of the scope of free prices is contemplated in
construction and in personal consumption. In construction this may attain 100 percent,
in personal consumption 70 percent. It has to be added, however, that the stabilization
mechanisms (unfair profit, obligation to announces price rises), will constrain the
enterprise price bargaining within limits, as they have done in the past.
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Political and social preferences

The scope of political and social preferences and the mode of asserting them is one
of the most debated questions of price policy.

Between, 1946—1951 these were mostly restricted to public services. They were
complemented—within a relatively narrow scope—by preferences applied to industrial
articles, mainly those related to bringing up children. All these were so-called direct
preferences built into the consumer price system. As against them, the coming about of
new consumer preferences between 1952—1968 was rather a consequence of the freezing
of consumer prices. The so-called indirect preferences came about depending on changes
in the producer (procurement) prices. Their wide assertion was a consequence of the
rising level of producer prices, as a result of which several consumer prices involved losses.

Because of the large deviation of consumer prices from value the 1968 economic
reform could not make it its immediate aim to put consumer prices onto a value basis.
The general opinion was that consumer prices proportionate to producer prices could be
introduced over a period of 10—15 years. But the transition to input-proportionate
consumer prices has never been taken to mean that budget price subsidies should be
completely eliminated.

In keeping with the long-term directives of the development of the price system the
following should be ranked among consumer price preferences for social reasons:

— Products and services serving basic.cultural, health and social purposes. In this
sphere preferences may even expand or tend towards becoming free, depending on the
economic situation.

— The price of basic (staple) foodstuffs may remain preferred (free of tax) even in
the long term.

— The charges for the most important—not substitutable—services, housing rents,
passenger transport charges and fees for communal (public) services may be such that
changes in input relations must be adjusted to periodically, but they may be lower than
set level of socially necessary inputs even in the long run.

— Price deflections will be maintained the purpose of which is partly to secure
government revenues, partly fo restrict the rate of growth of consumption. Prices will be
set higher than the level justified by inputs for some articles such as alcoholic beverages
and tobacco in the future as well. The same holds true for luxury articles and also serves
to restrict the too fast expansion of motoring.

In some cases the dpplication of prices deflected upwards from input may serve also
the redistribution of incomes, if such prices are applied to articles purchased mainly by
higher income groups, or by foreign visitors.

Even a deliberate, lasting preference does not amount to freezing prices. Changes in
inputs may make it necessary that consumer prices keep up. It is still a task waiting
solution to outline more closely where it is expedient to keep up with changes in inputs
as an ongoing process, where an approximation is sufficient, and which are the areas

Acta Oeconomica 32, 1984



30 B. CSIKOS-NAGY: DEVELOPMENT OF THE PRICE SYSTEM

where separation of the movements of the two kinds of prices can be maintained
according to the prevailing practice.

According to computations performed at the turn of 1978/79 abolishing certain
budget price subsidies would raise the consumer price level by almost 30 percent. These
computations were then related to the preparation of the price changes implemented on
23rd July, 1979. This measure was an important step towards introducing value-propor-
tionate consumer prices and involved a 9 percent rise in the consumer price level. Other
measures have been taken since then.

In the course of said computations performed at the turn of 197879 the subsidized
products were divided into two groups because of the export surplus necessary on
account of liquidity problems of the economy and in order to preserve international
solvency. The first included those which affect the Hungarian citizens, as e.g. housing
rents or reduced transport charges, as well as services which are mainly used by Hungarian
citizens. Those which are more closely linked to foreign trade or to invisible exports were
placed in the second group. In this group electric energy, fuels, chemicals and foodstuffs
are of major importance.

This grouping is important from the viewpoint of the order of abolishing the budget
subsidies. At any rate, between 1984—1987 significant further steps have to be taken in
the interest of shifting to value-proportionate prices, although it is hardly likely that a
complete solution of the problem can be made the task of these years.

The agricultural price system

In the past quarter of a century Hungarian agricultural price policy has relied on
ideas (and will probably continue to rely on them in the future as well), that had been
formulated after the abolition of the compulsory delivery of agricultural produce and
then at the time of shifting to the system of free procurement and the socialist
reorganization of agriculture.* At times concepts such as the world market price [2], the
agro-industrial price parity [3, 4, 5] and the fitting of budget subsidies into the price [6,
7] also emerge.

World market prices ceased to regulate the European agricultural structure decades
ago. It was not fortuitous that after the Second World War the European Common
Market emerged with the introduction of a Common Agricultural Policy, the introduction
of regional prices significantly exceeding the world market price level and essentially
deviating from them in respect of relative prices.

The agricultural price scissors lost much of their edge with the coming about of
worker-peasant income parity. Under such conditions price parity involved, as a matter of

*As a background of the document: ““Az drrendszer tovabbfejlesztése” (Further development of
the price system) the Research Institute for Agricultural economics surveyed views on the agricultural
price system and listed 46 works discussing agricultural problems.
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course, the requirement that agriculture should be taxed proportionately to industry, the
procurement prices should be raised expressly in order to improve the ability to pay tax.
This, however, would amount to a radical transformation of traditional industry-centred
taxation, invoking concomitant social tensions.

Those emphasizing that budget subsidies should be included in prices sometimes
forget that there are specific problems that can hardly be solved by prices. Thus e.g. in
branches with long production cycles extra-price subsidies have generally proved to be
efficient incentives for maintaining and developing production. In cooperatives working
under unfavourable natural conditions it is only specific support than can prevent the
flight of manpower.

Discussions on concepts should be correctly interpreted. In agriculture and food
processing about 30 percent of the value produced, and a large part of the increment, are
exported. Therefore producers should be guided by prices to the possible maximum
extent concerning the absorptive capacity of the world market for agricultural products
and changing prices at which there is a possibility to sell the products. Efforts should also
be made not to deform the cost structure by extra-price subsidies, that is, it should be
ensured that our international competitiveness and its limits can always be properly
estimated.

Owing to such and similar reasons, our agricultural price system will change over
the next few years, much as in the past quarter of a century, by ongoing adjustments.
Hungarian price policy wishes to promote the development and international adjustment
ability of this sector which will remain important for our country in the future as well.

In discussions about the agricultural price system two problems have come to the
fore in our days. One is the profitability of the main and the complementary production
lines, the other the relationship between the procurement price and consumer prices,

In 1982 33 percent of the value of gross output was derived from complementary
activities in the wake of the free development of industrial activity in the agricultural
cooperatives. But a production tax is levied on such activities, thus only about a quarter
of the profit derives from complementary activities. It is usually mentioned how
unfavourable the economic position of the cooperative sector would be if it did not
carry out industrial activities. This gave rise to the demand that the procurement prices of
agricultural products should be set exclusively according to the cost-profit relations of the
main activity. But we must not move in this direction. A liberalized *handling of the
complementary activity relies precisely on the consideration that it should secure
complementary income first of all in those cooperatives where, on account of adverse
natural conditions, the income level would be low. It is also as a result of the activation of
complementary activities that an improvement has to be attained in the international
competitiveness of agriculture and the food processing industry.

A more organic link between the procurement price of agricultural products and
the consumer price of foodstuffs seems important since a market value judgement
becomes stronger in the food economy. As in industry, we have to abandon an approach
in agriculture as well, which believes that it is possible to make decisions on the
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production pattern and development merely by using material and technical criteria,
expecting that the financial burdens can be taken by the budget independently of the fact
whether the product can be sold on the market at an appropriate price.

The industrial price system

The attention of most Hungarian economists is centred on industrial price policy,
more precisely on competitive price formation. There is much criticism, but little that is
new and useful. More precisely: criticism played an important role in the discussions
preparing the decision, but a good part of it could have been written even before 1980.

Let us start with the fact that in 1979 the majority opinion was that the conditions
of shifting from a cost plus to a competitive price system were absent. [8, 9]. Yet the
bulk of criticism since 1980 does not object to the competitive price system but to its
stimulation, and to the exceptions. A realistic evaluation of the competitive price system
is rendered difficult by the fact that sometimes the rules of the game are rather wilfully
interpreted the deviations from which should be interpreted as exceptions. The opinion
was expressed that the exceptions amounted to a return in price formation to the formula
of cost plus normative profit [10, 11, 12, 13]. Everyday experience will however
convince everyone that a compromise in the direction of cost is of a transitional nature
different from price formation based on the principle of cost plus. Who could deny the
change that occurred in the evaluation of enterprise work which is expressed also in the
fact that the transitory exceptions—which are not, contrary to general belief, of a large
number—are made with mutual commitments. The gap which was created by the cost
plus profit price system between the reasoning of enterprises and the dependency of the
Hungarian economy on the world market is being eliminated.

In the debates of 1979, and later again and again, it was said that in domestic price
formation the import price should be the main regulator instead of the export price [14,
15]. Keeping up with import price cannot be done, because:

—We only import a few ten thousand of the several million kinds of products
produced. Thus we would not make a real but computed external market prices the
centre of domestic prices which would burden price formation with the insoluble
problem of indentifying both finished and intermediate products. ;

— It would expand the keeping up with prices (relative prices) in the relation
between domestic and foreign trade prices to products in addition to natural resources:
thus it would paralyze the natural function of prices which decrees that in the range of
domestically sold products price should reflect domestic demand and supply.

It should be emphasized that with the 1980 price revision we intended to provide
the basis for internationally justifiable standards of performance. True, the price system
fulfils this function defectively partly because of rigid rules of price formation, and partly
because of the exceptions to be made also on this account. But we cannot attain the
formation of a more up-to-date price system by exchanging the present methods of price
formation for new kinds of simulation methods.

Acta Oeconomica 32, 1984



B. CSIKOS-NAGY: DEVELOPMENT OF THE PRICE SYSTEM 33

The document drawn up on the further development of the price system puts it as
follows: The concept of a domestic competitive price influenced by international trade
prices relies on the assumption that we can attain long-term economic objectives (the
raising of living standards, and the economic growth necessary for this), only if the price
is built into the regulatory system by asserting real functions (guidance, stimulation,
equilibrium). In the absence of sufficiently powerful domestic competition prices can
only fulfil such functions if everywhere, where this is possible, they shape within the
limits of international (foreign trade) prices. As a result the domestic price will suitably
display the actual internationally acknowledged efficiency standards, permitting
comparisons, and mediating the structure-shaping effect of effective demand.

By putting industrial prices under the control of international competitive prices
the price system has taken upon itself a function that can be carried out to a satisfactory
extent only under the conditions of developed market relations, and full internal and
external economic competition. In the absence of these expectations can be met only by
complicated prescriptions, by circumscribing the rules of the game of price formation,
adjusting to foreign trade prices in a simulation model. We knew already at the time of its
introduction that the simulation procedure can only be of a transitory nature, since every
regulation not supported by real conditions soon shows more and more of its
disadvantageous features.

All that makes it obvious that the way of further development can only lead
through the improvement of market relations. Therefore, an economic policy organically
belongs to this concept, which strengthens the conditions of internal competition in both
the competitive and the non-competitive areas, including the enhancing of import
competition indispensable in the competitive field.

The price system of the building industry

Basic changes have to be attained in the price policy regarding investment. A part of
the accumulated social product is directly engaged in material production, another part
increases the capital stock of the non-productive branches. It is on this basis that we
usually distinguish productive from non-productive investment.

With non-productive investments (schools, hospitals etc.) the value of the project
can be derived only from actual inputs, since the product does not become a commodity.
It is generally the system of tenders which acts as an effective method to ensure that
actual inputs conform to what is socially necessary.

The situation is different with productive investment projects since they become
commodities. But they are particular commodities. Their use value lies in the fact that
they can be used for commodity production. It follows, however, that socially necessary
input can only be determined in an indirect manner, through the cost and price relations
of the products turned out as commodities by the project. If the input in a commodity
produced with the new capacity is greater than with the majority of already operating
capacities, the investment input, or part of it, is not justified, it does not become part of
the value.

This organic link between investment and commodity production mostly shows
only if a reconstruction is carried out in an operating establishment or if the organizer of
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the investment is at the same time responsible for production. But, looking back over a
long period, it has been established practice that the two have become separated precisely
in the case of the most important investment projects. It is characteristic mainly of these
that the time of completion is longer, costs are higher and the result smaller than planned.
Since the lack of sensitivity to time and costs is particularly significant if the designing
and exécution, investment and production functions are sharply separated, investment
price policy can be improved only in harmony with the transformation of the
instutitional order.

In modernizing the institutional order the greatest emphasis has to be placed on the
further development of the organizational system of the building industry. A rear-
rangement of the organizational structure to conform to needs is just getting off the
ground. In building related to maintenance complex enterprises have been founded;
several affiliates and a large number of small ventures have come about. Modernization of
the organizational system and internal operation mechanism of the construction and
designing enterprises has to be continued and the number of small and medium
enterprises must be increased.

The price system of constructions has to be transformed parallel to these measures.
Price regulations based on Construction Cost Calculation Norms have hardly changed
since the fifties and they do not respond to the requirements of industrialization and
technological change that took place, nor to the properties of a construction mostly of an
assembly nature. It is expedient to develop the price system of constructions further in
the direction that prices should be determined by the building organizations themselves,
in agreement with the firms commissioning the building. An enterprising (competitive)
price system should be set as a long-term objective [16, 17, 18, 19, 20]. If adequate
conditions are secured, competition between entrepreneurs will create price relations
stimulating the raising of efficiency, and activate the supply behaviour of enterpreneurs.
The income positions of entrepreneurs and prices express the actual efficiency relations,
mediate the structure-shaping impact of demand and, in general, promote the
coordination of demand with supply.

Closing remarks

There have always been and there still are economic units that have been shown —in
a peculiar way— 7o be non-viable in any kind of possible price revision, and yet we secure
their operation by budget subsidies. On the basis of the experience of several decades it is
worth summing up a few conclusions concerning them. 1. It seems that in an economy
where the structure of production and its commodity pattern did not come about under
direct market impacts and commodity automatism, where the demand lacks reality, that
the shaping of structure should be coped with in a normative financial system, without
exceptions. 2. The structure-orienting role of price has diminished on a world scale in the
extremely complicated political and economic structure of our times, and no country can
behave indifferently towards strengthening protectionism.
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Nevertheless, more resolute steps than at present can be taken rowards developing
an efficient structure. The risk of social conflicts has to be taken in their interest.

The price system has to be judged as a part of the process in economic policy that
started in 1979 following a resolution of the CC of the HSWP, passed in October, 1978
and which is continually enriched by ever newer elements. In this process the
development concept of the price system and the price mechanism is 1. progression
towards competitive prices in production, and 2/harmonization of the living standards
policy with a rational consumption pattern.

We have reached a point in the development of our price system where every
further step demands increased caution from the viewpoint of the ability to centrally
control the price level. In 1968 we shifted from the system of official prices to the mixed
pricé mechanism so that we can relatively safely control the price level. This can be
attributed to the stabilization mechanisms built into the price system. Among them the
obligation to make calculations, including the centrally regulated order of cost accounting
has distinguished importance, as well as regulations related to unfair profit, and the
obligation to announce intended price rises in advance. All that is complemented in
manufacturing by the adjustment of the domestic price level and the average enterprise
profit to changes in export price levels and export profits.

Thus, from the points of view of both the formation of an efficient production
structure and the evolution of a marketing policy to serve international competitiveness it
seems that the underpinning of rational economic calculation is the most important and
most urgent task. For this, however, a normative cost accounting system has to be
abandoned which, for the time being, remains the most important information base of
price control.

International experience warns us that every major step towards a market price
automatism, not satisfactorily supported by equilibrium and market forms, eliminates
rational elements by introducing a new irrational element through the price-wage spiral,
as a result of which anarchistic phenomena may appear as well. Therefore, now and in the
future, we have to work out the tactics of a series of steps linked to safeguards and
proceed along a carefully thought out line of progress. It is on this basis that we have to
set the way for improving the competitive price system.

The initial steps will at any rate be taken already in 1984. In competitive price
formation we shall abolish of the double constraint on price level and profitability the
one relating to the latter, wherever the measurement of the price level has been
adequately solved and the market situation is also satisfactory. But it is also contemplated
to create a club of enterprises operating under satisfactory conditions where, with a larger
enterprise autonomy encompassing also wider spheres of management, and by inserting
an import price constraint, a market price system might be implemented.

The extensive spreading of economic calculation is rendered difficult today also by
the fact that the demand for information on the part of the central authorities is immense
and its satisfaction forces, as it were, the enterprises into maintaining a system of
accounting and calculation beside which there remains no power and inclination for
introducing a radically different system. Thus the basic problem is how to provide
foundations for the central demand for information ensuring that its attributes should be
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regulated by the rational guidance of enterprises. In other words the whole system of
economic accounting and bookkeeping should be harmonized with the principle of
economic calculation.
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JAJIBHEWIIEE PA3BUTUE CUCTEMBI LIEH
B BEHI'PUU

B. YUKOII-HA1b

B Hacrosiuiee Bpems B BeHrpuu BeneTcs NoAroToBKa HOBOT'O 3TaNla B PA3BUTHH CHCTEMBI HAPOJHOXO-
3AMCTBEHHOTO yNpaBjieHHsA. B paMkax 3To# paGoTel BeAETCH KDUTHYECKAsl OLEHKA JAEHCTBYIOIIEH CHCTEMBI
LIeH H pa3paboTKa HOBBIX npeaoXeHHWH. I'pynna skcrepToB, KOTOPO# PYKOBOIH AaBTOD CTATHH, BECHOMN
1983 r. MHCbMEHHO HM3JI0XKHJIA CBOM BBIBOABI M NpeJiokeHus. Ha OCHOBE 3TOTO JOKYMEHTAa B CTaThe
paccMaTpHBAETCA ONBIT QYHKIMOHHPOBAHHSA BEHTEPCKOW CHCTEMBI LIEH 332 MHUHYBLIYIO YETBEPTh BEKAa M
OCHOBHBIE 0OCOOEHHOCTH M3MEHEHHH, KOTOPBIE NpeAnoIaraeTcs BBeCTH 0kojio 1985 roaa.

OCHOBHYIO JIHHHIO Pa3BHTHS CHCTEMBI LIEH ONpEeIsIOT NPHHUMIE! pedopmbl 1968 r., XOTS ceromus
OOBEKTHBHBIC MOJHTHYCCKAEC M KOHOMHYECKHE YCJIOBHA BO MHOroM HHbre. Llenb pegopmbr 1968 r.
3aKJII0Y4J1aCh B CO3IaHMM TAKOH CHCTEMBI LIEH, KOTOpasA NPaBHJIbHO OPHEHTHPOBAJIA Obl IPEANPUATHS B
TPHHATHH XO3AHCTBEHHBIX pemenuif. [lia 3TOro cucremMa JOJKHA YOOBJIETBOPHTH TPEM KDHTEDHAM: a)
YYHTBIBATD W3/IEPXKKH MPOM3BO/ICTBA, 6) OTPaXaTh OLIEHKH OTEYECTBEHHBIX MOTPEOUTENIEH U NOKynaTeeH
3a pyGexoM, B) OTpaxkaTh MOJHTHYECKHE W COLHMAIbHBIE MPEANOYTEHHA.

M3 3aBHCHMOCTH BEHIepCKOH 9KOHOMHMKH OT BHELUHEH TOPrOBJIH CIEAYET, YTO BaXKHEHIIHM M3 ITHX
KPHUTEPHEB ABJIAETCA yYET BHELIHETOPrOBOM LEHbI, YBA3bIBAHHE BHYTPEHHHX H BHEIUHHMX UeH. BecHHas B
1980 r. T. H. CHCTEMa KOHKYPEHTHBIX LIEH XOTeNla AOCTHYb 3TOM IEeJH 110 CYIECTBY JIMIIbL CTHMYJISAIMEH
COOTHOILUEHHH LEH BHEILTHETO PHIHKA C TOMOIIIBLIO XKECTKHX BEOMCTBEHHBIX IIPAaBHJI LIEHOOOPa30BaHMs, 4TO
€CTECTBEHHO, NPHBEJIO K Pa3HOOOpa3HO MOTHBHPYEMBIM JIbITOTaM M HCKJIIOYEHHAM. [ToCTaBHB LEHBI Ha
OPOMBILIEHHYIO MPOAYKIHMIO MOX KOHTPOJb IIeH MEXIYHapOJHOTO PhIHKA BEHIEPCKas CHCTEMa LEH
JOJDKHA OTBEYaTh TAKMM TPEOOBAHUAM, KOTOPBIM MOXHO YIOBJIETBOPUTD B yIOBJIETBOPHTE/ILHOM CTENEHH
JIMILB TIPY HAJTHYMM PA3BUTHIX PRIHOYHBIX OTHOILEHUH, IOUTHHHON BHYTPEHHEN M BHELLHEN 9KOHOMMYECKOH
KOHKypeHuuMH. [T03TOMY OYEBHAHO, YTO MNYTh [AJBHEHINErO Pa3BHTHA MOXET BECTH JHMILb 4YEpe3
aKTHBHM3aLMIO PLIHOYHBIX OTHOIEHHH. C 3TOM KOHIEeNMelk OpraHuYecks CBS3aHa Takas 3KOHOMHYECcKas
[OJIMTHKA, KOTOpas B PABHOM CTENEHM YKPEIUIAET yCJIOBHA BHYTPEHHEH KOHKYPEHIHMH KaK B KOMIETHTHB-
HOM, TaK H B HEKOMIIETHTHBHON 06J1aCTAX BEHIepCKO# 3KOHOMHKH, BKJIIOYAS OXHBJIEHHE HEOOXOAUMON B
KOMIETHTHBHOH 06/1aCTH KOHKYPCHIIHH CO CTOPOHBI HMIIOPTHBIX TOBApOB.
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SMALL ENTERPRISES IN HUNGARY -
MYTH AND REALITY

T.LAKY

Beside the individual producers of goods and services—like the artisans, the
household-plot farms 1n agriculture, the lease and contractual operation of commercial and
catering units—as from January 1st 1982 small economic units may be established in
Hungary also in the form of partnership. The article analyzes the identities of and
differences between these organizations called “small enterprise”, the ratio of the
organizations and their membership, and the socio-economic factors restricting their
economic role.

The statutes providing for the setting-up of small business units functioning in the
form of company (partnership) which private enterpreneurs may form came into force in
Hungary on January 1st 1982. A new term was thus introduced and the comprehensive
name used for the several possible forms is small enterprise.

Types of small enterprise

Forms of individual enterprise did exist in postwar Hungary also earlier. The
traditional artisanry is the most common one. Now about 100 to 110 thousand private
artisans are active mainly in the sphere of services and also produce small volumes of
goods expanding the range of choice (shoes, clothes, leather goods, chemicals, plastic
products, etc.). The so-called household-plot farming done by workers of large
agricultural farms (cooperative and state farms) is significant: these small farms produce a
considerable share of the meat, poultry, fruit and vegetable output. It is established
practice in home trade to let small shops and small restaurants by contract or lease for
private running.

Two years ago the partnerships, i.e. small enterprises, were added to the chances of
individual business. They may pursue a broad range of business activities. (They are only
disqualified by law from a few spheres of activity such as mining, insurance, banking,
real-estate agency, foreign trading.)

Business partnerships may organize themselves in several forms, the following being
the most important ones:

Civil Law Partnership (Hungarian abbreviation: PJT) Although statutorily this form
had existed for a long time, it was restored to life by the new regulation. Its members
must be not less than 2, the maximum is not specified. Also a legal entity may be a
member. Its setting-up is contingent upon financial contribution by members, without it
only a person whose professsional knowledge is required for the given activity is entitled
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to membership. The contribution of property made in money and in kind suitable for use
is transferred into collective ownership, i.e., for collective use. The partnership also may
employ non-members. The wealth of the partenrship and the profit produced by its
activity are disposed of by the members: they may divide or invest it by autonomous
decision. A 40 percent tax is levied on the profit originating from the functioning of the
partnership (except the following, each liable to 3 percent tax: those having concluded
contract to run enterprise sections, tenants of commercial or catering shops of state
enterprises, and partnerships of private retailers);” members will pay tax in proportion to
their individual incomes. Loss or bankruptcy of the partnership is a personal risk of the
members,

Business Partnership (Hungarian abbreviation: GMK) The most important differ-
ences between the PJT and the GMK are the following: only natural persons may be
members of the GMK and membership is limited to not more than 30 persons. Personal
involvement in work is compulsory. A GMK may not pursue commercial activity. The tax
payable by the partnership is only 3 percent.

Enterprise Business Partnership (Hungarian abbreviation: VGMK). 1t is actually the
same as a GMK with the only difference that its membership is limited to the workers or
retired workers of a given business organization (enterprise, cooperative, budgetary
organization). A preliminary approval of the enterprise leader (manager) is required for its
setting-up. The VGMK may not engage employees. The VGMK pays a charge to the
enterprise for the use of means and equipment lent by the enterprise. The financial
liability of VGMK members is limited to the financial contribution to and incomes earned
in the partnership.

Specialized team of industrial/service cooperative: this is an organization working
in the framework of the cooperative, with specified independence of self-management
and business activity and with independent economic accounting. Its setting-up requires
not less than 5 persons but there is no ceiling on membership. The specialized team is not
a department of the cooperative and their relations are laid down in bilateral agreement.
The parent cooperative, however, is responsible for the activities of the team and it will
be responsible with its total wealth for the losses if any. (For this reason the autonomy of
functioning and the scope of accepting liability of the specialized team are also rather
limited.)

AFESZ specialized team. In principle it is the same as the specialized team of the
industrial service cooperative but this form is attached to the agricultural consumer and
sales cooperatives (AFESZ). It is set up when its activity is not agricultural in natnre;in
this case the taxation of the team corresponds to that of the dominant industrial or
service activity, that is, the same 3 percent as of the others.

Both colloquially and statistically, the small-size state and cooperative units like
small enterprises, affiliates and small cooperatives are classified together with the
afore-said small ventures working in the form of partnership. They, too, were formed by
force of the statutes of January 1st 1982. Howerver, their setting-up and principles of
functioning do not differ from the earlier rules concerning organizations set up by the
state or by cooperatives, except that they may keep simpler accounts and enjoy some
facilities as regards the rules of management.
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Although the two years of functioning of small enterprises are tempting for
evaluation, this paper has not been written with the intent of casting an account. All the
more as from the nearly a dozen of forms only two will be treated in detail: the business
partnership (GMK) regarded a private enterprise and the enterprise business partnership
(VGMK) functioning within the economic organizations of the state and cooperative
sectors. Although these two forms amount to almost 90 percent of the new small
organizations working in partnership form, I would not dare to venture a comprehensive
assessment of small enterprises because I have found that the most important and still
valid characteristic of these two years is the extraordinary changeability of phenomenon.
It is impossible to foresee the direction of the trends of the various processes even for a
span of one or two months. (For example that the number of the civil law partnerships
that were started as the most popular form of small enterprise isbelow 200 and that
practically exclusively graduated persons of the liberal professions are interested in it —or
that after half a year of hesitation the number of VGMKSs abruptly increased.) Therefore
it cannot be estimated either what consequences will intensify in one month or two: the
desirable or the undesirable ones? As it usually happens with new trends, once again
there are too many yet unseen circumstances that affect things (eg. the “receptivity” of
the economy, the trend in large-enterprise interests, changes in the equilibrium between
purchasing power and available commodities, the degree of differentiation of personal
incomes, etc.) each of which may cause different public atmosphere, strengthen different
circles and entail different economic policy measures. All the above demand enormous
precaution even in the handling of available facts. Therefore I will try to present only a
few, apparently more lasting trends in the socio-economic role of the said two forms of
small enterprise, as much as facts now permit. I will try to be as factual as possible,
hoping that mere facts will answer a large number of questions and doubts by themselves
and eliminate a few myths fabricated out of arguments of enthusiasm or anxiety that
envelop small enterprises in Hungary today.

The anticipation

Although the practically uninformed public opinion was not quite aware of the
meaning of names put into circulation (and it is probably still not quite aware, although
news about them have been poured by the media for the last two years), the preparatory
apparatuses and policy-makers expected that by setting up small business units to be run
in new ways and in the form of partnerships a substantial step would be made toward
launching several kinds of desirable changes in the functioning of the economy.

As far as it can be summarized on the basis of the different proposals submitted and
of the arguments of informative and preparatory lectures held to collaborators of the
government and party apparatus, the economic policy considered the small and flexible
units capable of prompt response to any demand primarily as a means of improving the
standard of living. It was assumed that the said units would be capable of and ready to
significantly increase the range of choice of consumer goods, satisfy many sorts of
demand for services, as well as to organize such activities in the spheres of both
production and consumption which the traditional organizations are unable to carry out.
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This way, by easing the shortages existing in the most different fields of the economy and
showing the most different forms (ranging from services for the population to labour
shortage suffered by big enterprises) the troubles of the economy could be diminished
and the living conditions of the people could be improved. It was primarily precisely this
socio-economic objective that justified the calling into being of the small enterprises.

At the same time the existence of the small-size units organically fitted into the
envisaged structural transformation of the industry and it was hoped to gradually
establish a network of small and medium-size establishments to complement and fit into
the activities of big enterprises as a “background” required for the rational production
and flexible management of the powerfully centralized socialist industry.

The small organizations were also hoped to become the means of providing new
jobs without burdening the state budget and to thus help solve employment problems
which different strata (e.g. new graduates in some professions and those with secondary
school leaving certificate who do not go to higher education) suffered from and which
became chronic in some areas of the country and in a number of counties.

Though with a certain ambiguity, expectations were also formulated that part of
the wealth or income of the population would be rechannelled into production, instead
of being spent on sometimes wasteful consumption.*

It has become slowly discernible from the number, activities and functional
characteristics of the different small enterprise forms set up through two years that
although something was started, it was in many respects different from what had been
presumed (whether this is good or bad is hard to state as yet) and achievements were very
modest.

Figures are changeable and by now there must have emerged new small
organizations in each form and a few dozens must have ceased to exist. Let us
nevertheless see the latest available summary data to get a general idea.

The following reference figures are given for appreciating the order of magnitude:
the number of members working in the more than ten thousand small units represents less
than 2 percent of employees in the national economy, that is, 98 percent of those
employed do not participate in small ventures. Also the majority of those belonging to the
two percent have kept their jobs with the original employers so that they spend their
leisure time in the small enterprise.

This should be sufficient to dispel one of the most general myths of contentedness
(“this is a country of enterprise”) and to relieve the most general worries of two years ago
(““the small enterprises would drain the workforce from big enterprises™).

Irrespective of their number, the forms of small enterprise can nevertheless play an
important role in the life of the economy. However, in order to form an idea about their
actual socio-economic role as well as to-confront new myths with reality, we must take a
closer look at the different forms classified in one family by the collective term “‘small
enterprise” but-practically showing very few kindred features. It is one of the sources of
the, mostly erroneous, ideas about the small enterprises to assume common characteris-
tics whereas differences are more predominant in many respects.

*This idea has been widely reiterated since the paper of A. Hegedi.s and M. Mdrkus published in
Hungarian in 1978 [1] See also e.g. [2], [3].
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Table 1
Number of small enterprises and their members in August 31, 1983
Form Units Membership

Partnerships Number Percent Number Percent
PIJT (civil law partnership) 188 1 1035 1
PJT, managing given sections of enterprises under

contract 10 31
PJT, managing commercial or catering shop of state

company by lease 172 1 301
PJT, keeping retail shops 229 % 481
GMK (business partnership) 4184 31 24 186 20
VGMK (enterprise business partnership) 7:933 56 75 271 61
Specialized team of industrial/service cooperative 972 7 21611 18
AFESZ specialized 1ecam 229 2 481
Total 13 517 100 124 397 100
Small establishments
Small companies 180
Affiliaties 83*
Small cooperatives 204

*59 of this number also function in the form of small company.

Similarities and dissimilarities

Before indulging in the peculiarities of the business partnerships and enterprise
business partnerships (GMK and VGMK), I attempt to give a summary below of the
general and common characteristics that are, at least till now, typical of every form.

I consider the following to be essential similarities: a) Each form appears to be
suitable for achieving the basic objective, i.e., for easing service and commodity supply
shortages, diminishing the anomalies of the economy and thus improving the living
circumstances of the population. b) Their flexible adaptivity adjusted to demand is due to
their small size; all of the new business units functioning in the new form are small.* The
presence of relatively small-size business units is indispensable in the economy: by their
dimensions they represent an essentially new and the most acutely missing form in the
organizational system of the economy and especially of the industry. c) Their setting-up
and functioning is legal and regulated by law. This important common parameter

*At least relatively. As it was shown in the presentation of the different forms, the staff is
statutorily limited only for the GMK and VGMK. The staff can amount to any number, even one
thousand persons, in the other forms. Also about the size of the small enterprise the statute merely
states that “as a rule, its staff will be smaller than of enterprises of similar activities”. The same is valid
for the small cooperatives.
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demarcates those working in the new forms from the still greater camp of illegal,
unlicensed and untaxed people performing similar activities whose lasting viability is due
to chronic shortages. d) The functioning of new forms is based mostly on the use of
leisure time. In about every form (except affiliates, small companies and, partly, small
cooperatives) the participants work in the “small venture” after having done their daily
work in their full-time jobs. This significant extension of working time in the hope of
extra income, which used to be typical mainly in agricultural production and in the
building industry, has become a way of living for members of further groups of the
population. Using part of leisure time as working time is mutually attractive for those
profiting from their knowledge in extra work as well as for those demanding that
knowledge and working time. On the other hand it is obvious that the transformation of
leisure into working time is an employee behaviour and not that of an entrepreneur, i.e., a
simple carrying on of the habitual strategy of living and way of life.

I find that two of the dissimilarities of these enterprise forms are essential: a) It is
probably the most important point that from the new forms only the PJT and the GMK
can be considered private enterprise while every other form is a unit belonging to the
state or the cooperative sector. That is, from the total of the organizations statistically
regarded as uniform, one-third are private companies and about 20 percent of the
membership belong to them.* The great majority of organizations and membership act as
part of the state and cooperative sectors with corresponding ownership relations; except
in small cooperatives, members do not invest capital into the organization and do not
own the means of production. b) Differences are most considerable according to the
extent to which a given form qualifies an enterprise. When the notion, in accordance with
classical specifications,** implies autonomy of organization (independence from direct
state control and from other business organizations, a criterion which I find to be a
particularly important mark of distinction; the pursuing of profitable business activities,
that is, a choice between business acts depending on profit (in the broad sense); the risk
run in the hope of profit (the loss of personal investments made and occasionally of
personal wealth held and income earned by the parties in the enterprise); furthermore,
their freedom of decision on the profit (whether to invest or use it); moreover, their
freedom of decision on the whole enterprise (whether to keep it running or to wind it
up); then the forms named “small enterprises” can be classified in at least three major
categories: enterprises, quasi-enterprises and non-enterprises. As a methodical analysis of
the existence or lack of the different criteria of enterprise cannot be given here, I will
simply summarize the conclusion. Only the main missing criteria will be referred to in
stating the differences.

Enterprises are, in principle —in the sense of undertaking— within the bounds of
statutes, the PJT, the GMK and the small cooperative where the criteria of enterprise are
present.

*T. Sdrkozy purports [4] that “from the organizational point of view it must be endorsed that,
contrary to the original economic-political hypothesis, the majority of small enterprises have been
formed actually on the ground of public ownership.” Sdrkdzy namely assumes that “most of the small
enterprises develop integrated in the internal mechanism of socialist enterprises. . . Thereby a new way
has been opened for internal enterprise organization.”

**The most commonly used definition concerning modern enterprises is the one of Schumpeter
[5]1 who depended on Max Weber in his fundamental statements. See e.g. [61, [7].
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Quasi-enterprises are the small enterprises having only partial autonomy of
organization; they are set up by the transfer of equipment owned by the state, their
managers are appointed by senior officers and workers are paid their wages irrespective of
the result of operation, etc. According to the notion used by me, the production
organization subordinated to economic control organs or to other business organizations
with respect to organizational and business activities can not be considered enterprises or
only inasmuch as their given status of dependence allows business activities “‘on basis of
market opportunities and accounts” (M. Weber), i.e., the option of acting as indicated by
expectable profitability.

Non-enterprises are the affiliates (which are actually the parent enterprise’s
“enterprise” as the parent enterprise controls the affiliate’s equipment and profit,
exercises employer’s rights over managers and workers etc.); the relations of lease or
contracting (since although the tenant and the contractor are entrepreneurs in their
person, yet do not dispose of the equipment of the proprietor organization, from the
organizational point of view the unit is not autonomous, the investment of the tenant is
of the nature of guaranty and not of capital, etc.); the VGMK, the specialized team of
industrial/service cooperative (organizationally, it is not autonomous but can be formed
from active and retired workers of the enterprise and its formation requires enterprise
approval; their equipment is owned by the parent enterprise; members do not risk either
their investments —as there are none— or their personal incomes but only the amount of
income for which they work in leisure time).

Further significant differences are occasionally exhibited by the sphere of business
activity depending on the social affiliation or standing of members. Intellectual service,
for instance, has found frameworks under the influence of many local, occasional
circumstances; it is a less relevant point whether its form happens to be PJT, GMK, small
cooperative or VGMK than the social standing of the persons engaged in the given
activity, as determined by their qualification as well as by the business relations that hate
been and can be formed through the general employer (designing, organizing, or research
institute). Similarly marked differences are shown by VGMKs formed in the state-owned
large-scale industry, in the building industry, and in other sectors.

Social and economic features of the different forms

Before a review of the most common form of private enterprise the GMK, I should
like to make a short reference to PJT (Civil Law Partnership), the other form of private
enterprise association. The PJTs are typically communities in which intellectuals of the
capital city are doing intellectual work —many kinds of designing, organization and
computer services. (There are very few rural ones.) The membership is recruited from a
rather definite stratum, usually of graduates. This form used to be originally attractive
because, amidst measures of several intstitutes banning small enterprise, the formation of
a PIT did not require approval of the employer, furthermore because, unlike in the case
of GMK, membership is not limited. It also seemed that to form a small cooperative the
investing of capital and the buying of shares was needed. For this reason the PJTs only
needing the cost of association and then relying on knowledge as intellectual capital were
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the quickest to come into existence. The speed of their increase was only surpassed by
the spreading of their name and the general public first identified small enterprise with
this three-letter abbreviation. And although PJT has become a household word, this
form lost much of its initial popularity especially because of the high tax on the
partnership and many of them were transformed as early as in the first year into GMKs or
small cooperatives with much more advantageous taxes (often with formal shares of small
denomination.).

GMK (Business Partnership)

The most popular form of private enterprise. With its 4200 organizational units and
a more than 24.000 strong membership, it represents the second biggest share in small
enterprises after VGMK.

However, the ﬁgures showing its spreading will at once shrink in the mirror of
comparisons; for Example in the same period five times more, that is, 120.000 private
artisans were working in the country (even if part of them only at a fraction of capacity
as pensioners or part-timers) and the blank areas of unprovided regions indicate that this
number is not enough.

Also the majority of GMK members usually keep their original jobs as the PJT
members do. In the first half of 1983, 25 percent of the membership i.e., less than 4000
persons) worked as full-timers for the GMK; this percentage amounted to 23 in the case
of the 2000 employees.

According to activities the GMKs can be classified in three groups of approximately
the same size. Those providing intellectual services are, by their major socio-economic
parameters, obviously akin to PJTs. Also the GMKs organized for the purpose of
miscellaneous services of a baffling multitude of colours (matchmaking, teaching of
sports, organizing of parties etc.) are in many respects similar to the above.

The most promising ones are those engaged in industrial activities: these about
1300 small organizations are the hoped-for units of the “background industry” of the
economy and they enlarge the number of the so badly missed small organizations. There
are also other aspects from which this category is the most noteworthy one. For example
this is where a trend of economic importance has unfolded, even if in modest dimensions:
the investing of money into production instead of using it for saving or personal
consumption. These small organizations namely need capital to function: workshops,
machines and money to buy materials.

It is understood from different sources —for example from data of a narrow survey
by means of questionnaires, among the members of the small-enterprise section just
formed within the Chamber of Commerce, from conferences held with GMK managers
and experiences of personal interviews— that though capital required for starting had
been collected, it was far less than what would have been required for “the assets that are
expected by the given activity” and either money or confidence or both were not
sufficient to acquire the necessary assets. However, thanks to regulation issued in due
course and permitting to form an untaxed development fund, most of these new
enterprises are willing to spend part of last year’s profit on technological development
and especially on buying machines. If they were available.
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As I have found, the line of industrial activity a GMK selects depends not only on
the starting members’ professional record but also on their social standing. It is too early
to construe types, still the characteristics of several typical groups are taking shape and
precisely according to social strata.

One and perhaps the-meost important category is that of highly qualified experts
belonging to the top of the profession and also aware of the international development
trends. They are enterpreneurs in the best sense: they wish to enter into the market with
top quality products, and devotion is as typical of them as are talent and the desire to let
hard work be acknowledged in terms of money. Some, not too many, of them already
gave up their previous jobs in the socialist industry., Sometimes because they were
harassed. (“‘Originally all the seventeen of us started in the GMK as part-timers and now
eight work tor it tull-time. ‘This has happened so in part by necessity because we were
molested a lot at the company. I had worked as a recognized chief of a section for 29
years and had always been treated as a perfectly dependable and competent expert. Now
I was forced to choose and I had to leave the enterprise.” —Engineer.) Others happened
to quit from state industry years earlier because they got fed up with the clumsiness of
the inert big organization. I met a GMK formed of promotion engineers whose members
first “founded” a complementary industrial section of a cooperative farm to subsequently
replace this relationship born by emergency by going independent and forming the
GMK. (By the way, already three products of theirs won grand prix and golden medals at
fairs.) The head of another GMK, another promotion engineer, had worked for many
years as chairman of an industrial cooperative. He first obtained a license to manufacture
his own patent in the capacity of artisan then formed a GMK with a few of his best
skilled workers and his successful product is now being manufactured in this form.

Probably the quitting of such individuals is the reason of anxiety expressed by some
authors for the state-owned large-scale industry. I nevertheless feel it is unfair to blame
the small enterprises as trouble-makers. It is namely shown by data that in the past two
years not more than one hundred or two of the several tens of thousands of the technical
brainworkers at big organizations have resigned because of the GMK. The leaving of
experts certainly causes difficulties for the given enterprise. I still do not fear for the
“braindraining” of the state industry but much rather for its continued inability to make
the most of the talents of people employed in it. Moreover: the loss suffered by one
company or two is probably more than compensated by the benefit of the national
economy which the activity, unleashed from strictures of big organizations, is willing and
able to give in products, quality and terms of delivery.

Today it seems that small communities of top experts bestowed with high
engineering knowledge, with their fewer restrictions, more daring risk-taking and quicker
responsivity to internal and external demand than the big organizations, might be
pioneering in the development of a more demanding, advanced and up-to-date
commodity pattern in several fields.

GMKs formed by, or with the participation of, artisans represent another
characteristic type of GMKs engaged in industrial production. Although in 1982
numerically not many were formed (at most 500 of the 75.000 private artisans joined a
GMK) in the first months I had thought this to be one of the most promising forms. It
seemed that such teams would be able of instantly answering the demands of the
large-scale industry since the workshops of artisans were, at least partly, fitted with the
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necessary technical equipment and also the willingness and practice of organizing business
activities were present. Today I find that the GMK has still not become popular among
artisans. Perhaps partly because the artisans themselves have been granted better
opportunities, for example the staff of a private workshop may come up to 13 persons
including members of the family and employees, and many GMKs work with less people
than that. On the other hand they have been geared through the past 30 years to be
cautious: they do not trust either the collective forms or the durability of present-day
opportunities. (For instance it is typical that about no one joining a GMK gave up his
trade, artisan’s activity and business circle though this is only partly attributable to
precaution, the other reason being the chance of increased income.) Moreover: the great
majority of artisans adopt the mentality of the craftsman and not that of the
enterpreneur, they prefer safe orders assuring solid living and would rather do commission
work requiring high technical standards for the large-scale industry. The latter, however,
still keep on the safe side in placing orders: they maintain the old relations established
with an artisan but are reluctant to extend relations to GMKs.

A further characteristic type is the GMK consisting of two, three or five persons of
some specialized knowledge, recruited from qualified skilled workers. Most of them are
doing industrial service: maintenance and repair of the many kinds of special equipment
of the large-scale industry, ranging from boilers to geodetical instruments. Such teams
have been called into being mostly by the clumsiness of the national service networks.
Occasionally the GMK members work in the same service company. The basis of
enterprising is the specialized professional knowledge and leisure time which they are
willing to translate into money, satisfying at the same time urgent needs of clients.

Engineers, artisans, skilled workers. It is already apparent how different the
meaning of enterprising for them is and how different services they offer to the economy
according to their respective social standing. It may be of relevance for social
self-recognition if we can, as it is planned at our institute, get to know more about the
social differences whereby also economic acts are determined.

Thus the intent to maintain the employee status is typical of the two forms of
private enterprise, ie., most of the PJT and GMK forms: to keep belonging to the state
and cooperative sector (for the sake of either the security of existence or because of the
business relations that can be formed through it). The majority of private enterprises
apparently do not want more than that at the moment: they want to become neither
really “private” nor really “enterprise” which includes both the freedom and the hazard of
self-employment. Especially as long as the socio-economic consequences of going
independent are so uncertain. They have become part of the myth anyway: offices and
the colloquial language already talk about them with a touch of thrill or appreciation as
of the “small enterpreneurs” of the socialist establishment.

As noted above, beyond the special “enterprises™ of this special “private sphere”
every other form has been organized in the frameworks of the state and cooperative
sectors. The most numerous, the VGMK, the working team that active and retired
workers of the enterprise (business organization) may form, has been exposed to vexation
from inside and outside ever since its creation.
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VGMK (Enterprise Business Partnership)

According to the most widespread belief the enterprise teams are supposed to have
formed in industrial enterprises. This misbelief that often influences administrative
standpoints is probably fed by the name.

The majority of VGMKSs, however, were not created in state industrial enterprises
but in organizations belonging to other sectors of the national economy (research
laboratories, state farms, design institutes, service companies and even cooperative farms).

More than 7000 economic organizations are functioning in the country and VGMKs
were formed in 1250 of them (it even happens that there are 100 at one single place!) but
this is only 17 percent of all the economic organizations. It could also be said that in 83
percent there are no VGMKSs. More closely, from the about 1600 business organizations
of the state and cooperative industry, VGMKs formed in 439 (27 percent) but none in
the others, more than 70 percent.

The order of magnitude of staffs also belongs here: the majority of active earners,
not less than 4 million from the total of 5 million, work for economic organizations. The
membership of VGMKSs is less than 2 percent of them. Their share is not big in the parent
organizations either: it is about 5 to 10 percent of the total staff.

Numerous hopes and doubts have been formulated about the VGMKSs, within the
industrial enterprises in the first place. The hopes were laid down first of all by those
participating in codification and preparation. As it had been presumed at that time,
VGMKs would form within enterprises where idle capacities and insufficiently engaged
workers existed. There, through the VGMK, that is, the joint venture of workers and the
company, good use could be made of both to the benefit of the general public and other
clients. Moreover, even greater changes were imagined: “the massive forming of VGMKs
might affect the structure and conditions in the establishments. They would develop
large-scale production organized from below upwards, transform the typical big enterprise
layout of ‘manufactures within the same fence’ and would by necessity call forth
cooperation, the basis of large-scale production.” In the internal conditions thus
transformed, “from the point of view of control not only the company but also the
community in it will be the partner”, that is, the VGKMs would produce pluralistic
conditions.*

The doubts and arguments, also meaning the large-scale industry, came from all
directions: worrying for the health, leisure time and culture of VGMK workers; worries
for the consequences of the unplanned outflow of wages: suspecting that VGMKs might
use “stolen” worktime and labour power for production and that “might” be missing
somewhere else; worrying for wage tension in the enterprise, and so forth.

The sharpest objections have remained hidden from publicity till now., However, as
I have found it, there are two camps within about every organisation and although till
now the opinion supporting the teams (te., the one represenung the official economic
policy) could assert itself, there do exist stubborn disagreements and polemic papers are
circulated confidentially.

*This opinion is represented by 1. Csillag [8].
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Although the crossfire of objections is focussed on the VGMK, it is quite obvious
that, as a matter of fact, the real object of the discussion is no longer the VGMK but the
interests of the business organizations, their staff requirements and the possibility of
engaging supplementary staff while avoiding wage regulations, the practice of paying
wages for full-time work vs. other working times, that is, one of the toughest problems of
the whole economy. This is indeed the one where a solution must be found.

Several facts questioning both the hopes and the doubts are still worth knowing
about the VGMK.

1. However, permissive we are about the criteria of “enterprise”, it is clear that,
except for those engaged in the building industry proper, the VGMKs do not possess any
of the criteria of enterprise. Their organizational dependence is obvious: their formation
requires approval of the manager and normally they may only work for their own
company. Their formation does not need capital (the amount of about 1000 forints
pooled to cover the costs of formation is not supposed to be considered a “capital
investment”), they have no choice of client nor of ordess, and their autonomy is limited
to accepting or refusing to perform an activity for a fixed sum which the company
accepted. Nor can they invest their income into the “enterprise” and they risk nothing
but, at worst, the loss of income that can be earned in leisure time. In the present form
the VGMK is not an enterprise but merely a contractual relationship between a company
and its workers for carrying out some given task and the names “enterprise business
"partnership” or “business team” are only substitutes for “work brigade”.

2.1t follows also from the above that it is hardly reasonable to attach ideas to
VGMKs working with industrial enterprises like the following: “small-scale and large-scale
activities coexist and cooperate” or “‘the VGMK is a collective enterprise inside the
enterprise”*. It is also evident from regional data that the enterprises that took the move
are not the ones with excess capacity or workforce but big enterprises claiming to suffer
labour shortage mainly in Budapest and in bigger industrial centres have availed
themselves, to their own advantage, of the opportunities offered by the VGMK; they
want to profit from the extra working time their workers have to sell. Their workers are
quite frequently forbidden to accept external commission. (In a good part of the cases
this is unrealistic anyway, as the knowhow of the workers cannot be used without the
technical equipment, special materials and the given technological process of the
industrial enterprise.)

3. Instead of the predicted and hoped-for internal structural transformation there
has not happened more than assimilation of the VGMK to the large-scale plant and its
moulding into the pyramid of division of labour controlled from the top. I could quote a
large number of examples from forbidding to form a VGMK which the enterprise did not
consider necessary for its own purposes up to the compulsory keeping of records
indicating even the working hours of members and revised by the enterprise. The given
structures of organization are preserved rather than transformed by the VGMK in its
present-day form. ;

It has also become quite obvious that the trend of the anticipated pluralism could

*See on this subject the recently published book by I. Kaldsz—Gy. Szepesi [9].
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not assert itself in the frameworks of the given economic system and, at least within the
narrow bounds of business, the VGMK cannot become a suitable agent of change.

What were then still the achievements through the VGMKs?

1. In the light of data of activities, the majority of VGMKs (55 percent) are engaged
in industrial activities; another 20 percent do intellectual work and 19 percent work in
construction.

The VGMKs engaged in building deserve to lead the list especially as they have met
the expectations attached to VGMK the best. Many, though not all, of them represent a
joint venture of the enterprise and its workers: the workers work on buildings with
machines and equipment lent by the enterprise—for a rent!—mostly on Saturdays and
Sundays, contributing to the satisfaction of the invariably great demand for building and
maintenance. It is part of the many kinds of benefits of their work that they satisfy real
public demand and mostly drain the purchasing power of the population.

The majority of the intellectual VGMKs were formed in research, development and
planning institutes, and they, too, work on outside commission. Although the interests of
their “parent organizations”, the institutes, might give rise to a variety of doubts (e.g. it is
possible that one of the arguments in favour of the activities of VGMKs originates from
the wish to preserve the present large sizes), but without the VGMKs, many tasks that are
important elsewhere would undoubtedly be refused.

The VGMKs engaged in industrial activities are active in every field of the national
economy, ranging from the processing plants of state farms through bus garages and
hospitals to hairdressers, and perform a big variety of work, in which mechanical
engineering is dominating. It seems that the chronic shortage of qualified workers in
several trades and the shortage of parts that are relatively easy to manufacture could be
quite easily solved by the additional employment of a few dozens of workers in this way
instead of doing that in overtime which is more rigorously regulated.

According to estimated data about 40 percent of the VGMKs in industrial
enterprises work in the main line of production to accomplish the planned, sometimes
export, tasks and make up for the missing workforce. About 50 percent perform services
related to production (from maintenance to cleaning), often replacing external
cooperation that would cost the double. About 10 percent perform intellectual work.

VGMKs have been sporadically formed for tasks so far not attended to at the
enterprise (recovery of wastes), and even more sporadically for working on outside
commission, not for their own enterprise.

VGMKSs performing industrial activity, with all the inconsistencies of this form,
and the occasional and ostensible violations of rules governing working time or wages,
considerably alleviate the disturbances of the economy, decrease shortages as well as the
secondary tensions. (Unfortunately, the benefit of smoother running and of damage
prevented can at best be felt but cannot be measured, as against the outflow of
purchasing power wich can be calculated with high accurarcy and which, owing to its
measurability, may become a stronger argument.)

2. It has been revealed by our scrutiny that the VGMKs in industrial enterprises are
usually formed from the most competent and reliable workers. If I want to give a portray
of the most general type I could give the following list of the main characteristics in brief:
skilled worker, about 40, working at the enterprise for 17 or 18 years, who already
belonged to a higher wage bracket than the average because, by virtue of his age and
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experience, he ab ovo had higher basic wages and earned at least one and a half time the
average in his own enterprise inclusive of overtime, special task premia and by contracting
for a second job. There is a greater variety but this type has been found to be the most
common.

The typical membership of VGMKs of industrial enterprises consists of top workers
of the enterprise on whom the quantity and quality of production always strongly
depended.*

The performance of this staff is acknowledged as excellent and offers marvellous
examples for rational work organization. Over and above the excellent performances
based on the knowhow, experience and readiness of selected men, perhaps one of the most
important lessons of their work is the importance ot being ready for and capable of
organizing the work independently. It is absolutely sure that the same ought to be given
more freedom to assert itself also in full-time work.

In my opinion one of the anxieties is justified in the present economic situation of
the country, namely, the outflow of more purchasing power than planned. However, its
extent—and the trends of many other symptoms—cannot be safely predicted from
available data. Although the outflow of money can be controlled by restrictive measures
against VGMKs, we would very likely lose more than gain owing to the reproduction of
economic disturbances and shortages.

The dominating form and the typical behaviour

Up to now two conclusions derive from the data and the socio-economic
parameters: 1. Of all forms the most widespread one is the VGMK which was expected to
be a joint venture of the enterprise and its workers but which actually functions as a mere
work brigade. When the specialized teams of industrial and service cooperatives showing
very similar traits are also included (this similarity was first noted by Gy. Varga [11])
then the two of them represent 63 percent of the new business organizations and 79
percent of the membership. 2. Instead of the entrepreneur attitude, the employee
attitude has remained to be typical:a few tens of thousands of people, mostly brain work-
ers and skilled workers, offer their labour power, knowledge and leisure time for sale in a
legally institutionalized manner.

Except the small enterprise, the affiliates and the small cooperative which are
full-time jobs in this respect, the above is characteristic of nearly the whole membership
of the new small organizations.

One cannot but try to guess the reasons why just that and so much has come true
of the changes the green light was expected to bring about. Beyond apparently simple
reasons some guidance may be also given by a few cicumstances indicated by the research
work done by ourselves and others.

I am alluding to three mutually amplifying circumstances, namely, the employee

*G. Kertesi and Gy. Szirdczki [10] use the term ‘“elite worker” for the circle I name top
workers. I find this an important distinction because those I would consider as “elite” according to
their key status at the enterprise and their income, are not VGMK members.
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attitude, the public repercussions to small enterprises and the economic conditions under
which they function.

The employee attitude

It is a wellknown and traditional employee strategy of life trying to sell one’s
labour power without attecting the individual’s social status. Income originating from
extra work done at the detriment of leisure has always played a big role in improving
individual living circumstances and the case is the same today. At a conference held in
Spring 1983, Gyorgy Szepesi, showing a laudable sense for sociology, gave an analysis of
the forms of extra work the different strata and groups of workers traditionally perform
as well as of the circumstances that keep this ambition—or sometimes exigency—alive.
Mainly young people are forced to undertake extra work, if there is any, to earn the costs
of buying a home and furniture and of founding a family.[12]

Although there is no exact information about the standard of living and goals of
people participating in small enterprise, a few data are already available. Two sample
surveys covering the whole country [13, 14] dealt with incomes earned after full-time
work. From the point of view of this subject only one aspect, namely, the ratio of people
undertaking extra work, will be stressed. The data of the two studies are in agreement.
According to data of a sample survey of 1500 persons covering the population in working
age, 55 percent of qualified workers, 50 percent of semi-skilled workers and 47 percent of
unskilled workers do some amount of extra work inside or outside their work place or
sometimes in both ways.

According to the other one covering the working young people, the rates are as
follows: extra work is done for additional income by 30 percent inside and by 26 percent
outside the work place. The dominating forms are overtime inside and, for 55 percent of
the interviewed people, some job corresponding to professional knowhow and qualifica-
tion outside. (Neither of the surveys inquired about the time input of extra work,
whether it was 10 or 100 hours a month, nor about the amounts of money made.)

We cannot assess as yet how much the circle of people translating leisure time into
profitable working time increased as a result of small enterprises, and especially not for
those belonging to other social strata. Our until now scattered findings which hold mainly
for the VGMKSs show that those joining the teams come mainly from the same circle: from
those who have always been ready to work more. This is indicated by on-the-job case
studies* as well as by the data recorded for the whole country by the National Office for
Wages and Labour.** On the other hand: many people who found that their secondary

*Since its formation, our team set up in the Munkaiigyi Kutatdintézet (Research Institute for
Labour) has dealt with small enterprises with special respect to relations between the new forms and
the socio-economic environment. In two years a number of studies and case studies were prepared
analyzing especially the GMKs and VGMKSs in minute detail.

**In Spring 1983, the Regional Department of the Allami Bér- és Munkatigyi Hivatal (National
Office for Wages and Labour) collected with the help of the labour administration of counties data
about at least three parent organizations a county having VGMKs. On the same spot they interviewed
at least 3 VGMK members and 3 non-members each, asking them to answer particular questions. [15]
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incomes were sufficient (mainly owners of household-plot farms) did not take the chance
of becoming a VGMK member. (15 percent from the 41 percent who voluntarily did not
join a VGMK said to have already had an other secondary income.)

A good many of those wishing to benefit from their working capacity have not and
probably will not ask for more than additional earnings. The same is indicated by their
financial goals. 35 of the about 160 VGMK members who personally answered the
questionnaries of the Office worked for a home and the majority simply for maintaining a
standard of living which the family was accustomed to. (This naturally covers a big
variety of individual situations and objectives from single mothers raising children to
keeping up a comfortable way of life.) Buying or keeping cars was mentioned as a goal
only in three answers showing that the majority would do more work for quite basic
necessities.

Our samples only cover VGMK members and, by strict statistical standards,
neither of them would be found representative. I suppose, however, that the answers
given by VGMK members in every county and formed in the most different organizations
as well as the uniformity and plausibility of their financial goals are sufficiently verified
by our daily experience.

The fact that the employee strategy of life is a fairly general one is indicated also by
the income strategy. Although some are addicted to work day and night for more money,
much more people would be satisfied to make as much money in the VGMK as they had
earned earlier in secondary jobs outside the enterprise. There are also people who do not
mind to earn even less than their earlier income outside the enterprise had been, given the
advantages of doing the extra work at the enterprise. In other words: it is a reasonable
probability that most of the persons participating in small enterprise and especially in
VGMKs are interested merely in the chance of extra income which they can earn without
a change in their social status and which they consider to be sufficient.

Among those working in the other forms, usually only those changed status whom
circumstances and in particular the pressure of their immediate environment at the place of
work forced to make a move. Very few people turned from employee into self-employed
entrepreneur just because they found it attractive. However, the ambiguous repercussions
of society did not make it easy in their case to leave the job held in the state or
cooperative sector.

The repercussions of society

The response of the general public to small enterprises was studied by two surveys.*
Both of them were recorded in the first months of 1982, moreover, the one conducted
among the youth was started already in December 1981 at a time when public opinion
could hardly sense anything. It was typical of both that the majority of interviewed
persons, relying on the knowledge they had, identified the small enterprise mainly with
private artisanship, having a private taxi cab or keeping retail or catering shops under

*The result of the poll made among young people is contained in the work of L. Szahd, (op.
cit.) [14]. The study prepared in April 1982 by the Section for Public Opinion Polls of the Research
Institute for Mass Media is reviewed by K. Farkas in her paper [16].
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contract, that is, the advent of private ventures was postulated. It is all the more
remarkable that 52 percent of the interviewed young people said they would like to
venture some kind of small enterprise and another 24 percent supposed that “many
people must be inclined to do it.” 58 percent of those interviewed thought that small
enterprise was compatible with socialism. Most of them were of the opinion that small
enterprises (as they meant them) would promote the solving of economic problems,
furthermore, that the standard of services and supply could be thus improved.

Four months later in a questioning of adults 92 percent of the interviewed
supposed that small enterprises would be beneficiary, Most persons expected better
supply and services, a wider range of choice and better satisfaction of demands. (Only a
few of them, however, expected any substantial.improvement in the situation, ie., a
palpable decrease of shortages, competition for buyers and diminishing service prices.)

Thus, according to these data, public opinion did not take a negative stand but was
looking forward to the small enterprises, assuming that their activities would improve the
living conditions.

However, the members of the small enterprises that were set up had to face the
response of their immediate environment and not the general view or the “public
opinion”. This response depended on the form of their organization in the first place. I
have found that the new forms like small enterprises, affiliates and small cooperatives set
up in the frameworks of the socialist system of organizations did not provoke any special
curiosity. Practically only members of forms considered private enterprise, namely, PJT
and GMK, as well as VGMK (although this latter one can hardly be regarded as private
enterprise) experienced unwelcoming attitudes of the closer and broader social
environment, many kinds of small offices, bosses and colleagues.

During the last nearly two years I got acquainted with numerous PJTs and GMKs
working in different fields. I found that about all of them had had a story. Many had
tried to find legitimate ways by obtaining licences as artisans, the sponsorship of an
AFESZ (General Consumption and Sales Cooperative), or a cooperative farm ready to
accept their activities as auxiliary line. Other groups or individuals had been, let us use the
common term, simply “privateering”. As soon as the opportunity was given they changed
from the earlier emergency ways to carry on their activities in some convenient legal

form.
It follows that all who formed a PJT or a GMK represent at the same time the

group willing to observe law and order, as against all others who have continued to keep
out of the bounds of legality offered to them and have continued to do moonlighting
work and make untaxed income. Still, those persons who were willing to work legally (I
could quote numerous conversations showing their strong preference for legitimate ways)
and who strengthen authority relations in society with their declared voluntary
obedience, were frequently exposed to rebuff they had never met in “privateering”.
While several high authorities granted them maximum individual support, they had
frequent conflicts at their work place with the immediate environment or potential
clients and similarly often they felt the aversion of officers working with higher organs.
Prejudices nurtured for many decades (though lately subdued) against ““privateering”
persons surfaced from open or hidden repugnance. The passion of stubbornly persisting
stereotypes is fed from their assumed quick accumulation of wealth and unscrupulous
profiteering. Aversive feelings occasionally precipitated as conflicts of no solution and in
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such cases the regular job was abandoned. They are also still quite frequently repelled by
potential clients, eg. industrial companies, saying that “no order is placed with privates”

In addition to the usually personal experience of conflicts they also meet the dislike
of those supposing that they only add to the variety of functional troubles of the
economy. Differences between small enterprise forms are typical also with respect to
public repercussions. Let us continue with the private enterprises. The stereotypical
prejudices often hdving dogmatic ideological background have, namely, become the
harshest against these small autonomous communities seeking buyers for their products,
services and capacities, thus trying to find their place in the functioning of the economy.
No wonder these stereotypes practically lack any postulation of a solid existence and way
of life established through honest work as well as any acceptance of the financial and
moral acknowledgement deserved by special knowledge or by undertaking special
hardships (worktime till night, stepped-up rate, sacrificing of weekends, etc.). Perhaps it is
not surprising either that the prejudices and worries became fixed in the reasoning of
members of definite groups of society much rather than in that of the “general public”.
According to the said research, young people were of the opinion: “he who works hard
deserves good earnings”. Many young people argued with grown-up sound reasoning that
“anyway, the tax system will not let people grow too rich”.

From the point of view of those concerned, who must be more susceptible to the
aversion of the immediate environment, negative opinions would at worst dishearten
them if their chances of functioning and the circle of customers were not affected. In this
way, however, their vital interests as well as their postulated role in the functioning of the
economy are blocked. Very little has been done to settle the social status of participants
in enterprises, for changing value judgments following from a given dogmatic approach
which has become obsolete from the point of view of social and economic development,
and for the elimination of opinions of inherent inconsistency which accept moonlighting
and refuse the licensed activity. Jend Andics correctly states that politics have given only
pragmatic treatment to the issue of small enterprises (I think is much more than nothing)
and that cannot substitute for a “careful analysis of the ideological challenge” [17].
Otherwise only the number of unanswered questions will multiply, and exactly in the
minds of strata with the strongest influence upon the thinking of others, while the old
answers, also advocating the socialist interests, are flowing freely through informal
channels. The building of confidence naturally requires honest work from the new
organizations and a way of life up to the socialist values and standards from members. I
have found that the big majority of persons chosing legitimate activity consider the same
to be their natural goal. The lack of confidence itself may work in favour of the hasty
exploitation of supposedly temporary chances and this in turn strengthens suspicion
against the ventures. Mistrust inevitably ends up in a deadlock unless it is eliminated.

Initially and at some places up to now, VGMK members, like PIT or GMK
members, were blamed for making money by ‘finesse’. But as their activities are
performed under the eye of enterprise opinion and the colleagues themselves can see that
they work usually with stern discipline, great intensity and often in all their leisure time,
malice and assaults were gradually tamed. (By the way, VGMK members personally
contribute to relieving tensions at some places, for example by the voluntary limitation of
their incomes. It was observed in the case of the best earning VGMK members that they,
restricting themselves, set a ceiling (of about 10 to 13 thousand forints a month) on their
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total income at the enterprise, so as to include the full-time and part-time earnings they
thought to be fair and tolerated by the public opinion of the enterprise. It would be
useful to know income strategies more thoroughly especially as these are at the same time
indications of the acceptance of assumed or real public values, and of observing social
standards by instinct or by voluntary will, and thus much could be revealed about the
tendency of the prevailing social consensus.

The VGMKs and especially the parent enterprises are apparently no longer worried
by the opinion of the immediate enterprise environment. They are haunted rather by the
recurring danger of conditions being changed from outside. (For instance by a directive to
the effect to pay the VGMKs from the wage fund of the enterprise.)

Economic conditions of operation

According to one of the widely quoted expectations, the small organizations could,
by virtue of their flexibility and adaptivity, prompt the big ones to compete. This may
happen some time but, for the time being, the small ones are battered by the daily
problems of functioning.

Relations between the private sphere, whereto from the new organizations the PJT
and the GMK belong, and the economic administration are—from the point of view of
obtaining the resources necessary for operation (money, means of production, materials,
labour)—obviously of a different quality than the relations of small and big organizations
belonging to and dependent on the pyramid of economic control both organizationally
and through the persons of appointed managers.

As a matter of fact, it was an objective that the small enterprises should be free to
determine their respective spheres autonomously and without subordination; they should
find out where their products or services are needed and make their own decision
between finding another sphere of activity or winding-up when that demand has ceased
out. This way their activities are located in a zone uncovered by state control — although
that zone is quite severely limited by a number of environmental conditions.

The starting capital for the ventures is not provided by the state (except for small
enterprises and affiliates) but it must be contributed mainly from the assets of members.
(The exceptions being that banks or innovative funds become partners through the
contribution of capital for the purpose of manufacturing products, generally inventions
or patent goods, which require substantial input but are also expected to sell very well.)

The experiences of two years, however, indicate that mainly such PJTs and GMKs,
postulating actual personal contribution, have been set up which required no or little
starting capital.

The activities suggest that funds must be invested only in organizations engaged in
industrial (27 percent) and building industrial (14 percent) activities while in case of
intellectual and other activities representing about 60 percent, human capital usually
substitutes for funds.

Whenever the start would need money, even if only for a while, the formal way of
raising credits has been till now a hopeless case. Except a few special cases like the joint
manufacturing and marketing of products based on inventions, there was actually no
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credit available to assist the majority of the private ventures working in routine
“background” industrial lines—as funds specially allocated for that purpose are missing.

In many countries big enterprises help the setting-up of small establishments by
transferring equipment and technology, sometimes also the state helps in direct ways,
through the allocation of starting capital and tax facilities. In Hungary, even lending is a
problem.

It is a considerable advantage from the point of view of establishing the conditions
of operation that the small enterprises may separate an untaxed development fund. They
have been found to make good use of this opportunity, especially those engaged in
industrial activities. But even if there will be a will to invest and buy machines, it will
come up against the nearly unsurmountable obstacle of the underdeveloped market and
insufficient supply of equipment. A new venture simply cannot afford the price of a new
machine — while the availability of second-hand machines is poor because the potential
sellers, the big enterprises, cling to their machines even if not used for years and written
off to zero value in their books. (An analysis of the fixed assets of the industry shows
that in the period between 1976 and 1982, when despite the containment of investment
the volume of fixed assets was steadily growing, the low, already 0.6 percent scrapping
rate kept on decreasing to 0.2 percent and the rate of scrapped machines was even
smaller.) [18]

It might be a solution to rent machines. Many small enterprises would much prefer
to pay rent for the occasional use of machines to buying expensive machines. In spite of
some sporadic initiatives, however, a renting system is not likely to be soon established.

Amidst the lasting or ad hoc shortage of different materials required for
production, which is a problem also for big enterprises, the small ones suffer multiple
disadvantages owing to their position and size.

The field where the small ventures are in undoubtedly better position than the big
ones is the availability of one of the resources required for functioning, namely, labour.
Especially as the small organizations, disinterested in increasing the staff for love, only
want the leisure time of their actual or to-be members whenever this is possible. And this
is quite a plentiful resource.

Relations existing between the small organizations and the environment receiving
their “outputs” is apparently more harmonic than in the case of resources. Although one
dozen small organizations or two are wound up every month, the products and services of
the majority are generally bought all the more as the number of small organizations is still
too small compared to the insatiable demand of the people and of production.

Owing to two circumstances, however, the market is confined to a size smaller than
it could be. The first one is the tax system whereby production is discouraged. The old
way which artisans have used for a long time, i.e., to suspend their activities in a given part
of the year so that their incomes should not exceed the limit of heavy progressive
taxation, is now also applied by the small organizations turning out the most successful
products. The tax of about 82 percent on an annual income over the sum of 200.000
forints, which restricted personal incomes, simultaneously set limits to production. The
wider limits of the new tax system will open the way for greater output.

The second circumstance narrowing the market is the receptivity of public
organizations and especially of state enterprises. In the course of our scrutiny many cases
of mutually satisfactory and strengthening relations were heard of—but firm refusals as
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well. I feel that fear from the appearance of corruption is the most important one of the
various reasons for the reluctance of state enterprises and institutions. Not only because
some persons would try to tempt an official in the interest of an advantageous contract,
but also because this temptation might grow along with the strengthening relations
between the two spheres. Especially as the market is inevitably created through personal
contacts. The “invisible hand” of Adam Smith, concerning demand and offer, means the
real well-known hand one can hold—this hand and the like help in establishing relations.
Indeed, where is a guarantee of integrity? As it is shown by the big international bribing
scandals, it is hard to provide protection against corruption all over the world. And still, it
is supposed to be the more promising way to consider rather as many offers as possible,
ie., to expand relations instead of knocking them down.

The relationship between small and big organizations is dominated by the attitudes
of the big enterprises. Their receptivity is the precondition to the establishment of the so
badly missing “background” industry and at the same time it can encourage the
formation of new small organizations.

Two important characteristics are shown by the summary of conditions of
operation:

On the one hand: the social and economic environment has given little incentive for
the functioning of the existing small organizations and for the formation of new ones; the
opportunities opened up by statutes have been strongly curtailed by environmental
conditions. The value of the status of these ventures is judged with uncertainty and
society watches their work with more suspicion than encouragement. Conditions are not
yet given for their integration into the economy.

On the other hand: partly for the afore-said reasons, the new business organizations
are cautious and distrustful. Distrust must be in the background of the caution in the
investing of capital and in the keeping of jobs. This is a natural behaviour, and it is also
due to past experiences. Generations are still alive in Hungary who saw how masses of
people lost their limited means produced in a life’s work or perhaps by the work of older
generations, how small workshops were wound up and how professional competence and
experience became unwanted. The present experience is not sufficient as yet to relieve
this distrust. The measures taken so far for the promotion of small ventures do not yet
transmit any safe guarantee for the security of existence.

People would like to trust but the building of trust needs undisturbed experience
through some longer period of time. Any step making the material conditions of
operation better would automatically contribute to greater trust.

The economic role

It would be easy to go enthusiastic and praise the marvellous economic adaptivity
of the Hungarian society with reference to ten thousand small enterprises—as well as to
give a sympathetic nod to any pathetic lament referring to the same small enterprises. But
I do not think that either way is right. Something has started but we are still far away
from the results hoped for.

Although there is some change in the field of services in the broad sense yet the
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contribution of new organizations is not too much. The lasting deterioration of the
situation was brought to an at least temporary halt by forms of individual enterprise, that
is, the lease and contracting introduced earlier in the retail and catering trade. It was due
chiefly to the increasing number of artisans that the demand for transportation of goods
and passengers could be better met, at least in Budapest. The number of artisans began to
increase also in other branches, although nearly 40 percent of the active ones work
part-time or as a second job. But the areas of shortage in commodity supply and services
only attracted a small fraction of persons associated in the new forms of enterprise.

If enterprising spirit and incentive fail to grow then the new organizations may for
long not be expected to contribute substantially to the alleviation of shortages and
especially not in spheres affecting living standards.

There has not been any appreciable change in the activities and organizational
system of industrial production either—nor is it likely to happen for the time being.
Although the two-way process (making independent units from factories of big
enterprises and trusts by higher decision and creation of small enterprises) caused some
change in the internal proportions of the notoriously overcentralized system of
organizations, the ventures developing in the environment of large-scale industry are too
sporadic as yet to speak about any satellite enterprises serving the large-scale industry or
about the emerging “background” industrial activities. Nobody reckons with rapid
change, nor does the rate experienced so far justify any hope for profound improve-

ment.* :
Nor have the problems of employment alleviated. The acute shortage of labour, the

fear from the migration of workers are problems especially of the large-scale industry and,
from the regional point of view, of the organizations functioning in the capital city and
major rural industrial centres. On the other pole stand the lasting unemployment
problems and the lack of employment opportunities in several counties [20]. The big
industrial companies have considerably improved their labour conditions by organizing
VGMKs. According to our own studies, they successfully satisfy their labour require-
ments from various sources like overtime, secondary employment, foreign workers,
cooperation by subcontracting and the VGMK. (And all that while being interested in
decreasing the staff by 3 percent a year because the wages of those leaving could be thus
used to increase the wages of those staying.) The VGMK, however, means that the given
workers are additionally employed and as such, it does not create new jobs. This is the
very reason why VGMKs were not encouraged in counties facing durable employment
problems (and even prohibited at a place). The aim was to prevent some people to have
access to extra work and extra income while others have absolutely no opportunity to
work. It is known that neither migration of labour was induced nor new jobs were created
by the others forms of organization either. In the very areas where small enterprises
would be necessary, like in Szabolcs, Vas and Zala counties, their scarcity shows the
missing of a vivid business life that could produce demand.

*The distance between the current rate and the necessary degree of changes in the restructuring
of the industry by size of enterprises is illustrated by the international comparisons made by I.
Schweitzer [19] and P. Pozsonyi [20]: The Hungarian economy would need several tens of thousands
of small organizations to tilt the pyramid, now standing upside down, back to its foot.
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Economic difficulties are not favourable anywhere for making the existing small
enterprises viable and evoking new ones. However, the domestic conditions can be made
much better. It is due not only to the short time but also to social and economic
conditions that the present-day small organizations have no or little capital and are
basically “part-timers”. For the time being the same is true about their economic role as
well.
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MEJIKOE IMPEATTPUHUMATEJILCTBO B BEHI'PUU
MU®bI U JENCTBUTEJIBHOCThH

T. TJAKH

Hapsiny ¢ MHOMBHAYaJlbHBIMH YAaCTHBIMH NPENNPUATHSIMH B OONAcTH NPOM3BOACTBA M YCIYyr
(HanpuMep, KyCTapHO#M NMPOMBIIUIEHHOCTH, MPHYCaaeOHbIX XO3AHCTB B CEILCKOM XO3ANCTBE, apEeHAOH M
9KCILTyaTalueil Ha JOrOBOPHBIX HayaslaX NpeaNpPHATHI TOPTOBJIH U OGILECTBEHHOrO MUTAHKA) B Benrpuu ¢
1-ro smBaps 1982 r. MenKue X03AHCTBEHHBIC €IMHUIIBI MOTYT 06pa30BBIBaThECA U B opMe mosapbiuyecms. B
CTaTh€ PacCMaTPHBAIOTCA OOLIMEe 4epThl M OCOOEHHOCTH 3THX T. H. (MEJKHX NPEANPHHUMATEILCTBY,
KOJIHYECTBO 3THX OpraHH3alMi, YHCICHHOCTh H COCTAaB HX WICHOB, a TAKXKE HX POJIb B 3KOHOMHKE.

O6wecTBeHHOE MHEHHE B BeHrpuu ¢ 60/1bIIHM HHTEPECOM CJIEHT 32 POCTOM YHCJIa U IEATEIbHOCTBIO
3THX OpraHM3allii, CO3JaBaeMbIX B HHTEPECAX JIYHIIErO yA0BJICTBOPEHHA NOTPeOHOCTEH Hace IeH): B chepe
noTpebJieHHs ¥ YCAyr, a TakXe CO3JaHMSA MEJIKHX, NPOM3BOAAIIMX KOMIUIEKTYIOUIYIO NPOAYKIHIO
XO3ANCTBEHHBIX €IMHHII, OTCYTCTBHEC KOTOPBIX TaK OLIyTHMO B OPraHH3allMOHHOH CTPYKTYpe HapOAHOIO
XO035HCTBa H, 0COOEHHO, MPOMBIILIEHHOCTH. CO BpeMeHH MX 0Opa3oBaHHA ObLIO BBICKa3aHO MHOTO, B
OTAEJbHBIX C/Iy4asX KpaWHE OTPHLATEILHBIX HIIH NOJIOKHTEILHBIX MHEHHH H NPEIINOJIOKEHHH,

ABTOp Ha dakTax pa3BeMBaeT 3TH pa3iH4Hbie MH(pB.. OHa NMOKa3biBaeT, 4TO GOJBIIMHCTBO HOBBIX
OpraHM3auMii BO3HHMKJIO B COIMAJMCTHYECKOM CEKTOpE HApOAHOIrO XO3SHCTBA: MEJKHE H [0YEpHBIE
npeanpuATHA ObLTM M OCTAalIOTCH B rOCYAapCTBEHHOHW COOCTBEHHOCTH; YaCTh MEJIKHX KOOIEPATHBOB
BBIJEHIACh M3 KDPYNHBIX, TO €CThb M3MEHHJIHMCh JIMIUL pa3Mephbl NpeanpusTHs, 4To obecneunBaeT
BO3MOXHOCTb 60Jiee rHOKO# 1eSATEIbHOCTH. 65 NPOLEHTOB HOBBIX OPraHH3allMOHHBIX €IHHUIl BO3HHUKIIO B
paMkax OpraHM3alMii COLHMAJMCTHYECKOTO CEKTOpa: CO3JaBaeMbie C y4eTOM CBOMX PaGOTHHKOB H
TCHCHOHEPOB XO3AHCTBEHHbIE TOBAPHMILECTBA HA NpPEANPHATHAX, a B KOONEpaTHBaX — CHENHAJIbHbIE
rpymnsl. B HuX 3aHATO mouTH 80% wWieHOB HOBBIX opraHu3anuii. IlepBoHayabHO NMpeANONarajioch
CO3/1aHHEe COBMECTHOTO MNpPEANPHHHMATEILCTBA NPEANPHATHA H €ro pabOTHHKOB IO HCIOJb30BAHHIO
cBOGOAHBIX MOIHOCTEH, HEAOCTATOYHO 3aHATON paboyei CHIIBI [UTS TPOM3BOACTBA AePUIMTHEIX TOBAPOB,
HCIOJIb30BAHHA OTXOZOB TNPOM3BOACTBA M T. A. BMECTO 3TOro X03s#iCTBEHHBIE TOBApHINECTBA H
Creurpynnbl, MOXHO CKa3aTh, paboTalOT MCKIIOYHTENBHO JUIS CBOMX COOCTBEHHBIX NpEANPHATHHA,
KOONEPAaTHBOB, BOCTIOJIHAS HEIOCTATOK paboueil CHIILI 1171 NPOU3BO/ICTBA, TEXHUYECKOTO OOCTyKMBAHUSA U
peMoHTa obopynOoBaHUS. .

Co3naBaeMble YacTHBIMH JIMIAMH TOBAPHIIECTBA HA OCHOBE IpaXaHckoro npasa (188 opranusanmi,
obvemuusiomme oxono 1000 4ineHoB) M - Xo3sicTBeHHBIE ToBapuiecTBa (okono 4200 opraHM3anMid,
o6bequHsAIOIINE 24 THICAYH WIEHOB) OPraHH30BbIBAJIKCh B IEPBYIO OYEPE/Ib UIA OKA3aHUA HHTEJLIEKTyallb-
HBIX yC/yr, He TpeOyloLMX BJIoXeHHs kanuTasia. W3 ux yucna 1200 opranu3anuii 3aHAThI IPOMBIIUICHHBIM
NPOM3BOZACTBOM, H, IPHMEPHO, CTOJIBKO XK€ BEAYT CTPOHTE/IBHYIO AeATENbHOCTD. (O6pazoBanue ¢ ueibo
OPOMBIILUIEHHOr0 IMPOM3BOACTBA OPraHM3allMi COCTABJIAIOT OIMH MPOLEHT OT OOLIEro YMcia 4YacTHO-
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KYCTapHBIX SSBCIlCHHﬁ.) IToka 3xoHOMHYECKHE H OOIIeCTBEHHBIE YCJIOBHSA OTKPBLUIH JIHIUDL Y3KHE BO3MOX-
HOCTH U pasBEpThIBAHUA l'lpOMbl[!lJleHHOﬁ JACATEIIbHOCTH.

B nenom B MEJIKHX NPEANPHHUMATE/ILCTBAX MPHHAMAET y4aCTHE OKOJIO 2 MPOLEHTOB CAMOICATEILHO-
IO HaceJICHUsA CTPaHbl; U, MOXHO CKa3aTh, IIOYTH BCE OHH COXPAHHJIH CBO€ OCHOBHOE MECTO paﬁo'ru H
HCTIOJIB3YIOT B paMKax MEJIKOro NnpeAnpHHHMATEIBCTBA TOJIBKO 4YacCTh CBOEro coboaHOrO BPEMCHH.
CoXuBILEECH MOJIOKEHHE HE 00€eIaeT 3HaYHTeIbHOTO yJIy'ﬂ.l.léHlﬂl HH B YCJIOBHSAX XH3HH HACCJICHHSA, HHU B
PA3BUTHH MEJIKOIO KOMIUICKTYIOLIEro ¥ CMEXHOro nNpoM3BOJACTBA.
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SMALL-SCALE AGRICULTURAL PRCDUCTION IN HUNGARY

I. OROS

In the success of Hungarian agriculture an important role is played by small-scale
production, carried on by members of cooperatives and workers of state farms, as well as by
people, not engaged full-time in agriculture, in their household-plots and auxiliary farms.
Relying on the 1981 agricultural census, the paper provides a detailed picture of this
production, comparing it with the data of the 1972 census.

Hungarian agriculture has achieved outstanding successes in recent years. The high
rate of per head meat and cereals production and of agricultural exports earned Hungary
a distinguished position in the hierarchy of the countries of Europe and of the word.

After decades of inertness, development started in the early 1960s by swithching
over to large-scale production. It was an important achievement that the rapid changing
of the production organization was not followed even by a temporary setback and, as the
new production technologies were learned, outputs were growing and production became
ever more intensive. With the stabilization of agricultural cooperatives development
became fast as well as smooth. From 1970 to 1981 the production volume grew by 43
percent i.e. by about 3 percent on a yearly average. In the given period, the world
average was 0.5 percent and the European average 1.2 percent. (In 1982 agricultural
production grew by S percent in comparison with the preceding year, which is again an
outstanding achievement of the Hungarian agriculture.)

In the course of development, agricultural organization has become polarized in a
special way. On the one hand, agricultural production has concentrated in ever bigger
agricultural farms, and on the other, with very small farm sizes the present form of
small-scale agricultural production has developed.

The good results achieved in large-scale production overshadowed for a long time
that the great many small farms produced, together, quite an important volume.
Understandably, attention was focussed on state farms and agricultural cooperative farms
embodying the socialist form of ownership. As an ephemeral category, small-scale
production was not only considered as having slight interest, but also its socio-economic
necessity was judged with growing uncertainty. Also several restrictive measures were
taken, first in order to secure enough labour for the cooperatives, and then to constrain
incomes earned in the household-plots.

The conflicts developed around small-scale production demanded an unambiguous
economic and social policy standpoint. It was practically the decision of the Central
Committee of the Hungarian Socialist Workers® Party made in 1975 that finally put an
end to confusion. The temporarily tolerated small-scale production thus arrived at being
judged as “socially useful”. With its important role in supply recognized, restrictions were
replaced by stimulation, which gave new impetus to its development. Practice has proven

5 Acta Oeconomica 32, 1984



66 I. OROS: SMALL-SCALE AGRICULTURAL PRODUCTION

that small-scale production has a right to exist beside the large-scale agricultural farms
producing at high standards. What is more, the results of large-scale production even
encouraged the development of the part of agriculture remaining outside the large-scale
farms. Small-scale production came into an increasingly close relationship with these. In
recent years, the production patterns of both large-scale and small-scale farms have been
changing in -adjustment to each other and completing each other, so that a division of
labour well adjusted to circumstances has developed between the two types of
agricultural farms. Thus, small-scale production contributed to increasing exports beside
amply supplying the home market.

The small farms that remained after the socialist reorganization of agriculture can
be divided into four groups. The most important of these are the household-plots of the
cooperative members, which come from the same time as the cooperative movement, and
which have developed an increasingly close cooperation with the large-scale farms. Before
collective farming became consolidated, their role had been to build a bridge between the
earlier individual and the future collective farming. Besides, they freed the collective
farms from having to produce the full quantity of food needed by the members, and they
could add something to the members’ initially low income, earned in the collective farm.
Also, household-plots are to be credited with rendering reorganization free from any
serious troubles in some resource-intensive branches, especially in animal breeding. Later,
their role played in self-supply and in local supply was gradually replaced by production
for the market.

In addition to the cooperative farms a few Specialized cooperatives were also
formed, in most cases for wine- or fruit-growing. With a certain amount of collective
activity, the members continued to work the greater part of their plantations individually,
as household-plots. Although the area left to be worked by members of the specialized
cooperatives was never too big, it has always been difficult to judge the role of this type
of farming, because of the heterogeneous and transitory character of these farms.
Namely, these cooperatives carry on, beside the typical forms of household-plot farming,
middle-peasant-level production for the market, and the bigger ones even employ seasonal
wage-workers.

At the time when the agricultural cooperatives were organized, about 100.000
peasants did not enter, in most cases because they lived in such areas, for example, in
mountains, where large-scale farming was not possible. Most of these individual farms
have ceased since.

The auxiliary farms (plots) of those groups of the population which are not engaged
full-time in agriculture are composed mainly of the land kept by workers who left
agriculture, and by pensioners, as well as of the allotted plots of the members of state
farms and of other institutions. The majority of these plots produce for household needs,
and only a few of them are specialized in some kind of production for the market, though
in some branches (mainly in animal breeding), this new phenomenon has been seen lately.

Because of problems of surveying (low number of occurrence, population impossible
to represent by a sample), when grouping statistical data, we list the specialized
cooperative (household) and the individual farms with the auxiliary farms, first of all in
order to clearly have before our eyes the'data of the most important group: the
household-plots of the agricultural cooperative members.

In Hungary, the term “small-scale production” was born in the mid-1970s and from
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that time it has indicated a category maintained in the long run. It covers the agricultural
production activity pursued on a small scale by households belonging to different social
groups with their own labour. :

The production carried on in household-plots and auxiliary farms has grown—in
spite of a considerable reduction of the number of household-plots and of a less
considerable one in that of the auxiliary farms—almost to the same extent as the
production of the large-scale farms; it has, therefore, contributed significantly to the
development of agriculture.

In the course of recent years, somewhat more than one-third of the gross output
value of agriculture has been produced by small-scale agricultural units, that is, a volume
approximately the size of the average exports of these years, mostly composed of such
products which large-scale farms have so far failed to produce efficiently.

Small producers do not grow cereals, they have small areas under industria! plants
and rough fodder, and shrinking areas under maize. These plants are much more
efficiently grown by the large-scale farms. At the same time, the greater part of
vegetables, potato, fruits and grapes come from small-scale production. The essential
point of the Hungarian small-scale production is often misunderstood, especially abroad.
It is not to present competition, in the form of flourishing private farms, to large-scale
farming, but a rational system of cooperating organizations has been established with
them in agriculture. The household-plots and auxiliary farms are not diminished and
isolated peasant farms, but production units completing the activities of large-scale farms
and integrated by them. Also, the large-scale farms provide the conditions of farming for
the small producers: without their assistance, this mode of farming would shrink very
much. All this has to be emphasized because, though less frequently now, an unjust
confrontation or incorrect comparison of the two ways of farming is still met with.

The social aspects of small-scale production are worthy of attention, but little
known. It has been mentioned that, because of its wide coverage, this form of production
does not affect peasants alone, but all groups (strata) of society as well. It makes use of
the fragments of labour power, or the surplus labour of the members of the household.
Small-scale production is usually undertaken in order to earn additional income and to
achieve higher living standards, but alsy traditional elements have their part in its
survival.

It is first of all people living in village settlements who are in a position to pursue
small-scale production, and within it, animal breeding. To some extent, this determines
the sphere of small producers from the outset. In recent times, large groups of
townspeople have been seeking active recreation in gardening.

Small-scale production is qualified a typical form of the ‘“second economy”,
although it is open to question, whether the activity helping to complement wages which
are lower in the village than in the town, and giving occupation to dependants, is not the
“first economy” for many. Countrywomen who have no permanent employment,
pensioners often find their primary source of income in small-scale production.

A comprehensive picture of small-scale production had been first provided by the
1972 general agricultural census. Since then, data have been regularly recorded on the
most important partial fields, such as animal breeding. However, another comprehensive
investigation of the most important socio-economic aspects of small-scale agricultural
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production was enabled only by the 1981 agricultural census.* Because of financial
limits, this survey was of much smaller dimensions than the one of nine years before.
Comparability is assured by the use of identical concepts and groupings in data
processing.

In the following I shall rely on the data of these two censuses in discussing the
situation of small-scale agricultural production and the tendencies of the last ten years.

The social aspects of small-scale production

Small-scale agricultural producers represent a wide sphere in Hungarian society.** In
1981 the agricultural census covered round 1.5 million households considered as small
producers. This means 4.5 million individuals, that is, 42 percent of the population.

In fact, an even greater part of the population is engaged in agricultural production.
The number of the small producers living in towns (not covered by the agricultural
statistical censuses) is estimated at 100.000 and, in addition, about 700.000 households
have gardens or animal stock not reaching the level defined above in the footnote. The
latter usually do their gardening, or keep poultry, rabbits, or bees at their family house or
weekend-plot of land. Thus, altogether 2.3 million households —almost two-thirds of the
total number—do some agricultural work occasionally or regularly. This exceeds by far
the rate of those employed in agriculture (19 percent), or that of the village population
(48 percent), and clearly indicates that beside the peasant population also members of the
working class and of other social groups, townspeople take part in small-scale production.

Of the households pursuing agricultural activity on a smaller scale than the lower
limit of small-scale production as determined |in the census, we can obtain a picture on
the basis of the investigation of the Unified System of Household Budget Surveys made in
1978. The data revealed that about 350.000 households have a plot of land of about
400—-800 square metres which is enough to produce the greater part of the yearly
vegetable and fruit consumption needed by an average family. (This may justify the
surveying of these households at the next census.)

Reverting to the sphere of small producers, their number fell by 11 percent
between 1972 and 1981, corresponding to an annual rate of decline something over 1
percent.

The reduction in numbers is to be traced to two main reasons. One is the constant
emigration from villages, the other the natural ageing and dying out of those belonging to
the traditional peasant groups. As a consequence of migration, earlier farms cease to exist,
and the descendants of the apeing peasants are not always prepared to undertake all the
work involved by small-scale production, as their parents did, thus small-scale production

*The detailed data were published continuously by the Central Statistical Office [1, 2, 3].

** At the census those households were considered small producers (farms), whose agricultural
farming area reached 1500 sq m (or, in case of a garden, orchard or vineyard, 800 sq m), or who kept
one so-called big animal (cattle, horse, sheep, goat, mule, buffalo, ass), or at least 50 grown-up poultry,
20 female hares or 20 colonies of bees.
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Table 1
Changes in the number and ratio of small producers

Small producer households

No. (thousands) 1981 in Distribution
Farm percentage of the (percent)
1972
1972 1981 number 1972 1981

Household plots of the members

of agricultural cooperatives 782 674 86,3 46,5 44,9
Auxiliary farms 752 741 98.5 44 .6 49.4
Members of specialized cooperatives

and individual farms 147 85 57.8 8.8 5:7
Small producers total 1681 1500 89.2 100.0 100.0

is shrinking. The rate of decline in the number of small producers is the same as that of
the number of the village (rural) population.

The lasting tendencies are made palpable also by the fact that the number of small
producers in the two main types changed differently between 1972 and 1981: the
number of the household plots of cooperative members fell by 14 percent, while that of
the auxiliary farms practically did not change.

As for the other types of farms, the number of members of specialized cooperatives
fell to its half, that of small-commodity producers (independent individual farmers,
craftsmen, shopkeepers, etc.) fell by one-third. This fast reduction shows clearly that the
producers do not see a perspective in agricultural production pursued independently of
large-scale farming. (In the subsequent parts of the present study these farms will be
dicussed, as I have already mentioned, together with the auxiliary farms.)

By grouping small producer households according to occupation of the wage-
earners, the increasing role of the population of non-agricultural occupation will become
even more conspicuous.

More than 30 percent of the small producer households belonged to the working
class in 1981. Although decreasing slightly in number, their ratio is almost threefold of
that of peasants who are members of agricultural cooperatives.

It shows the high mobility of the peasant class that the number of the “purely”
peasant households (including only active earners doing physical work in agricultural
cooperatives) fell to its half since 1972. In 1981 also the number of households with a
double source of income (some members engaged in agricultural cooperatives, others in
other kinds of manual labour) engaged in small-scale production was less.

As opposed to the considerable decrease in the number of pure peasant families, the
number and ratio of farms of people of non-manual occupation, and of pensioners have
been growing in the last years.

About 260.000 households of those of non-manual occupation—more than the
number of cooperative peasants—participated in agricultural small-scale production in
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Table 2
Composition of the small-producer
households by social groups and classes

Small producer households

Division (percent) 1981 in
Class, group percentage
of the 1972
1972 1981 number
Working class 30.4 3.2 91.4
Cooperative peasantry 214 11.2 48.2
“Double” income earners 11.8 8.9 67.1
Of non-manual occupation 9.2 18.1 167.6
Small-commodity producer
(craftsman), shopkeeper 54 3.7 62.3
Inactive 21.8 26.9 1121
Total 100.0 100.0 89.2

1981. Since 1971, their number increased by almost 70 percent, in which also the fast
spreading fashion of “hobby” farming and gardening had a part.

The second biggest group after the working class is that of the inactive earners
—most of them pensioners and rentiers—the number of their farms grew by 12 percent
since 1972. In 1981 in more than a quarter of all the small producer households there
were only pensioned (retired) earners. Aged peasants and village workers do not give up
their earlier way of life when they are pensioned, but continue farming, by tradition or
custom, adjusting the amount of work to their reduced abilities.

Those living in small-producer households are tied in different ways to small-scale
production The majority of those in the working age, and many of the retired people
work in the household plot or auxiliary farm. However, among the consumers of the
products of these farms are those, too, who do not work there. On account of family
relations and friendship, small-scale production affects a much wider sphere than just the
members of the small producer households. This number will especially grow, if we
include those producing in small gardens and the consumers of their products.

We drew up a time budget of the full economic year of 1972/1973 to report on the
work accomplished in the household-plots and auxiliary farms. It turned out that, on a
yearly average, the agricultural small producer households spent daily 4.5 hours in such
activity. Summing up these hours, they amounted to somewhat more than the total
number of working hours performed in large-scale farms. Since then, the time spent in
agricultural work has decreased by 39 percent in state farms and agricultural cooperatives,
while not at all in small-scale production, because of the high rate of manual labour. It
seems likely that much more working time is spent today in small-scale production than
in large-scale farming. This is indicated by the preliminary results of the investigation of
working time in small-scale production in 1982.
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According to the data of the earlier investigation, 55 percent of the working time
fell to women, and 61 percent to pensioners and dependants. Dependant women worked
daily 4 hours in small-scale production.

Distribution by economic activity of the members of small producer households
differs from that of the total population of the country. The ratio of active eamers
somewhat increased, other than in the total population, and the number of inactive
earners grew as well. At the same time, the ratio of grown-up dependants decreased. This
latter is, however, still much higher than the national average and, as has already been
mentioned, this group represents one of the most important sources of labour in
small-scale production. At the same time, this fact indicates that there still are much
fewer jobs available in villages than in towns. Some improvement has been made in this
field through the location of industry in the country, but countrywomen still have
difficulties in finding a permanent job. For lack of other jobs, they earn their lmng in
small-scale production.

Table 3
Distribution of the population by economic activity (percent)
Population Population belonging

of the country to small producer

Denomination households
1970 1980 1972 1981
Active earners 48.3 46.7 42.7 43.1
Inactive earners 13.5 21.6 14.3 20.7
Dependants, above 14 years 18.4 11.0 23.9 17.3
Dependants, under 14 years 19.8 20.7 19.1 18.9
Total 100.0 100.0 100.0 100.0

In the small producers’ farms the number of grown-up dependants and helping
family members fell by more than a quarter i.e. by 450.000 since 1972, which reduced
the labour capacity of small-scale production.

Occupation of the members of small producer households were classified in the
same way in 1972 as in 1981. The biggest ratio—one third—was at both dates that of
manual workers. Within this, however, the ratio of agricultural manual workers decreased,
and that of non-agricultural manual workers increased. The number of inactive earners
—mainly of non-agricultural manual workers—rose considerably in 9 years. The growth of
the ratio of the non-manual workers in the small producers’ households is striking.

The fast increase in the number of inactive earners indicates a tendency of fast
ageing. The age of each member of the households had been included only in the 1972
census. It was already then conspicuous that the ratio of the elderly age groups was higher
than in the total population, while that of the young age groups, just entering work or
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Table 4
Distribution of members of small producer households
by occupational groups
Members of small producer
households
Occupational group Distribution (percent) 1981 in
percentage
1972 1981 S tne
1972 number

Agricultural active earners 17.5 14.7 73.6
Of which:

manual workers employed

in large-scale farm 143 12.2 74.1

non-manual workers employed

in large-scale farm 1.3 1.6 111.1
Active earners engaged outside

agriculture 25.2 284 98.6
Of which:

manual 19.5 21.7 97.3

non-manual 5.1 5.0 101.6
Active earners, total 42.7 43.1 88.3
Inactive earners, (retired,

rentiers, etc.) 14.3 20.7 127.3
Of which:

earlier engaged in agriculture 8.4 11.0 114.9

earlier engaged outside

agriculture 59 9.7 1449
Dependants 43.0 36.2 73.7

Grand total 100.0 100.0 87.5

already earners (from 14 to 34 years) amounted to only 27 percent as opposed to the
national 33 percent.

In 1981 the investigation covered only the age of the small producer (head of the
household), however, the ageing process is clear from that, too. Since 1972 an important
change took place in the age distribution: the number of the 50-year-old grew
considerably, while that of others had diminished, most of all that of the young age
groups, at any rate of smaller numbers. If it is taken into consideration that the inactive
age group represented the biggest weight at both dates, a further deterioration of the age
composition foreshadows that, as the oldest will fall out, the number of small producers
will be decreasing in the coming 10 years faster than it has been in the past decade. This
will affect, of course, the volume of small-scale production, which is also expected to
decrease faster in the foreseeable future if unchanged profitability conditions are assumed
to persist.
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Table 5
Changes in the age composition of small producers

Number of small producers

Age Distribution Development
(percent) (1981 in percentage
of the 1972
1972 1981 number)

Under 30 years 152 5.5 69.3
30 to 39 years 15:7 15.0 84.8
40 to 49 years 221 19.9 79.7
50 to 59 years 16.4 23.8 129.0
60 years and over 38.6 35.8 83.3
Total 100.0 100.0 89.2

The activity of the old people dropping out of production can only temporarily be
compensated by the improved production and profitability conditions.

Means of production of small producers

It is among the characteristic features of small-scale agricultural production that it
is carried on with few new production equipments, little financial input, and a lot of
manual labour. Apart from a slight amount of tractor work, it does not draw away means
of production from the large-scale farms, but uses its own old implements which cannot
be profitably used in the large-scale farm.

Area

Agricultural small producers have always had a much smaller share of the
agricultural land than their share in plant cultivation. This is explained by the fact that
the ratio of the intensive branches of cultivation (gardens, orchards, vineyards) is high and
increasing in the small farms, and a considerable part of the small parcels of land are in
the direct neighbourhood of the dwelling-houses, which also improves the possibility of
very intensive cultivation.

The total land area at the disposal of small producers was 23 percent less in 1981
than it had been in 1972. (As a reminder: the number of small producers fell by 11
percent during the same period.) A farm had, on average, 0.54 hectares* (0.62 in 1972).

In fact, the small producers disposed, theoretically, of the area mentioned above,

*1 hectare (ha) = 2.471 acres.
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but they cultivated much less than that. This is because in recent years an important
change has taken place in land use: some of the small producers’ household and allotted
plots—earlier taken out of the fields of the large-scale farm—now are not distributed, but
cultivated by the large-scale farm. Against this plot, the small producer receives a share
from the produces grown there, or their cash value. Thus the large-scale farm “‘redeems”
the use of the household or allotted plot. (This territory is also called “‘ideal’” household
or allotted plot.) :

Table 6
Ratio of the land area™ held by small
producers by land use

Area in percentage of the country’s agricultural land

Year Pasture,

Garden,
ﬁr;bdle n}i‘:::’v : orchard, Total

reeds vineyard
1965 18.8 5:3 59.0 17.3
1970 18.9 5.6 59.7 37.3
1972 18.6 54 60.7 17.0
1975 15.8 5.0 61.6 15.2
1981 10.2 39 64.4 122

*Together with the collective area of the specialized cooperatives.

This redeeming needs some explanation. In Hungary the cooperative law entitles
the members of agricultural cooperatives to have, provided they fulfil certain conditions,
a household plot (generally 6000 square metres). Earlier, most of these plots were
measured out from the cooperative’s own land. However, this amounted to breaking up
the fields of the large-scale farm. As production standards were rising through application
of modern technologies and production systems, the average yields of the large-scale
farms increasingly exceeded those of household farming. It was therefore reasonable to
extend large-scale farming to part of the household plots. Under the terms of this
redemption the members receive, with the costs of cultivation deduced, practically the
same amount of fodder as the land would have yielded under small-scale farming. And the
large-scale farm receives the additional yield and the cost of cultivation in kind. Legally,
the land still belongs to the member who pays a tax on it. As a matter of fact, the small
producer lets the large-scale farm some of the land due to him.

The 1981 investigation covered both the actually cultivated and the redeemed lands.
(Of course, it may be asked, why not only the actually cultivated area is considered. As a
matter of fact, the redeemed areas contribute with fodder as well as with other
allocations to the production of the small farms. Besides, these areas are not separately
registered by the large-scale farms.) Land redemption is often a formal legal transaction:
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the large-scale farm cultivates the household plot, charge the costs of cultivation to the
yield, and delivers what is left to the member. It is quite often that this all happens only
in theory, since the large-scale farm buys back the yield.

The area actually cultivated by small producers was much smaller than the total of
the area at their disposal, since 54 percent of the area of household plots and 10 percent
that of the auxiliary farms were cultivated by the large-scale farms. In the final account,
therefore, in 1981 the small producers cultivated an area less than half of what they had
worked in 1972.

In 1973 land redemption had been still negligible: it had affected only the rentiers
of cooperatives, and pensioners. By 1981 already 40 percent of the small producers
—almost three-quarters of the members of agricultural cooperatives—were affected by the
redemption of household and allotted plots.

Table 7
Land area by main types of farms
Total agricultural land* Actually cultivated
land in 1981 Redeemed
thousand hectares 1981 in land in
Farm percentage in per- percentage
of 1972 thousand centage of the
1972 1981 hectares  ,£1972  totalarea
Household plots
of members of
agricultural
cooperatives 526 514 97.8 235 44.6 54.3
Auxiliary farms 522 522 56.6 268 51.2 9.6
Total 1048 810 113 503 479 38.0

*Together with the data of redeemed household and allotted plots.

More than three-quarters of those entitled to hold household and allotted plots
received, by redemption, a certain amount of produce, and exactly 5 percent received
bot}? produce and cash from the large-scale farm. Approximately one-fifth received only
cash.

According to size of the actually cultivated area, small producers are represented in
the largest number in the category of the smallest area: three-quarters of them have either
no land, or a plot under 0.5 hectares.

On the basis of the actually cultivated area, the average cropland of a farm was 0.34
hectares in 1981.

.A close correlation exists between the age of the small producer and the size of the
area he cultivates. The older generally cultivate more land than the young. However, on
reaching the age of retirement, they reduce their land. Up to 60 years of age, hardly any
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Table 8
Distribution of the number of, and area held by, small
producers, on the basis of their actually cultivated lands

Distribution of the
icultural icultural
number amf:n du number cropland number 'Snlan dm
Area
; of auxiliary and of the total of small-
of household plots other farms -scale farms
(percent)
Without land and
under 0.2 hectares 39.6 6.5 49.3 114 50.1 9.1
02. to 0.4 hectares 28.6 19.2 31.2 235 30.0 21.5
0.5 to 0.9 hectares 24.2 44.6 13.3 244 18.1 33.8
1.0 to 1.9 hectares 7.0 24.3 4.0 16.0 5.3 19.9
2.0 hectares and bigger 0.6 5.4 2.2 24.7 1.5 15.7
Total 100.0 100.0 100.0 100.0 100.0 100.0
Table 9

Size of land in the household plots of agricultural
cooperatives according to age of the farmer

(head of household)

Total Actually Of 100

s cultivated  Redeemed o

Age holding

area (hectare) per 100 redeemed
farms land

Under 30 years 72 25 47 80
30 to 39 years 78 31 47 77
40 to 49 years 86 38 48 75
50 to 59 years 87 43 44 72
60 years and older 67 32 35 72
Total 76 35 41 74

difference exists in the frequency of redemption, but the size and ratio of the redeemed
area is smaller with the oldest, who could be best helped by this system.

The rational division of labour spreading in recent years between large-scale
agricultural farms and small producers includes also the system of land redemption. The
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large-scale farm applying modern technologies reaches higher yields on the same land.
Thus, on the national economy level, more fodder can be produced. The released working
time and the fodder received against the household plot can be used by the small
producers for developing animal breeding and horticulture which is more difficult to do
on a large scale.

On the other hand, an unfavourable aspect of land redemption is that, with some of
the small producers, it does not contribute to agricultural production. Of the half a
million household plots affected by redemption, approximately 100.000 had neither
land, nor animal stock. With them, therefore, the household and allotted plots had no
part in small-scale production, but were, in fact, a form of complementary wage. (Because
of this, the Ministry of Agriculture and Food has recently restricted financial grants.)

In an examination of the land area it cannot be left out of account that the animal
breeding of small producers relies mainly on fodder produced by the large-scale farms, the
volume of fodder from own production is decreasing: it has fallen to half in ten years. If
small producers had to produce the necessary quantity of fodder themselves, they ought
to produce it on a land three times as big as in 1981.

The actually cultivated area of household plots and auxiliary farms is composed in
most part of small parcels on which no intensive large-scale farming is possible. This holds
particularly for the plantations of small producers, since their way of planting and
situation allow only the traditional methods of production. As for the gardens of,
dwelling-houses and holiday homes, there can be no question of anything else but
small-scale family cultivation. Gardens, vineyards and orchards together constitute 34
percent of the land cultivated by small producers. Thus the actual form of land use draws
away only a small area from the state farms and cooperatives: small producers cultivate
mostly such lands which could not be rationally used in large-scale farming.

Fixed assets

In 1972 small producers had disposed of fixed assets worth approximately Ft 42
thousand million: a quarter of the fixed assets stock of agriculture. Although no new data
are available on the subiect. it is likelv that the nresent rate is lower than that of 1972, in
spite of an increased machine stock, since the stock of buildings and other fixed assets of
the small producers decreased.

Atter the large-scale reorganization, very few of the buildings, machines, and other
assets —representing a high value on the whole— could be used in the cooperatives and in
the state farms. Through small-scale production, however, these capacities were not left
unused, but most of them continued to participate in production. According to an earlier
computation, if the products grown in small-scale farms ought to have been produced by
large-scale farms, the latter would have needed such an amount of investment as the
whole agriculture received from 1966 to 1975. And this was not possible at that time,
and even less today, when investments are restricted.

The majority of small producers had various farm-buildings. The number of these
have recently been falling, however, apart from stables, to a lesser extent than the number
of small producers. This amounts to saying that those who have good farm-buildings are
less prone to liquidate their small-scale farms.
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Table 10
Number of farm-building owners in percentage
of the total number of small producers

1981 stock in
Building 1972 1981 percentage of
the 1972 stock

Stables 28 22 5.5
Pigsties 5 75 98,7
Wine-cellars 22 22 93.3
Barns 11 12 99.2
Maize sheds 29 28 92.0

The stables—representing the highest value among the buildings—are not
adequately utilized: in 1972 horse or cattle had been kept in only half of them, in one
tenth small animals had been kept, and in 40 percent no animals at all. In 1981 the
capacity of the stables was even more underutilized.

It is usually the older generation of small producers that has stables: those above 50
years (making up 60 percent) had 72 percent of the stables. The proportion was similar
with the rest of the buildings.

Of course, there are large differences in the number of stables and the degree of
their utilization among the farms belonging to different social classes and groups. As
compared with the 39 percent ratio of those closely tied to agriculture (members of
cooperatives, small producers), only 13 percent of the non-manual workers had stables.
The former kept cattle or horse in two-thirds of their stables, the latter not even in half of
them. Many of the farm-buildings originally intended for agricultural production of a
larger scale are now used as workshops or garages.

The 1981 census did not cover the technical parameters of the buildings, but in
1972 these had been surveyed. Approximately 60 percent of the stables registered had
been built before the war, and those made from mud or adobe were present in a similar
ratio. Stables and other farm-buildings are rarely made beside the new village
dwelling-houses, at most pigsties and poultry-houses which are of much lower value. In
1972 the supply of the buildings with public utilities was not satisfactory. Some
improvement has been made in this field since then.

During the last years, a fast development has taken place in the mechanization of
agricultural work done by small-producers. The most important role in this has been
played by the machines of the large-scale farms. According to a survey of 1978, in the
production of 1naize and potato—grown on the greater part of the area worked by small
producers—ploughing was done by the large-scale farms in 75 and 49 percent, sowing and
planting in 60 and 7 percent, transport in 51 and 20 percent resp. This kind of work was
done to much greater extent in the household plots than in the auxiliary farms.

Beside the important amount of mechanical aid, the number of agricultural
machines owned by small producers grew to manyfold since 1972. Small producers have
today already about 13.000 two-axle tractors and tens of thousands of other
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motor-driven small machines, most of them suited for caring after plants, but this number
is by far not sufficient. Only 3—4 machines fall to a hundred small producers, which
explains why most of the work has to be done by the machines of the large-scale farms,
or by hand.

Although small producers own only a quarter of the number of two-axle tractors
possessed by the large-scale farms, this is more than what the entire Hungarian agriculture
had had before 1952. At the same time, it has to be taken into consideration that many
of them are tractors sorted out by the large-scale farms, not suited to work with their

original capacity, and only fit for transport and caring after plants.

Table 11
Machine stock of small producers

Number of machines

One piece
1972 1981 1981in ~ falling
Machine percentage to how
of the mazny
pes number in small
1972 producers
Two-axle tractors above 9 kW 3141 9037 288 166
Two-axle tractors under 9 kW 1239 4397 355 341
One-axle garden tractors 1388 7224 521 208
Hoeing machines 1 733 20 424 21786 73
Universal motor-driven garden
engines 1004 21702 269 555
Motor-driven portable sprayers 2519 9 841 391 152
Other motor sprayers 1780 12 209 686 123

The machine supply level of small producers is low. Small producers of non-manual
occupation and those belonging to the working class generally had more machines than
the cooperative peasants. The older generation had fewer machines than the younger
generation.

Beside a slowly improving supply with machinery a growing material consumption
is characteristic of the small producers. The use of chemical fertilizers (calculated in
effective agent) grew by 90 percent between 1972 and 1982, in spite of the actually
cultivated area’s shrinking to its half. Development was similar in the case of other
chemical substances and plant-protectives.

As a consequence of increased mechanization, the material intensity of production
grew considerably in nine years. The running prime costs of small-scale production had
amounted to Ft 21.029 million in 1972, and to 29.978 million in 1981, i.e. to 39.0 and
48.9 percent, respectively, of gross output.

In comparison with the large-scale farms which spent more than 60 percent of their
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gross output on production, this percentage is still very low. A great difference exists also
in depreciation allowance: 10 percent in the large-scale farms, and 3 percent in small-scale
production. The lower material and financial input also explains the often misunderstood
and disputed phenomenon that, earlier, small producers produced more than half of the
net output value of agriculture. Parallel with the growth of productive consumption, that
is, with the modernization of production, the ratio of net output is gradually lowering, as
it is indicated by the data. Of the net output value of agriculture, less than 45 percent
came from small producers during the last years. Because of the numerous manual
labour-intensive products, however, the share of small-scale production in net output will
remain higher than in gross output.

The main characteristics of production

Within agriculture, small-scale production developed at a slower rate and to smaller
extent (from 1970 to 1981 by 21 percent together with the collective activity of other
cooperatives), than large-scale farms (by 58 percent). Thus their share in the gross
output of agriculture shows a declining tendency (40.2 percent in 1970, 34 percent in
1981).

One of the characteristics of small-scale production is that its production pattern is
much different from that of large-scale farms. In their gross output, the ratio of plant
production to animal breeding had been 44 to 56 percent in 1970, and was 38 to 62
percent in 1981, as opposed to the ratio of 59 to 41 percent of the large-scale farms in
1981. (In the large-scale farms this ratio indicates a faster development of plant
production, since in 1970 it had been 57 to 43 percent.)

As for its tendency, the share of small producers was rather stagnating in animal
breeding, and strongly decreasing in plant production. As a result of the introduction of
modern scientific technologies and large material inputs in plant production, the
predominance of largescale farms has been growing fast, while in animal breeding

Table 12
Distribution of the gross output of agriculture
plant sl total plant A total
Phon, et gl Pgon  tweding g
Years of large-scale farms of small producers*

in percentage of the gross output of agriculture

as a whole
1970 66.0 531 59.8 34.0 46.9 40.2
1975 72.7 52.9 63.7 271.3 47.1 36.3
1981 74.9 56.5 66.0 251 43.5 34.0

*Together with the collective activity of specialized cooperatives.
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modernization is a slower process, and the results are spreading without delay also in the
small farms. Therefore, this development is parallel in the two types of farms.

The fast decreasing share of small producers in plant production is explained, as it
has already been mentioned, first of all by the imposing development of the large-scale
farms. In spite of the considerable reduction of the actually cultivated area, small
producers produced in 1981 almost the same value as 10 years earlier. This is due mainly
to the development in fruit and vegetable production, and to a smaller extent, to that in
the production of plants for industrial use. More than half of the horticultural products
—potato included—was grown by small producers. As for other plants, their share is
decreasing.

Table 13
Gross output of the most important
plants in small-scale production* in 1981
(at unchanged prices of 1976)

Gross output

in percentage of

Plant million  distribution
Ft (percent)  1he 1971  the gross
1975 output of
average all farms
Wheat, rye 286 1.2 78.1 25
Barley, oats 236 1.0 68.0 7.0.
Maize 3779 15.6 61.9 18.4
Rough fodder 565 2.3 88.7 6.2
Sugar beet 45 0.2 375.0 2
Sunflower 63 0.2 140.0 1.2
Tobacco 671 2.8 279.6 65.8
Other industrial plants 353 1.4 261.5 17:1
Potato 3029 12.5 92.2 59.1
Vegetables 4797 19.7 134.4 56.8
Fruits 5334 22.0 126.4 53.4
Grapes 4318 17.8 89.2 58.6
Other plants 796 33 114.4 1122
Total 24 272 100.0 99.1 25.1

*Together with the collective activity of specialized cooperatives.

In comparison with the plant production carried on a small and continuously
decreasing area, the animal breeding activity of small producers, having increased the
value of output by 20 percent in the last ten years, is disproportionately large. Its role is
extremely important in pig and small animal breeding (poultry, rabbit, pigeon, bees).
Pig-breeding in itself is almost of the same volume as the other animals together. (See
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Table 14
Gross output of animal breeding
in small-scale production™ in 1981
(at unchanged prices of 1976)

Gross output

in percentage of

Branch million distribution,

Ft percent gross

the 1971 — output

1975 of all

average farms
Cattle-breeding 7 553 19.2 102.5 273
Pig-breeding 18 832 47.8 119.2 3 1
Horse-breeding 67 0.2 91.8 41.6
Sheep-farming 729 1.9 145.5 19.7
Poultry-raising 9976 253 131.3 42.7
Other 2218 5.6 150.0 74.6
Total 39375 100.0 120.0 43.5

*Together with the collective activity of specialized cooperatives.

Table 14) Small producers prefer species which can be dynamically bred and which
require relatively the lowest input.

This development notwithstanding, the small producers’ share in the animal stock
of the country and in the production of the main animal products decreased, since
development was faster in the large-scale farms. (See Table 15)

On examining the small producers’ animal breeding activity, it must not be left
unsaid that the greater part of the fodder used comes from the large-scale farms and that
the numerous kinds of by-products and wastes, useless in the large-scale farms, can be
well utilized in small-scale production. In 1981, enough fodder was sold or lent to small
producers to raise and fatten 4 million pigs, while they did not produce themselves even
30 percent of the rough fodder and straw used up.

It is a new form of production cooperation that, in order to liquidate less profitable
animal breeding farms, or to enlarge the livestock, the large-scale farms place some of the
livestock permanently, or in a certain phase of their development with small producers.
At the end of 1982, small producers tended 51.000 cattle and 220.000 pigs above their
own stock. The conditions are highly varied, this form of relationship is widening and,
at present, it is one form of manifestation of the integration activity of large-scale farms.

The regulation of and central influence on production could be made more efficient
by a stricter system of production and sales contracts keeping both parties’ interests in
view. The situation is much better in animal breeding than in plant cultivation. It s, for
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Table 15
Small producers’ share in the country’s livestock
and in its output of animal products

1981 in
Animal, product 1972 170 SO s o
value
Cattle 35.9 232 62.1
Pig 60.2 51.6 117.5
Sheep 15.6 14.6 161.7
Grown-up poultry 76.7 74.1 126.2
Beef-cattle production* 49.4 46.3 119.3
Milk production* 434 28.0 11 3.5
Egg production* 68.7 63.2 129.8

*At unchanged prices of 1976.

example, an important result of the well coordinated measures of the last years that the
pig cycle —the three-year fluctuations of the pig population— could be prevented. No
similar solution has been found as yet to the numerous problems of vegetable and fruit
production.

In recent years, not only the pattern but also the character of small-scale
production has basically changed. While earlier, because of the deficient supply in villages,
its number one task was to satisfy household, or at the most, local needs, and only a little
amount of surplus was sold, lately it has been production for the market that has become
prevalent. In order to earn a larger income, producers specialize their farms to a certain
extent. It is a general phenomenon, that the increased quantities of certain products are
today produced by a smaller number of small producers than before. The greater part of
the products has been purchased by the state and cooperative enterprises.

Table 16
Sales of the small producers

Small producers’ gross turnover

in percentage

in percentage in percentage of the total

of the of their turnover of

1970 volume production agriculture
1970 100 39.9 242
1975 156 54.7 ghd
1981 189 62.0 25.3
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The yearly increasing quantities of the products sold were forwarded to the
purchasing organs by the state farms and cooperatives.

It presents a problem how to make any homogeneous goods of the products
purchased in small lots. The products produced by large-scalg methods are of an evenly
good quality also in large volumes, thus they are more highly valued in trade. The regular
supply of small producers with seeds and propagation material and the transfer of
breeding animals to their care may improve the situation.

The results achieved so far in small-scale production have been enabled with the aid
of the large-scale agricultural farms, that is, through a closer cooperation of the two
different forms of farming. The main areas of support are the following: supply of
machine work, fodder, advice, and sale of products. A better organization activity of the
large-scale farms may further help a better utilization of the small-scale production
capacities. The majority of large-scale farms treat the household plots as independent
branches of farming and, to an increasing extent, also the auxiliary farms. In 1981
approximately 3000 large-scale agricultural specialists—of which 1800 full-time—were
given the task to organize and control small-scale production.

Other forms of integrating small-scale production are also spreading. Within the
framework of the “general consumer and sales cooperatives” approximately 2500 smaii
producers’ specialized groups worked in 1981, and within the framework of agricultural
cooperatives about a further 200, altogether with about 220.000 members. The
specialized groups represent an increasing economic power.

Agriculture of a small scale is found in every country of the world. There are
“hobby-gardens”, dwarf estates and, in the majority of the socialist countries, household
plots. In the capitalist countries’ agriculture, because of the small dimensions of farms in
comparison with the technical standards, farming is pursued to an increasing extent
part-time or as a secondary activity. This is in some respects similar to the small-scale
production of Hungary, yet as for its essential point, is different. Thus, because of a
greater similarity in form and contents, for Hungary a comparison with the European
socialist countries—Poland excepted—may be of more importance.

Small-scale agricultural production is pursued beside large-scale production in every
socialist country. At the same time, there are also certain differences among these
countries, because of different historical developments and political judgements. A
comprehensive statistical comparison is rendered difficult by the deviating specifications
of the data.

The ratio of small-scale production is lowest in the GDR (about 11 percent), and
the ratio of one-third in Hungary and Romania is the highest.

As a consequence of the different customs, natural factors, and development
peculiarities of the countries in question, there are important differences in the share in
production of the different products.

The high ratio of small-scale agricultural production in Hungary reflects also the
results of the economic policy promoting small-scale production. The higher ratio of
small-scale production in Hungary is owing mainly to the higher number of auxiliary
farms, and to the higher share of vine growing and pig farming. Without these, the
importance of Hungarian small-scale production would not rise above the average of the
other countries. The judgement of the household and auxiliary farms has changed in all
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Table 17
Share of small-scale production in percentage
of the total agricultural production in 1980.

Product Hungary Romania lsj(:;;er: Bulgaria s?cf::l}(li: GDR
Potato 69.5 58.4 64.1 534 19.7 5.8
Vegetables 46.6 41.7 32.8 27.6 39.3 28.3
Fruits 51.0 49.5 42.1 39.8 59.6 59.7
Grapes 55.0 255 23.1 37.0 342 :
Beef 23.8 44.7 18.9 26.1 4.1 3.4
Pork 55.7 32.7 414 15.6 10.5 4.5
Mutton and goat meat 18.0 46.2 41.0 47.4 30.2 3.8
Poultry meat 36.1 47.0 28.6 354 6.4 5.0
Milk 311 55.6 18.8 26.1 5.0
Egg 62.0 60.0 32.2 542 40.6

*The heading of the Table lists the countries in the order of the share of small-scale production.
Except for Hungary, the data of the CMEA countries are taken from the 1981 CMEA Yearbook.

the socialist countries: from the idea of having to liquidate them, they have arrived at
promoting them. In recent years, several responsible political opinions have been heard on
the subject, and now small-scale production has its place in the conceptions and plans.

Efficiency and incomes

Among the motives of small-scale production, we have mentioned self-supply and
additional income. The two factors have had different effects on the activity in question.
Production for supplying the household was the result partly of the insufficient
commercial food supply to villages, and partly of traditions. Improvement of supply
through trade will probably reduce the production of certain items (for example, milk),
while that of other ones will be carried on owing to eating habits. Consumption of fresh
fruit, vegetables, and poultry meat, and demand for pig-slaughtering are only slowly
decreasing. As for vegetable and fruit production, the small gardens even enlarge the
demand for up-to-date species and for a wider range of goods. In the production for
household needs, profitability aspects are of no importance. This holds particularly for
small-scale production pursued out of hobby, in which wages earned are invested in
production, plantation, gardening machines, irrigating equipment, etc.

The primary aim of production for the market is earning an income. It is first of all
the village population that have the possibility. Village families undertake small-scale
production if they have enough labour force, means of production, and production
experiences at their disposal. Labour is provided first of all by not permanently employed
women and by pensioners, but the overwork of wage-earners is also of a considerable
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amount. Beside the available labour, the dimensions of small-scale production are much
influenced also by the degree to which the household is tied to agriculture and by the
number of the active wage-earners in agriculture. That is, the size of the household-plot
allotment depends on the latter.

Certain branches of small-scale production—first of all animal breeding—mean a
permanent occupation, and this entails conservation of certain elements of the way of life
of the small peasantry. The older generation do this from habit, but the younger are
already less inclined to it. Usually, they undertake such work temporarily, when they
have some big target to achieve (for example, home-building, or buying a car), and do it
in a specialized manner, on larger scales than usual.

The work accomplished by the dependants and pensioners (its ratio being about 60
percent) is not of full intensity. In a great part it is done around the house, therefore,
some of it merges with the household work and other activities around the house. If this
is taken into account, it will be not surprising that labour productivity in small-scale
production is very low: in 1972 it had reached only one third of that in large-scale
farming. This rate has been further worsening, since productivity improved by 118
percent in the large-scale farms, while hardly any improvement has been achieved in
small-scale production. J

In 1972 the output per man-hour was Ft 16 from which an income of Ft 9—10
derived. Among other things, this low income level accounts for the fact that most of the
younger members of families, who have usually higher qualification, seek other ways for
earning, at least on the level of overtime at their full-time working place. As for
dependants and pensioners, the work involved in small-scale production is usually not
clearly separated, but merges with the whole day’s activity around the house.

The living standards of different classes, groups, or units of society are usually
described by the real value of per head incomes. Besides, the hardly measurable effect of
living conditions cannot be neglected either. A fully objective measurement is not
possible in the two largest classes of society: the working class and the cooperative
peasantry, among other things because the deficiencies of the village infrastructure and
jobs, and the problems of valuation of own consumption must not be left out of account.

In Hungary, the income level of househols is determined at present almost without
exception by the wages earned at the working place. The wages earned in the collective
farms of cooperatives stay below the wages of workers employed in state industry or at
state farms. During the last years, the difference has been diminishing; the average wages
have been converging. It has to be mentioned that the wages of workers living in villages
—many of whom are interested in small-scale production—do not reach those of workers
living in towns.

To the wages is added the income earned in small-scale production. This is higher
with those working full-time in agriculture, however, every group of the population shares
in it. Even today, the small producer’s income is often overestimated and “‘peasants” are
said to be rich.

Generalization, however, fails in this case, as it always does. Undoubtedly, some of
the small producers earn a large sum of money on one or two occasions in a year (for
example, at harvest-time, or at the delivery of animals). But this cannot be identified at
all with income, since production costs amount to approximately half (in animal
breeding, to even more) of the gross output value of small-scale production.
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Table 18
Wages of manual workers
Average monthly wage (Ft) of Average monthly wage of
manual workers of agricultural
manual workers employed cooperatives in
workers percentage of that of
employed workers employed
Year by agri- in the
cultural state e in the
coopera- industry farms state of state
tives industry farms
1970 1698 2163 2214 78.5 76.7
1975 2580 3007 2822 85.8 91.4
1981 3846 : 4332 4057 88.8 94.8

In 1981, the small producers’ average gross income per household was Ft
20-21.000, that is, a monthly Ft 1700, including their own consumption. This, however,
cannot be considered net income, since it includes the value of labour as well as tax. (As
compared with a gross income of Ft 10 per man-hour earned in 1972, this was Ft 16 in
1981.) According to our earlier computations, 3 percent of the small producers reached
an income exceeding the threefold of the average. If this proportion is considered valid
for 1981, the income earned in small-scale production could exceed yearly Ft 60.000 in
about 50.000 households. It is beyond doubt that some of these earn exceedingly high
incomes: in 1981 3118 small producers paid tax after a yearly income over Ft 150.000
and in 1982 4006.

In 1975 30 percent of the income earned in small-scale production came to the
working class, and 23 percent to the cooperative peasantry. Because of the reduced
number of peasants, however, this proportion has shifted since then to the benefit of the
working class. These ratios make it clear that small-scale production can by no means be
interpreted as an exclusively peasant source of income, even though, because of the larger
volume of production on the household plots, the cooperative peasantry has a higher
share in it.

In 1981, incomes earned in small-scale agricultural production amounted to 9—10
percent of total incomes in working class households, and to 25-30 percent in
households of the cooperative peasantry. Taking into account the income from wages and
from small-scale production, the per head income of the cooperative peasantry exceeded
that of the working class by 4—5 percent in 1981 *

The size of income from wages does not affect small-scale production unambizu-

*It has to be made clear that the second economy cannot be measured with identical preciseness
in every sector. While the incomes from small-scale agricultural production are relatively easy to trace,
only a rough estimate can be made of the non-agricultural secondary activities.
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ously. Lower incomes encourage, though, increased production for the market, but in
such cases less of the incomes can be spent on the ‘expansion of production, unless
household consumption is restrained. Higher wages make it easier to purchase and enlarge
the means necessary for production for the market, but in such cases small-scale
production is undertaken only if it brings income in proportion to, or exceeding, wages.

As for incomes earned in small-scale production, two diminishing factors are yet to
be mentioned. It cannot be disregarded that small-scale agricultural production involves
risk. Bad weather, diseases of plants and animals, unfavourable price tendencies may have
for consequence not only a loss of income, but also a material loss. In spite of this, the
older generations of peasaut origin take a high share in small-scale production. The risk
involved in production has developed in small peasants a traditionally cautious way of
life. With growing incomes, their living conditions have changed only a little, and this has
led to accumulation of reserves. As for the young, many of them have left the villages, or
work in towns. It is rather a general practice to support children who have gone to town
with food and money. There are few data to support an estimation, so much is sure,
however, that this is a one-way process, of dimensions not to be underestimated. (A kind
of counter-item to this is the contribution of town-dwellers to small-scale production,
especially at times of seasonal peaks.)

* k %

Small-scale production is exposed to the effect of an extremely high number of
social and economic factors. In the future, the production of household plots and
auxiliary farms will be developing as their resultant. The effects are in many cases of
different or even of opposite direction, the volume of production may develop conforming
to the stronger effect.

In forecasting the future: of small-scale production, social interest must be the
starting-point. It is beyond doubt that the national economy will need the products
coming from small-scale production still for a long time.

Numerous examples show that small-scale production reacts quickly to changes in
economic environment. In case of deteriorating income conditions, production declines at
a particularly fast rate. On the other hand, development usually follows at a slower rate:
it requires more time. Therefore, economic measures affecting production are to avoid
sharp turns as much as possible. A farsighted economic regulation, not without
perspective, can help to shape production according to plan and even to securely fit into
the plans. Production contracts, guaranteed prices, and elimination of the deficiencies of
state procurement are the factors which can increase the security and regularity of
production for both producers and society.

In consideration of the larger than average ratio of the older generation, the
dropping out of the old will reduce the number and output of small producers at a higher
rate in the future than until now, especially in the household plots. This cannot be fully
counterbalanced either through incentives, or specialization, or the improvement of
technologies. In general, the younger generation is not prepared to carry on production
with the traditional peasant methods; further development of small-scale production can
be expected of them only if they have the possibility to change from manual labour to
machine work.
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Specialization of production is concomitant with the increase and differentiation of
incomes. Therefore, an appropriate method of income regulation has to be devised and
made public. Higher consistency is to be asserted in the taxation of incomes. As a matter
of fact, taxation of the sales returns does not take actual incomes for a basis, and thus
distributes burdens disproportionately among the small producers.

So far it has been the integrating activity of large-scale farms that has proved to be
the most efficient method of production organization. There are several signs to indicate
that the course of development will take this direction. If large-scale farms duly keep in
hand small-scale production and fit it into the large-scale framework, development will
probably lead to the establishment of production relations similar to the industrial
outworker system. In certain sectors, new forms of cooperative and small enterprises may
come to the fore.
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MEJIKOE CEJIbCKOXO3SIiICTBEHHOE
ITPOU3BOICTBO B BEHI'PUU

. OPOII

CpenHeroioBbie TEMIbl MPHUPOCTA BAJOBOH NMPONYKIHH BEHIEPCKOrO CENbCKOrO XO3AHCTBA B
1970-1981 rr. cocraBuin 3 npoueHTa. ITO pa3BHTHE NMPOH3ONLLIO Npexae Bcero bnaromaps sBee Gosee
KOHIIEHTPHPYIOIEMYCS IIPOM3BOICTBY rOCYIaPCTBEHHBIX XO3AHCTB ¥ CEJILCKOXO3AHCTBEHHBIX IPOU3BOJICT-
BeHHBIX KoonepaTupoB. Hapsasy ¢ KpynHBIM NMPOHM3BOACTBOM BO3HHMKJA CBoeoOpasnas dopma Menxoro
CeJIbCKOXO3AMCTBEHHOrO MPOU3BOACTBA. B mociienHee necaATHIETHE CIIOXKHIIOCH LiejiecoobpasHoe pasjele-
HHE TpyJa MeXIy KPYNHbIM H MEJIKHM Npou3BoACTBOM. KpynHble XO34HCTBA HHTErPHPYIOT TaKXe M
JIEATENbHOCTh MEJIKHX NPOH3BOMAMTENEH M NMOMOraloT MM MallMHAMH, KOPMaMH H T. 4. B MenkoM
NMPOM3BOJCTBE NPHHUMAIOT Yy4acTHe BCe CJIOM obmecTBa, oaHako HaubGosee 3HAYMTENBHBIH 06BEM
NIPOH3BOJICTBA MIPHXOJUTCA HA NPUYCaIeOHbIE yIACTKH WIEHOB CEJIbCKOXO3AHCTBEHHBIX IPOMU3BOACTBEHHBIX
KOOINEPaTHBOB.

CornacHo npoBeaeHHO# B 1981 r. cTaTucTHYECKO# nepenwcy, 1,5 MAUTHOHA IOMALLHUX X03HCTB (42
NPONEHTA HaceNeHHs) uMeeT B cpeieM 1500 KB. MeTpOB 3eMeJIbHBIX yroauii uiu 6oliee 4eM MHHAMAJIBHOE
NOroJioBbe ckoTa. COrjlacHO NEPENHCH, OHM CYMTAIOTCA MEJIKHMH IIPOU3BOAUTEIAMH.
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Tlo cpapuennio ¢ 1972 r. 4HMCIO MeNKHX TMPOM3BOAMTENEH yMeHBIIWIOCH Ha 11 mpouenToB. 3Toi
JeATEIbHOCTHIO 3aHUMAIOTCA GOJTbIIeH YacThIO JIFOAM MOXWIoro Bozpacta. OcobenHo MHOrO paboraior B
MEJIKOM MNPOU3BOLCTBE NECHCHOHEPOB.

TLiomanap 3eMENBHBIX YTOaUi MEJIKHX NPOU3BOJMTENEH COKPAaTHIIACh, IO cpaBHeHHIO ¢ 1972 1., Ha 23
MPOLEHTA, HO JIMIUb HA YACTH MX BeJIETCS KPYIHOE MPOU3BOACTBO. MeJikie NpOoU3BOIHTEINH BO3IEIILIBAIOT B
OCHOBHOM 3€MJIM, HE NPHIOJHBIC I KPYINHOro NPOH3BOJCTBA, MCIOJb3YIOT CTAaphie XO3AHCTBEHHbIE
NOCTPOWKH H CIHCAHHBIE KPYITHBIMH XO3SHCTBAMH MAIIHHbL.

B 1981 r. MesikO€ NPOU3BOACTBO JaJi0 34 POLEHTA BaJIOBOH MPOAYKIIHH CEJIbCKOT0 XO3AHCTBA, NpHIeM
B CaOBOJICTBE H CBHHOBOJICTBE €ro 10Jis peBbiiaia S0 npoueHToB. 62 NponeHTa CBOeH MPOAYKIHY MEJIKHE
MPOH3BOAHTCIIH cOBbIBAJIM HA CT OpPOHY, OCTAJIBHYIO XK€ 4aCTh noxpeSmum B CBOCM OMAILIHEM XO03sHCTBE.
3¢dexTHBHOCTS HX TPYAA OTHOCHTEIbHO HH3Kas H3-3a GONBIIOH NOJMH pyYyHOro Tpyaa.

Bﬂﬂ!‘Ollapl ACATCJIBHOCTH KPYIHBIX XO3AHCTB IO HHTEITPHPOBAaHHMIO MEJIKOIO MPOH3BOACTBA H
PacnpoCTPaHEHHIO KOHTPAKTAIMH IPOM3BOACTBA MEJIKOE POH3BOJCTBO CTAHOBHTCA H0JIee IITAHOMEPHBIM
H CKJIAABIBAKOTCH €ro HOBBIC q)OpMH.

B cesibCkOM X03sHCTBE GOJIBIIHHCTBA COLHAIMCTHYECKHX CTPAaH MEJIKOE NMPOU3BOJICTBO B OTJEJIBHBIX
OTpacifX JAeT 3HAYUTEJIbHYIO 9acTh NPOAYKIHH.

B mepCHeKkTHBE ClEAYET OXHAATh COKPALUCHHS YHC/IA MEJIKHX IPOH3BOMTEJIEH, B TO XK€ CAMOE BpEMS
CrnelHaIH3alHMa H KOHUEHTPAUHUA HX NPOH3BOACTBA MOBLICHTCH.
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THE LONG-RUN DEVELOPMENT OF HUNGARIAN INDUSTRY
(OUTLINES OF AN APPROACH TO INDUSTRIAL POLICY)

GY. VARGA

The study sets out from an evaluation of the present situation of Hungarian industry.
It examines the weak points of industry. These are, among other things: the relatively large
ratio of nonconvertible capacities, the emergence of so-called “technical islands”, its high
energy intensity, etc.

The author challenges the practice which hitherto based the industrial policy on the
development of the branches of industry. He proposes to select so-called functional,
innovation-technological priorities, that will promote the flexible adjustment of
manufacturing, the reduction of capital intensity and the creation of conditions for a
“market-oriented policy”.

The author calls attention to the fact that planning has to reckon with an intricate
web of factors of uncertainty. Therefore, on national economic level not the setting of
individual concrete targets has to be aimed at, but rather the road leading to the main
strategic objective, that is, the operational conditions of industry to be well elaborated.

Introductory remarks

Industry (including the food processing industry) plays a decisive role within the
framework of the Hungarian economy. Its share in national income production amounts
to almost 45 percent, and its contribution to GDP is 34 percent. 32 percent of all those in
gainful employment are employed by industry. The contribution of industry to total
commodity exports amounts to 89 percent (some 22 percent of total industrial sales are
exported). The share of industry in Hungary’s total investments amounts to 37 percent,
and 53 percent of total electric energy consumption.

In the course of the 70-ies the improvement of productivity and international
competitiveness of industry failed to keep up pace with international standards, thus
Hungary’s relative backwardness grew, and this tendency continued in the early 80-ies as
well. In industry gross output grew by 4.6 percent (annual average) in the second half of
the 70-ies. In 1980—83 the annual growth rate did not reach 2 percent.

In the course of the 50-ies the structure of industry basically shaped according to
central state decisions. In the 60-ies central development programs concentrated on
industrial sectors enjoying priority whilst in the 70-ies the production structure of
Hungarian industry developed—at least to some degree—in conjunction with centrally
launched development programs. It has to be admitted that the impact of the central
programs of the 60-ies concerning some “priority™ sectors is still felt.

Capacities established following central decisions in the first line met demand in
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domestic and CMEA markets, however, due to changes which had taken place, some of
the assumptions these decisions were based on failed to prove true even in respect of
these markets. Central decisions were not always preceded by adequate examinations
concerning international competitiveness and risks. The economic environment where
these decisions were taken failed to force either state authorities or enterprises that were
indirectly interested in development to carry out thorough examination of these factors,
or to the adjustment or occasionally even to the cancelling of certain investment decisions
if required by changed conditions. Partly as the consequence of the influence of central
decisions on structural adjustments within the framework of industry technical islands
came into being

—  that can rely only to alimited extent on skills and know-how available in Hungary,
—  that occasionally show a lack of and adequate production and infrastructural

background,

—  where the share of non-convertible capacities is relatively high.

In Hungary the importance of industries is relatively high that produce capital and
energy intensive products of low added value. In 1982, calculated in gross production
values, the contribution of metallurgy, electric power production and mining to total
output amounted to 21 percent. These industries engage more than a third of the total
productive fixed assets of industry. If one includes the heavy chemical industry as well
then the share of industries producing basic materials within industry as such amounts to
almost 30 percent, while engaging more than 40 percent of total fixed assets. An
examination of state industry within total output, classified according to the field of
utilization of products, shows that the share of energy carriers, industrial basic materials
and semifinished products is more than 50 percent.

The process of canceling the production of obsolete goods and introducing new
products is rather slow. The average life-cycle of products in industry is rather long, ii the
engineering industry it is more than 10 years, and in light industry it exceeds 11 years on
average.

The participation of industry in the international division of labour is based on
traditional trading forms. Complementary activities (research, production, etc.) based on
specialization and coupled with the sharing of capital and risks, or the integration forces
of different functions (e.g. marketing) that might diminish risks did not evolve. It appears
to be certain that in the emergence of technical islands this circumstance plays an
important role.

In the past the characteristic features of industry were determined basically by mass
production of a medium level of development based on cheap raw materials and low
wages, i.e. to a decisive degree by exports io the markets of the CMEA countries.
However, this kind of advantage was exhausted in the course of the 70-ies. Exports to
competitive markets with convertible currencies concentrate mainly on conventional
products responding sensitively to the ups-and-downs of the trade cycle. The number of
firm markets in such trade is somewhat limited, and this is especially risky under
prevailing conditions. Manufacturing industry that had operated basically under monopo-
ly conditions finds it especially difficult to cope with the requirements of competition on
convertible currency markets. (Its difficulties are merely further enlarged by protec-
tionism or discrimination.) The role of goodwill as a competition factor is unimportant,
being a disadvantage in itself as well, but even more so for quality-sensitive goods.
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The share of activities demanding low qualification and considerable physical effort
is too high. In the ancillary processes both the number and the share of those doing an-
unskilled job and performing with low efficiency is extremely high. At the same time the
share of intellectual products and services related directly to the production and
marketing of goods as well as of those not linked directly to material production is rather
low. In this sense as well, industry is too material intensive, and the scope of services of a
software character is limited.

An adjustement on behalf of manufacturing industry to more advanced demand
with higher requirements is hindered by a number of factors that are decisive from a
strategic point of view.

This is due in the first place to the limited—and unjustifiedly limited—role played
within total production by the intermediary (subcontracting) industries that are
specialized and competitive in themselves. In the production of end-products structural
adjustments are greatly hindered by this fact. Another structural disadvantage stemming
from the same source is that there are no incentives and forces between intermediary and
end-product production sectors mutually encouraging their activities. This could be one
of the driving forces of technical progress in both sectors. The possibility of flexibility
and innovation implied in technical progress within the intermediary, subcontracting
industries, are wasted in practice. (Disregarding energy carriers, the imports of materials,
semi-finished products and component-parts exceed by some 70 percent the exports of
the same products.)

Second, within the production-technological patterns of industry the share of non-,
or only partially convertible, i.e. inflexible capacities represents quite a large ratio.
(Calculated on the basis of the gross value of fixed assets this is some 45 to 50 percent.)
The same applies to mining, metallurgy, to electric power production, to the heavy
chemical industry as well as to the majority of special production lines in the engineering
industry. It is true that the conversion of technically determined capacities causes
problems elsewhere as well, however, in industrialized countries being of the same size
and level of development as Hungary, the share of such rigid capacities is smaller.

Third, the over-centralization of the enterprise structure in general hinders
adjustment within industry. The fact is that as a consequence of the absence of a
subcontracting sector, the position of large-scale industry is rather shaky, since it is not
able to share the human and economic burdens of costs, technical and market
adjustments with suppliers.

According to 1979 figures, the share of enterprises and industrial cooperatives
employing at most 100 workers is only 10 percent, whilst economic units employing
more than 1000 workers comprise 24 percent of all enterprises and industrial
cooperatives. Among the 702 state industrial enterprises, there were only 36 where the
work force was at most 50 persons. At 39 enterprises the size of the work force exceeded
5000 persons. This kind of industrial organization based one-sidedly on mammoth
organisations is a perfect example of the misinterpretation of the character of modern
production. It has to be admitted at the same time, that whilst on the one hand a flexible
adjustment of industry is hindered by the over-centralization of the enterprises structure,
on the other necessary concentration and vertical lines corresponding to international
standards have not developed in all fields, where they would have been justified.
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Fourth, the ability of adjustment of industry is impeded by the prevailing level of
management and control, and by the totality of relevant human and material conditions.
In this field the present pace of renewal is insufficient. The background of management
(collecting of information, processing, analyzing and storing of information, primary
communication conditions) are obsolete in a number of fields, and Hungary disposes of a
limited number of management advisory institutions which only partially meet
reauirements. Under the prevailing system management functions are not granted a
sufficiently high status, and a carreer in management is not sufficiently attractive to the
talented.

Fifth, growing capital intensity is especially disadvantageous. Beyond the fact that
all Hungarian investments are in themselves too expensive, the deterioration of the
efficiency of invested assets experienced over recent years, could be explained by
structural and marketing difficulties, and in this respect again by the relatively high share
of nonconvertible capacities.

Some fundamental aspects of Hungarian history and developments, as well as certain.
decisive factors that had existed earlier and are independent of us are partially, but only
partially, responsible for the prevailing state of industry.

In the emergence of the weak points outlined above the system of economic
management, and therein the system of decision making have played the decisive role.

* % ok

Structural adjustments having been initiated and still going on in the world
economy; the slow rate of economic growth, increased uncertainties and other,
non-economic factors with a disadvantageous effect on the Hungarian economy all imply
the danger that—extrapolating the characteristic features of development—Hungarian
industry might decline further from its current position, since its relative backwardness
(both in the technical and in the economic sense) might grow further. International
economic development also leads one to presume that
—  the conditions of economic growth have changed in the countries of the ULMEA as

well. The resources of extensive (mostly quantitative) development have been
exhausted, and a transfer to an intensive (qualitative) development course is already
under way in these economies. The lasting recession in Western countries also
affects socialist countries. As a consequence of both factors, the rate of economic
growth has slowed down, the ability to accumulate has deteriorated, and there is
therefore slackening demand in the investment markets. Under such conditions
supply of a given structure may become depreciated and this may cause a further
deterioration in the terms of trade. Thus problems of adjustment are timely in
respect of the CMEA countries as well, and this has to be considered as a new
strategic factor for the Hungarian industry;

—  the structural and technical adjustment taking place even under conditions of
recession in advanced Western countries, which are used as a tool for mastering the
crisis (e.g. the widespread use of micro-electronics, biotechnology, space research,
laser-technology, robotization, new tendencies in optics, as well as their new and
unprecedented combination, e.g. bioelectronics, or the search for new materials,
etc.) offer new resources for the improvement of competitiveness in the long-term
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and at the same time change the structure and specialities of market demands. The
trade war between advanced Western countries may force competing countries to
accelerate technical progress and, especially in leading industries or activities new
alliances, cooperation forms, new market and enterprise organization methods may
develop in order to defend or even improve their position or bargaining power. Also
due to these factors in world production and world trade the role of multi- and
transnational corporations will grow further. All this implies the risk for Hungarian
industry that it will not be able to take advantage of extended sales and
cooperation opportunities at a time of .economic boom in Western countries, since
structural and technical differences between the Hungarian and the Western
industries will become insurmountable. After a certain time, structural and
technical asymmetry may become an obstacle when including “quality” products
and technologies into production and in commercial relations of a complementary
character; )

—  developing countries (at least some of them), in the case of an economic boom,
may be a serious competition given the prevailing pattern of Hungarian industrial
goods. What is more, as a result of capital, technology and management tiansfer
taking place as a consequence of structural re-adjustment and technical progress
they may gain competitive advantages against Hungarian industry in a number of
manufacturing industries. This will be greatly fostered by more favourable
conditions for entering markets that will be available to them.

A summary of the weak and vulnerable points of industry is necessary for an
outline of an industrial strategy. A critical self-examination is the starting point for every
kind of plan, development policy or strategy, since it reveals where blind alleys are, where
reserves are hidden, and where the situation must be changed.

Outlines of a strategy

The possibilities of economic growth of the Hungarian economy depend in the first
place on the development prospects and on the structural adjustment of industry.
Industry has an indirect influence on the whole of the economy, skilled labour can be
used in this field, in the most favourable way, Hungary may participate in the
international division of labour most intensively via industry, and industry is one of the
most dynamic factors of world trade.

The above diagnosis refers to the fact that the current development strategy of
industry, has to be thoroughly reevaluated and changed. The new strategy, in conjunction
with priorities set by economic policy,—has the aim of safeguarding the relative
international competitiveness of manufacturing industry and of preserving or improving
comparative positions. This requirement places the improvement of economic efficiency
and marketability at the centre of the new strategy. This can be achieved via a basically
export-oriented development policy that relies to a greater extent on the domestic
market, assuming rational import substitution. The raising of economic efficiency and the
improvement of international competitiveness are conditions of the restoration of external
equilibrium and the acceleration of industrial growth. (
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Experience gained in the course of the formulation and implementation of
industrial policy in the past, as well as the prevailing situation and the foreseeable future
warn against the working out of an industrial policy that aims at the establishment of some
“optimal” structure or at the achievement of some “optimal” rate of growth. Especially
in countries with an open economy an industrial policy that depends on the traditional
planning approach, implies great risks. The earlier planning practice failed since
—  economic plans contained too many and not sufficiently well founded priorities,

—  resources were scattered whilst planning in order to correct disproportions, was
forced from time to time to a sudden development or reconstruction of
“backward” industries or parts of them,

— it prevented or hindered the establishment and evolution of activities and ventures
that should have been created by the cooperation of combination of individual
industries. That is, structural policy based on sectors or sub-sectors was mostly
coupled with a rigid implementation method.

It is more suitable and less risky to establish a system of targets of industrial
development that concentrate on given development, and basic technology projects.
National economic planning has to aim at the realization of strategic goals that have an
accelerating impact in a stagnating economy which was grown slowly for years, in a way
that they contribute directly and indirectly to the raising of productivity and economic
efficiency as well as to the improvement of competitiveness in the whole economy (i.e. in
material production as well as in the infrastructure). Thus they explore new factors of
economic growth. Finally, an important criterion of the selection of priorities is that they
should improve the technical and technological flexibility of industry and expand the
possibilities of convertibility.

I consider functional priorities the most suitable for such purposes. There would be
objectives that would greatly contribute, in the first place in industry but in other
economic sectors as well, to the raising of productivity and efficiency and to the
improvement of international competitiveness. Such functional priorities are
—  the spreading of electronics in production and in management technology, that is

the acceleration of automatization and miniaturization,

—  the mechanization of administration technology, and the implementation of
electronization in this respect,

—  the development and wide-spread utilization of modern chemical processes and
methods (e.g. the manufacturing of clean or super-clean materials for the
pharmaceutical industry or for telecommunications technology, the wide-spread
utilization of plastics, etc.)

—  the development and spreading of processes serving a rational material and energy
consumption,

—  the foundation and implementation of bio-technics in certain fields of agriculture
and pharmaceuticals.

Besides functional priorities national economic planning should concentrate on
certain innovation or technology blocks as well. E.g. blocks related to
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—  food production and the food supply,

—  public health

—  measuring and material examination procedures
—  transmission technology

—  and to “subcontracting” industries.

The two aspects of this double approach to economic policy priorities does not
contradict but rather mutually assumes one another. Functional priorities concern in the
first place technological trends of outstanding importance from the point of view of the
future and innovation blocks concentrate on areas where—under prevailing domestic
conditions—the achievements of technical progress may be most economically utilized.

The scope of priorities, as well as their depth or the pace of their implementation
can be altered according to the availability of necessary resources. These priorities can
only be enforced if an increased selectivity is shown in the coming two decades and
engaged resources are re-allocated.

While enforcing an increased selectivity the importance of material and energy
intensive basic material industries requiring substantial capital should be curtailed. In
these industries—and this applies in the first line to metallurgy and the heavy chemical
industry—the level of processing of products must be raised, and their quality improved
(quality compound steel, plastic end-products, etc.). In the energy sector—one should
rely on domestic resources to a rational degree in the interests of a safe supply. In order
to reduce oil consumption a change to energy derived from gas, coal, geothermic energy,
from waste materials of agricultural and forestry origin, has to be carried out. (Within
total energy consumption the share of oil products fell from 40.7 percent in 1978 to 32.7
percent by mid-1983.)

The share of energy production of total investment resources has to be decreased in
the first place by the reduction of the energy elasticity coefficient of the economy to 0.4
or 0.5. (This ratio was well above 1.0 in the 70-ies.)

The prevailing stagnation in manufacturing industry can be overcome only if those
activities (in certain cases whole enterprises or plants) are closed down where production
leads to lasting losses (which are not due to central decisions). The curtailment of such
activities is a function of the improvement of exportability since these eliminated
activities have to be substituted by imports. However, resources becoming free as a result
of the stopping of unprofitable activities, can be allocated for the improvement of the
export of profitable or at least potentially profitable activities.

This liquidation is not only coupled with the freeing of resources but with a
one-time capital loss or with additional investments as well. (E.g. costs of re-training of
the workforce.) The richer a country is, the more it manages to cope with such losses,
consequently in more wealthy countries that active capital that can be operated only at a
loss is sacrificed more easily.

Due to considerations related to the ups-and-downs of the economic cycle, it is
sometimes right to make possible the survival of industrial activities that suffer from
temporary difficulties.
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In the selection of priorities investments should be carried out in areas where
capital demand is relatively low, where no large capital concentration was necessary and
the rate of retumn is also not too slow. The majority of the appointed areas are of a kind
where the technically determined minimal size of investments is not coupled with the
requirement of large capital concentration. Naturally, this does not mean that the
implementation of one or the other priority projects does not demand large capital
investments, especially in research and development. However, these priorities are of a
character permitting the development of a relatively narrow part of the area concerned as
well.

All this assumes that strategy goals implied in industrial policy can be based not
only on large enterprises, partly on smaller undertakings as well. This means at the same
time that the complexity of blocks belonging to these priority projects will vary in line
with available resources and the development of comparative positions. Thus according to
my approach this block concept means a multisided development and market policy that
assumes the joining of research, production and marketing that is the most advantageous
from the point of view of Hungary.

An indispensable condition of the creation of a rational structure in this sense, is
the gradual establishment, and later the expansion, of the conditions of competitive
imports, especially in the conventional manufacturing industry. This does not contradict
the temporary defence of the new embryonic industrial activities that should be
implemented by tariff policy.

These selected priorities make possible that
— in some areas Hungary may manage to offer a performance corresponding to

peak-level technology, or at least approaching it,

—  that over a wide-range a follow-up strategy may be enforced,

—  Hungary may enter the market with some specialities,

—  Hungary may join the activities of foreign enterprises implementing advanced
technologies either as a supplier or as a partner, she may participate (by offering
technical or intellectual services) in the mastering of global or regional tasks such as
the safeguarding of water and the soil, the improvement of public health, etc.

A combination of different strategies may from time to time prefer or pushed to
the background one or the other alternative. These strategic alternatives and their
combinations play an important role in the realization of development policy priorities.

However, the recognition of the technology-innovation key-areas marked as
examples does not promise even coming close to the level of advanced industrialized
countries in the planning period. Our achieved level of development in a wider sense has
to be regarded as a given condition that to a great extent influences the chance to enforce
priorities in the implementation of Hungarian industrial policy.

This way of target definition does not eliminate all uncertainties. However, it seems
to be likely that it will better serve raising of efficiency and improvements in flexibility,
and may facilitate the withdrawing of capital from some areas, thus diminishing: risks at
the macro level, than the earlier structural policy based on sectoral principles did.
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Taking into consideration the limited availability of intellectual capacities and
development resources, Hungarian industry will probably be able to reach, or at least
approach, peak-level technology only in exceptional cases. However, at the level of a
medium-size development and with given resources efforts have to be made for the
development of certain Hungarian specialities and for the establishment of a good,
reliable supplier (subcontractor) position.

It is emphasized almost axiomatically that it is advantageous for the national
economy if the share of products and services containing highly qualified labour increases
within industry. At the same time in a number of fields economic efficiency deteriorates
in line with the increase in the level of processing or in the elaborateness of the products.
The reason for this is that in these categories we are not able to offer the quality, the
performance, the reliability, the services, the fashionableness, the packaging that is
expected by the market. Since with the increase of the grade of manufacturing these
goodwill factors affect prices at an increasing extent, our disadvantage will grow
especially in the case of products demanding high-level intellectual input that, responding
sensitively to changes in quality, and fashion or which are related to servicing.

However, I do not wish to suggest that then we should rather prefer the
development of mass production based on unskilled labour, but all the more that in the
decade ahead of us, we should pursue a development policy on the basis of which market
goodwill can be established.

In this respect I see a possibility for progress in the production of modemn binding
elements, component-parts, spare-parts or of highly cleaned materials, in the development
of their production methods as well as in an up-to-date infrastructure. This may render
the narrowing of the technological gap possible. The other possibility is the establishment
of different intellectual services (in the first place in engineering). Both ways of
development would improve the performance of industry and thus its market position.

In another way of looking at things: progress in the fields outlined above is a
condition for being able to enter the market with new products and innovations.
(Unfortunately, at present we have no, or only few industrial products of services that
could not be easily replaced or dispensed with by the buyer.) It is necessary to create
activities which could become demanded in the market due to their novelty, and their
price would not be the most important competition factor. Novelties or specialities do
not always assume outstandingly new solutions either in technology, or in the product
itself, but they could be a combination of already existing and known methods and
component-parts, that, however, meet quite new requirements. There are favourable
possibilities in this respect in the application technology based on electronics, in the
public health block, in food production, etc.

The above is connected with other market policy considerations as well. It is thus
suitable to pursue a ‘“niche-policy” in certain manufacturing industries. This would
implies in addition to a market share strategy related to mass production another market
policy either supporting it or providing an alternative. This niche-policy would be mostly
linked to novelties or specialities. To find or to create market-niches is only possible with
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some special product or service. Possibility are present even in conventional industrial

activities.

It is sound to combine a pioneering and a follow-up policy in respect of
developments. The same applies to market policy, where it is wise to combine a market
share policy (contributing to the expansion of volume) with a niche-policy. In the
selection of the adequate market policy differing trade costs related to the entering of a
market, or to the maintenance of the market share or to the expansion of the latter, have
to be carefully estimated. In certain sub-sectors these costs are substantial. Consequently,
a realizable and realistic market policy influences production policies as well as
comparative positions in the production sector, and may even alter them.

Thus, selected directions (priorities) of development
—  improve the flexibility of industry,

—  are relatively less material and energy intensive, they thus improve the character of
our import dependence,

—  may contribute to the improvement of our market positions in CMEA countries
(especially via the supply of products made by the subcontracting industries which
are the cause of bottlenecks, anyway, and of more up-to-date products and
services),

—  may contribute to the improvement of market positions in advanced Western
countries as suppliers and as the representatives of a peculiar “Hungarian product
pattern”. Western exports which at present show considerable concentration and
consequently are risky may be diversified,

— in respect of developing countries they may promote the export of systems related
to Hungarian services in engineering and management, backed up in other ways as
well.

The principle market for the Hungarian industrial products is the Soviet Union.
Thus a Hungarian development policy must reckon with Soviet plans concerning
economic development, examining those projects that hold out the promise for the
Hungarian industry, that they may contribute to the improvement of the terms of trade
of Hungary. E.g. long-range programs concerning transport and delivery of goods, or that
of food production, as well as plans aimed at the promotion of energy and material
conservation provide new market opportunities for Hungarian industry. In general the
aim must be that deliveries of energy carriers and raw materials be counterbalanced to an
increasing extent by manufactured goods that are attractive for the Soviet trading partner
(especially by up-to-date products of the engineering industry). However, it may be
assumed that with its present range, engineering will be less in the position to balance
Soviet deliveries in the future than it was in the past. Consequently, the rate of growth of
the engineering industry will slow down due to this reason as well.

Besides the Soviet Union as a principal market, it is necessary to pay an increased
attention to different forms of cooperation with the smaller CMEA countries. The
possibility for this is given by their geographic proximity, by the similarities of size
sensitivity and by the similar level of industrial development of these countries. This may
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be fostered via increasing the share of specialities in the Hungarian product pattern. The
possibilities of economic growth, and the structure of supply of the member countries of
the CMEA justifies a new approach for capital investment and technical determination in
Hungarian industrial development policy.

The precondition for the implementation of an industrial policy

The strategic goals of industry can only be achieved by basic changes in the
conditions of its functioning. The principle industrial policy objective and subordinated
priorities can only -be realized if new driving forces, mechanisms and behaviour patterns
are enforced. If in this respect basic changes are not carried out, one cannot reckon with
improvements in the efficiency of industry and in its international competitiveness.

Within the strategic period one has to reckon with unforeseeable changes as well
that may lead to changes of individual targets or may open new possibilities for Hungary.
Thus in Hungarian industrial policy a primary role has to be attached to the creation of a
system of conditions that increasing flexibility of adjustment (i.e. against the working out
of a detailed system of development goals). In this respect, substantial progress has to be
made already by 1985.

The development of industry and especially that of manufacturing industry
demands competitive market conditions where the majority of structural changes take
place in the form of real business undertakings. A condition for this is that the
dependence of enterprise management on state economic authorities be substantially
reduced, and its responsibility towards the whole enterprise collective be increased.

Thus the readjustment of the operative conditions of industry has to be in the
centre of industrial policy of the 80-ies.

According to international experience, there is a powerful correlation between
competitive conditions forcing adjustment and the development of activities within the
industrial structure, demanding skilled labour and producing greater value added.
Production and other kinds of specialization, subcontracting industries able to adjust
efficiently and flexibly will develop only under competitive conditions, i.e. under
conditions responding to the impacts of market selection. The organisatory and
controlling activity of the state affecting the economy has to be complimented by the
disciplinary force of the market, since it can only become really efficient in this way.

The international competitiveness of industry and the behaviour of the members of
the economy on international markets are greatly influenced by the conditions under
which this activity is performed, to what extent they force and encourage a competitive
attitude. The hardening of domestic market conditions, the improvement of the
equilibrium position as well as the modernization of the system of economic management
may encourage domestic producers and buyers to improve their performance, and all this
could contribute to the improvement of the international market position of industry.

As regards the prevailing conditions in industry it has been found that one of the
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characteristic features of its activity is the wasting of resources. This can only be
eliminated if basic changes take place, if economic organizations become interested in the
augmentation of the part of national capital entrusted to them, being ready to bear the
consequences and risks of their decisions, reckoning even with the possibility of
bankruptcy, i.e. if economic organizations it least become real entrepreneurs. Under such
conditions there are better chances for performance and for encouraging creative
activities. Experience so far in the course of industrial development shows that the
organizatory and disciplinary force of the market cannot be substituted for by any kind
of administrative or artificially created regulatory instruments.

Among the conditions and methods of an industrial policy in a narrow sense the
conditions for the mobility of economic organizations are particularly important. The
natural conditions of foundation and bankruptcy, i.e. those subordinated to economic
and market influences, should be established in the first place in industry, and especially
in manufacturing industry. An interest in founding new ventures or that in withdrawing
capital could probably be increased via allowing a horizontal flow of capital (i.e. the
gradual establishment of the institutional conditions of a capital market) and thus the
elimination of “frozen” investments. This kind of encouragement of organizational
mobility could contribute as well to the improvement of size ratios within the enterprise
sector. The initiating of certain ventures, especially of those demanding a large starting
capital, cannot be left exclusively to the market mechanism. The state may initiate risky
ventures of outstanding importance for industrial policy via monetary institutions. By
contributing capital to ventures, together with other enterprises, it may participate in
undertakings promising a return only a long run..

The improvement of the size ratios in the enterprise sector may contribute to
—  the establishment of a market equilibrium and to the creation of competition, and

to encouraging the latter,

—  the encouraging of innovation activities,

—  the re-employment of labour that becumes free due to the elimination of
unprofitable activities,

—  the implementation of less capital intensive methods of development,

—  the reduction of overhead costs of enterprises,

—  the training of more entrepreneur-type managers,

—  the improvement of the flexibility of large enterprises.

The prevailing organizational system of enterprises has to be adjusted to strategic
goals. This means in the first place that research, development, production and marketing
have to be formed into a chain.

The introduction of a uniform tax-system is necessary that does not basically
re-group incomes. A considerable part of tax-revenues should be switched from the phase
of production to that of end-uses, and the system of profit taxes, turnover taxes and
personal income taxation have to be.coordinated accordingly.

In the interest of the rational evaluation, replacement and combination of resources
(i.e. labour and capital) the relative burdens affecting labour have to be raised within the
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frame of the tax-system. At the same time it would be advisable to reduce the rate of
profit-taxes, thus diminishing the tax burdens affecting accumulation.and investments. It
could thus be achieved that the proportions of available resources better reflect
differences in the primary income of enterprises.

This kind of a reshaping of the tax-system may increase the profit-sensitiveness of
industrial enterprises and at the same time had to greater income differentiation among
enterprises.

The information flow as well as the processing, storing and analyzing methods of
information in respect of enterprises have to be improved. Improvements in the ability of
enterprises to respond to information, and thus the improvement of their flexibility and
their decision-making require the modernization of decision-making and interest relations
within enterprises. In general it is necessary that the individual plants of enterprises be
directly influenced by the impact of the market, and within a determined range dispose
of an independent authority in decision-making.

The implementation of objectives in industrial development assumes the moderniza-
tion of training methods. The teaching of convertible knowledge should be the aim,
thinking in alternatives should be developed as well as the readiness and ability for
decision-making. The teaching of foreign languages has to be made more successful as
well. Familiarity with new techniques and their socio-economic impact, especially
knowledge of computer techniques and being able to exploit computers should become
an organic part of the Hungarian school-system. Acquaintance with these activities—just
approaching the problem in market terms—is a competitive factor and will be one in the
future even more so. In the training of technical experts a greater importance should be
attached to thinking in social, economic and market terms. Last but not least the number
of experts (both economic and technical) trained abroad and with experience there,
should be increased.

Standards of management culture have to be raised considerably and the system of
selecting managers has to be improved. Competition and mobility among managers should
be encouraged. It has to be made possible for enterprises and cooperatives themselves to
compete with each other for obtaining the best possible men. The social prestige of the
managerial function has to be improved, by making information on the activity of the
enterprises available. The evaluation of the activity of senior managers has to be made
easier. Finally, the infrastructure of the manager and entrepreneur functions has to be
established (i.e. advisory networks concerning management, planning, taxation, legal
problems, etc.).

The increased mobility in the flow of assets and of organization inevitably assumes
a greater mobility of labour. The social and institutional conditions for this, including
necessary financial resources, have to be provided for both regionally and within the
framework of the individual enterprises as well. Intra-enterprise mobility has to be
encouraged as well, thus encouraging the learning of new skills and the development of
new or unexplored abilities. (The retraining grants were introduced in mid-1983.)

In the implementation of development priorities of industrial policy, in contrast
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with the practice pursued so far, central planning has to concentrate in the first place on

the creation of adequate social and economic conditions. The importance of state control

of and influence on technical development deserves particular attention. The system of

instrumentalities (ranging from fringe benefits, via a preference system operating as a

mechanism, to tariff policy) has to be established in a way that the realization of

technical development objectives of strategic importance that are socially necessary, be
not hindered by market risks or by the insufficiency of enterprise capital. In the
competitive sector of industry in particular subsidies to be repaid and refunds on incomes

(i.e. tax-refunds) may play an important role. Preferences and subsidies should be

transferred from production to the sphere of technical development.

Under the given framework of economic management the development of industry
may be influenced by the state via placing orders, and making capital available as well as
via restrictions and standards concerning environmental protection, public health,
security, etc. As regards the latter, they have to be revised from time to time, since their
renewal may affect competitiveness. These restrictions affect the marketability of the
processed products of procedures as well.

Primary interests are connected with a reduction in the demand for assets. This can
be served in the course of the strategic period by
— the growth in the share of investments providing a quick return and requiring

moderate assets concentration,

—  withdrawing and re-allocating assets on the basis of efficiency considerations,

—  the concentration of activities on more up-to-date machines and equipment of
higher productivity,

—  the creation of specialized organizationsin the subcontracting industry with the aim
of modernizing maintenance and renewal activities related to machines and
equipment,

—  the improvement of the utilization of machines and equipment, (due to social
considerations there is only a limited possibility for the expansion of shift-work.
Thus probably such technical solutions will be preferred that are able to minimize
the additional labour demands of shift work.)

—  the completion of investments within a shorter time and of a better quality and the
establishment of engineering activities that contribute to the shortening of the time
of introduction and extension of new technologies (or capacities).

There are substantial reserves in certain manufacturing industries. The utilization of
machines and equipment of great productivity could be substantially increased as a result
of relatively small additional investment. At the same time, in certain industries and in
respect of certain technologies (e.g. in material handling or in the end-phases of
production, e.g. in packaging) under-development occurred.

Both the technical renewal and the market prospects of manufacturing industry are
greatly influenced by its participation in the international division of labour.

The ability to adjust of Hungarian industry is limited not only by already outlined
institutional, interest and structural factors, but by the fact as well that it does not
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participate organically in the international division of industrial labour. Hungarian
enterprises are national ventures. In respect of research and development, production and
productive services as well as of the sharing of market risks industry relies almost
exclusively on national resources. In this sense industry may not be regarded as an
“open”, but as a rather “closed” economy. This is even strengthened on the side of
resources by the limited choices available to enterprises. The outlined functional priorities
give better chances for joining in the international division of labour than conventional
sectoral development targets, however, at the same time the realization of these
functional priorities is also subordinated to an increased participation in the international
division of labour. In general, in small countries like Hungary, high technology activities
and special national product patterns may only evolve and become competitive if they
develop as integrated in the world economy. This is the explanation for the fact why
small but economically advanced countries with narrow domestic markets and relatively
limited resources could become competitive. In the absence of integration with the world
economy these high technology activities cannot evolve, or else efforts made in the
interest of their established will not proportionate with results.

Nowadays technology, capital and management transfers are interwoven. An
indispensable condition for the preserving or improving the relative competitiveness of
manufacturing industry of middle-developed small countries, is a reliance on additional
production factors. Thus one should provide the conditions so that
—  Hungarian industry may take advantage of direct capital and technology and

management transfer,

—  Hungarian industry be also able to export activities to other countries improving its
comparative positions.

It would be necessary to internationalize Hungarian enterprises of relative
importance in international markets which have already established a certain image so
that they can take advantage not only of possibilities implied in material production but
in those offered by international capital and money markets. (The bargaining position
and competitiveness of transnational corporations is not only strengthened by the fact
that they produce more efficiently than Hungarian enterprises but by the fact as well that
they are directly affected by the international money market, and may take advantage of
exchange rate differences being in a position to share their risks geographically as well.)
Thus the advantages of transnational corporations are not only due to their size but in the
first place to their character.

Production is relatively stronger in Hungarian industry than marketing. Thus
Cooperation with firms or enterprises may lead to mutual advantages, where in the
interest of introducing relatively up-to-date Hungarian products (e.g. pharmaceuticals) a
joint venture is founded. Real cooperation is based on the sharing of capital and risks.

However, it would be a mistake to attach too great expectations to the readiness of
Western companies concerning cooperation. Their scope of decision making is already
limited by a number of state or even international restrictions (i.e. COCOM-list, regional
and national protectionist measures, etc.). Their interest in cooperation will be influenced
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by the ups-and-downs of the economic cycle as well. However, it would also be a mistake
to underestimate the possiblities of cooperation, especially in the long-run. This is proved
by the fact as well, that cooperation based on genuine mutual advantage and on the
mutual sharing of risks is still very much alive.

Industry has to be able to make offers on competitive markets corresponding to the
requirements of competition. What I have in mind in the first place is the participation in
tenders by international monetary institutions (like the World Bank) or by the
governments of developing countries, as well as the foundation of joint ventures.

In respect of CMEA countries, in addition to conventional cooperation based on
the inter-sectoral division of labour, the division of labour within industries of smaller
division still (intra-sectoral), based on real production specialization has to be aimed
at, as well as thc foundation of joint ventures, if possible not demanding large capital
investments. The advantage of this kind of venture lies in the high degree of special-
ization, in the relatively quick return on invested capital, and in the fact that mutual
interests are clearly recognizable and risks may be shared.

The possibilities of venture triangles based on the raw material resources ot the
CMEA countries, and on Hungarian skilled labour, as well as partly on Western capital (or
technology), have to be investigated. The condition for involving Western direct capital
investment (or technology) is to offer attractive business prospects. The CMEA market
offers such possibilities raw material resources in addition to. For Hungary a venture is
considered advantageous if, besides sales to Western markets, the product is regarded as
convertible by the CMEA partner as well, and delivery costs, the Hungarian wage level or
other factors, make participation in a joint venture more advantageous than simple
import against convertible currencies. Hungarian enterprises should be encouraged to
carry out market research for the establishment of such triangles, or investigate the
possibilities of joining such ventures, provided a mutually advantageous way of
accounting may be developed.

A basic condition of the implementation of objectives set by industrial develop-
ment policy is to make the intentions of state economic management better calculable
and foreseeable. Consultations between state authorities and enterprises should become
more regular and the readiness t~ “ooperate should be increased.

Whilst the implementation of the industrial policy outlined above may the
elimination of certain unfavourable phenomena and processes experienced earlier, it may
give rise to the emergence of contradictions as well that have not been reckoned with so
far. For example the acceleration mechanism of the market, the emergence of the
different types of venture forms, the increase of income differences, etc. may initiate
such new social and economic processes that may partly rearrange interest relations as
well. The first signs could be experienced already in the early 80-ies. However, the realities
of economic life justify only the judgement that this is the economic-strategy alternative
that permits the elimination of factors hindering economic development and adjustment,
making possible the exploration of new driving forces, requiring the smallest possible (i.e.
still bearable) sacrifices.
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1. Structure of industry

i . By gross value of produc-
By gross 7;:1:‘;:’)0" value Change Bye:;l:;:ldb‘e ;:ef;cp: ;:;”" Change tive fixed assets* (percent) Change
Branch between between T between
1980 1982 1980-82 1980 1982 1980-82 Eh, 1982 1980-82

Mining 6.3 7.4 1.17 (431 7:3 1.03 8.1 8.8 1.09
Electric energy industry 43 5.0 1.16 22 2.3 1.05 148 146 0.99
Metallurgy 9.9 8.6 0.87 5.9 5.7 0.97 9.5 10.1 1.06
Engineering industries 229 23.1 1.01 321 323 1.01 18.6 18.7 1.01
Building materials industry 33 335 1.00 49 438 0.98 7.0 6.6 0.94
Chemical industry 19.1 20.5 1.07 6.8 7.0 1.03 16.3 15.6 0.96
Heavy industry total 65.8 67.9 1.03 59.0 59.4 1.01 74.3 74.4 1.00
Wood processing industry 2.2 1.7 0.77 30 2.6 0.87 1.4 1.2 0.86
Paper industry 33 1.3 1.00 0.9 1.0 1.11 1.9 | 574 0.89
Printing 0.9 1.0 1.11 12 1.2 1.00 1.3 1.3 1.00
Textile industry 438 43 0.90 74 7.3 0.99 5:2 49 0.94
Leather, fur and shoe industry 23 21 0.91 - By ) 38 1.03 1.1 1.1 1.00
Clothing industry - 1.8 1.6 0.89 4.8 4.7 0.98 0.7 0.7 1.00
Handicrafts and home crafts 0.9 0.8 0.89 4.3 4.0 0.93 0.3 0.3 1.00
Light industry toral 14.2 12.8 0.90 255 24.8 0.97 1.9 11.2 0.94
Miscellaneous industry 14 1.3 0.93 34 23 0.97 Ll 1.0 0.91
Food processing industry 18.6 18.0 0.97 12.2 12,6 1.03 12.7. 134 1.06

Total 100.0 100.0 1.00 100.0 100.0 1.00 100.0 100.0 1.00

*Calculated at current prices.
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2. Structure of state industry by commodity groups

percent
Change
Commodity groups 1980 1982 between
1980-82
Mining and electric energy products 18.1 17.9 0.99
Industrial materials and semifinished products 35.4 35.3 1.00
of which:
Metallurgical products 9.9 10.4 1.05
Engineering industry products 4.7 4.6 0.98
Chemical industry products 6.3 6.6 1.05
Textile industry products 6.2 Sl 0.92
Building materials 5.3 49 0.92
Capital goods 193 20.5 1.06
of which:
Machinery and equipment 6.9 6.6 0.96
Vehicles 5.7 6.0 1.05
Consumer goods 13.2 12.5 0.95
of which:
Durables 3.3 5.0 0.94
Clothing 4.4 4.1 0.93
Processed food 8.7 8.9 1.02
Total 100.0 100.0 1.00
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3. Commodity structure of industrial exports by groups of countries (percent)

1982
Socialist Non Total
Commodity groups socialist export
countries
Products of metallurgy 3.9 10.6 6.8
of which:
Products of ferrous metallurgy 1.6 6.6 3.8
Products of the engineering industries 50.8 28.2 40.9
of which:
Products of the motor vehicle industry 18.3 4.7 12:3
Products of telecommunication and vacuum engineering 8.1 4.1 6.3
Iron and metal mass products 1:3 1.5 1.4
Chemicals 12.8 17.3 14.7
of which:
Organic and inorganic chemical products 2.0 2.8 2.4
Pharmaceuticals 4.8 3.7 4.3
Other heavy industry products 2.0 13.2 7.0
Heavy industry products 69.5 69.3 69.4
Light industry products 11.2 12.8 11.9
of which:
Products of the wood processing industry 0.7 1.6 1.1
Products of the textile industry 4.3 4.1 4.2
Products of the clothing industry 2.4 4.1 3.2
Products of the leather, fur and shoe industry 3.2 2.2 2.8
Other industrial products 0.6 0.8 0.7
Food processing 18.7 171 18.0
of which:
Meat products 53 5.0 33
Canned products 35 3.6 38
Total 100.0 100.0 1.00
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4. Percentage distribution of energy production and imporis*

percent

Energy products 1980 1982
Coal 28.8 28.8
Hydrocarbons 63.6 60.8

of which:
Crude petroleum and related products 37.4 33.6
Natural gas 26.2 27.2
Other fuels 7.6 10.4

Total 100.0 100.0

*On the basis of calorific value.

5. Size groups of state enterprises by number of
manual workers

1979
Percentage distribution of
Number of
Size groups enterprises Number Gross Manual
total of enterpr. value workers
Maximum 50 36 5.1 -04 0.1
51-100 14 2.0 0.3 0.1
101-300 95 13.5 1.8 157
301-500 95 13.5 29 3.5
501-1000 148 211 125 9.8
1001-2000 146 20.8 19.7 18.1
2001-5000 129 18.4 36.8 34.9
5001-10000 25 3.6 12.5 144
more than 10000 14 2.0 13.9 174
Total 702 100.0 100.0 100.0
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6. Size groups of state enterprises and industrial
cooperatives by the number of manual workers
1979

Percentage of enterprises and
cooperatives employing
Maximum 101- 501 More than
Branch 100 500 1000 1000 Total

manual workers

Mining 12.0 12.0 8.0 68.0 100.0
Electric energy industry - 22, 31.8 45.5 100.0
Metallurgy 10.0 16.6 133 60.1 100.0
Engineering industries 32 20.0 9.0 67.8 100.0
Building material industry 6.2 31.3 6.3 56.2 100.0
Chemical industry 13.0 204 14.8 51.8 100.0
Light industry 5.0 33.0 20.9 41.1 100.0
Miscellaneous industry 2.5 82.5 5.0 10.0 100.0
Food processing industry 113 21.5 40.9 26.3 100.0
State industry 71 27.0 21.1 44.8 100.0
Cooperatives total 13.4 75.1 9.0 2.9 100.0
Industry total 10.2 50.5 15.2 24.1 100.0
JOJITOCPOYHOE PA3BUTUE

BEHI'EPCKOW IMTPOMBIIIJIEHHOCTH
(BAPUAHT MOAXOJA K MPOMBILIJIEHHOW MOJIMTUKE)
A. BAPTA

TTpOMBILLIEHHOCTE MIPaeT PElIAoUIyl0 POJb B BEHTEPCKOM HApOAHOM Xo3siicTse. Ee mons B
NPOM3BOJICTBE HALMOHAJILHOIO Joxozaa cocrapnser 45 npouenrtos, a B BHIT — 34 npouenra. B cratse
JAeTCH KPUTHYECKHI aHA/IN3 Pa3BHTHA IPOMBILLICHHOCTH 33 NOC/ICHAE 1BA IECATHIIETHSA U YKa3bIBAIOTCH
Ha cnabeie MOMeHTHI. HBIHEIHSS CTPYKTYpa NPOMBIIUIEHHOCTH SBJISIETCS KANMTANO- B 3HEPrOEMKOM,
OTHOCHTEJILHO BBICOKA /10JI NPOMBILLICHHBIX OTpAciell W MPOAYKLMH, B KOTOPhIX HM3Ka N0oGaBiieHHAs
CTOMMOCTb. B rocy1apcTBEHHOM CEKTOPE NPOMBILLIEHHOCTH [0JIt 3HEPTrOHOCHTEIEH, OCHOBHBIX MPOMBILL-
JICHHBIX MaTepuaoB H noaypabpuxato npepbiuact 50 mpoueHTOB. I'OCyAapCTBEHHBIE PELUEHHA IO
Pa3BHTHIO NPHBENH K OOpa3OBaHMIO T. H. TEXHOJIOTHYECKHX OCTPOBKOB, HE MMEIOLIMX IOCTATOYHOM
oteuecTsenHol 6a3st HUOKP. C6opouno-mMonTaxHas o6GpabaTeiBaromas NpOMBILLIEHHOCTh B G0bIIO#H
CTEIEHH 3aBHCHT OT WMIOPTA JETAJIC M y3JI0B, TaK KaK OTE4YeCTBEHHbIC MOCTABIUMKA OTCTAJIH B CBOEM
Pa3’BHTHH OT NPOM3BOACTBA KOHEYHOH npoaykuuu. CauiukoM BenHKa oss paboT, TpeGyroummx HU3KOK
KBaJIMHKaMH, HO 60IbIIHMX PHIHYECKUX YCHITHI, 0COOeHHO B 06Cmy)uBarommx nponeccax. CnocobHOCTH
NPOMBILUIEHHOCTH K IPHCIIOCOGIEHHIO CHHXKAETCA TEM, YTO B €€ IPON3BOACTBEHHO-TEXHHYECKOM CTPYKTYpe
OTHOCHTEJILHO BEJIHKA (OKOJIO 45 NPOLIEHTOB) 011 HEKOHBEPTHPYEMBIX MJIH JIMILb YACTHYHO KOHBEPTHDYE-
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MBIX, T. €. Herubkux Mmommuocted. IIpucnocobneHue 3aTPyOHACTCH CIMIUKOM ICHTPAJIM30BaHHOM
CTPYKTYpOH NPEANPHATHS, 4 TAKKE COBPEMEHHBIM YDOBHEM KYJbTYDhl PYKOBOACTB2 M YIPABJICHHA.
Hcxoas ¥3 H3MEHECHHH HAa OTEYECTBEHHOM M 3apy0EKHOM PpBIHKE NPOMBIUUICHHBIX M3IEJIHH, aBTOp
yKa3bIBaeT, YTO CTPAaTErnsi BEHTrepckod NMPOMBILUIEHHOCTH NOJ/DKHA OBITh HAlleIeHa Ha COXPAaHEHHE W
BO3MOXHOE yJIy4IIEHHE €€ KOHKYPEHTOCTIOCOGHOCTH H CPaBHHTENBHBIX MPEHMYIIECTB Ha MEXAYHAPOIHOM
PBIHKE.

CraTbs OTBepraeT NpeanoYTeHHs MPOMBIIUICHHON NOJMTHKH, OCHOBAHHBIC HA TPAAMIHOHHOM
OTpAac/IeBOM NPHHIMIE, H BMECTO HUX NpeUIaraeT pa3paboTKy TaKHX LieJieH, KOTOphie CIoco6CTBOBAIM Obl
NOBBILEHHUIO IIPOU3BOAUTENLHOCTH | PPEKTHBHOCTH, a TAK)KE PHIHOYHOM KOHKYPEHTOCIIOCOGHOCTH KaK B
NPOMBILUICHHOCTH TaK W B HAPOOHOM XO3AHCTBE B LEJIOM. DTH T. H. QYHKUHOHAJIbHBIE NPEANOYTCHUS
JIOJDKHBI HALETMBATLCA HA TAKHE TEXHOJIOMHYECKHE Y3JIOBbIE MOMEHTBI, KaK CO3JIaHME NPENNOCHUIOK JUIS
NEKTPOHM3AIMA M TPHMEHEHHS OGHOTEXHMKH, pa3paGOTKH TEXHOJIOTHM, CAYXAallHX PAalHOHAJILHOMY
HCIOJIL30BAHMIO MATEPAAJIOB M SHEPTHH.

B 3aK/II0YMTE/ILHOM 9ACTH CTAThH PACCMATPHBAIOTCH YCIOBHA POBEACHHS NPOMBILUICHHO! NOJIATH-
xu. [MokaspiBaroTcs Te 061aCTH, B Pa3BUTHH KOTOPLIX 1E1€CO06pa3HO coXpaHUTb AKTHBHOE Y4acTHE
roCyAapcTBa M Jaxe yCHiMTh ero. ONHAKO yKa3bIBacTCH, YTO Pa3BHTHE NPOMBILLICHHOCTH, H, B EPBYIO
ouepenb 0OpabaTbiBaloliedl MPOMBILLUIEHHOCTH, TpeOyeT YCHJICHHS BJIMSHHS DBIHKA, HaJMYMS TaKHX
yCIOBHMH, B KOTOpbIX OoOnbllas 9acTh CTPYKTYPHBIX M3MCHEHMil mnpoucxomut B Gopme
NpeanpHHUMATENbCTBA.
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THE ENTERPRISE CRISIS

M. LAKI

The enterprise crisis in the Hungarian industry may be described by a special
syndrome. The present article, based on an analysis of enterprise crises that took place in
the 1960s and 1970s, considers sales difficulties as the most important element in the
antecedents of the specific state in question. The Hungarian enterprises strictly insist on
retaining the production factors and they cannot and will not apply the means used for
averting crises in the capitalist economies. Instead of dismissing labour, or selling fixed
capital, often the range of products is enlarged. It is in the course of this special kind of
diversification that the real crisis of the enterprise emerges which will then intensify the
forces acting towards efforts at solving the difficulties through centralization.

The Hungarian enterprises joining the international division of labour often point it
out to the Western partner as an advantage that in a planned economy enterprises do not
get into crises nor do they go bankrupt and, therefore, no obstacles stand in the way of
building up long-term and smooth enterprise relations with Hungary. Although this
advantage may be proved theoretically, very often it cannot be exploited. Therefore, the
subject-matter of the present article, the crisis of the Hungarian industrial enterprises can
be considered a microeconomic phenomenon which reduces the efficiency of Hungary’s
joining in the international division of labour.

The curves representing the number of enterprises and the frequency of
winding-ups and mergers changed their course—at least since the early 1960s—at the
time of central economic policy decisions of great portent (1968, 1972 and 1978). And
yet it is not exclusively the centrally decided mergers that account for the reduction in
the number of the state-owned and cooperative industrial enterprises or for the
fluctuations in this reduction. For example, it is a warning sign that since 1949, there has
not been a single year without some industrial enterprise being wound up or
amalgamated. In the Hungarian industry such event occurred in many cases even if it was
not demanded or even opposed, “from above”. In the following we shall try to
demonstrate that in enterprise life there also were processes independent of central
decisions which caused or accelerated the amalgamation or winding-up of enterprises.

Without losing sight of the permanent intertwining and interaction of enterprise
activities with those of institutions (offices), from among the events and processes taking
place in the world of enterprises it is the enterprise crises that we discuss in this article.
We do not undertake to provide an exact definition of the enterprise crisis; at the given
level of our knowledge we rather attempt to present the symptoms and phenomena
accompanying the crisis, and then the process itself. For the time being, we shall
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understand by crisis, roughly, the process through which the so far prevailing production
factor combinations collapse.

The set of the enterprise crises may be both bigger and smaller than the set of
mergers and winding-ups. It may be bigger, because not every enterprise crisis is followed
by amalgamation. For example, in the course of an economic rehabilitation process the
enterprise is helped out of its difficult situation. Also, it is not infrequent that the
enterprise recovers by its own strength. The number of enterprise crises may also be
smaller than that of mergers, since in a number of cases it is prospering enterprises or
industrial cooperatives that are amalgamated so as to further progress, with their united
forces, on the road to success, or on one they judge to lead thereto. We shall first discuss
the symptoms of the crisis, then its antecedents, next the ‘““averting” of crisis most often
employed in the Hungarian industry and finally, the emergence of a crisis exactly in the
course of trying to ward it off.

Symptoms of the enterprise crisis

The enterprise crisis can be described by a specific syndrome.

Let us see a few examples: “The Smelting-Works have beyond doubt got stranded.
The year 1970 closed with a loss of over Ft 90 million and a heavy debt. . . Ft 100 value
of output is now produced with an almost Ft 100 input. . . they have arrived at the point
of insolvency. As compared with their plans and obligations, more than Ft 300 million is
missing from their development fund for the 4th Five-Year Plan. It must be added that
the income of their workers has not been rising, and in certain jobs it has even been
permanently falling. This accounts for the bad atmosphere which has by now become
general, for the low spirit and the unusually high fluctuation of labour.” [1]

“Hardly a year has passed and 5 to 7 ton lorries of Soviet and GDR make were
launched on the market, at prices lower by Ft 50—60 thousand, and the Csepel Motor
Works . . . could not compete with the series of hundreds of thousands and the resulting
lower prices. That is why in 1969, in the middle of an almost Ft 2 thousand million
investment, the profit of the enterprise fell by Ft 100 million and it could not pay out
profit shares. That was the trough; perhaps the most critical period in the history of the
Csepel Motor Works. A low morale prevailed among the workers and they left in large
numbers, larger than at any time ever since the existence of the Csepel Motor Works. . . In
July 1972, upon the suggestion of the Ministry of Metallurgy and Engineering, the
Economic Commission of the Government settled the finances of the Csepel Motor Works
and thus their development-fund-deficit disappeared by the end of the year. The credit
repayment obligation of the enterprise was suspended, and it was granted new credit as
well as a Ft 200 million allocation from the budget.” [2]

As it emerges from the examples, the most spectacular symptom of the enterprise
crisis is a massive migration of labour. More exactly: a considerable worsening of the
earlier indicators of staff reduction or of fluctuation. A very grave enterprise crisis is
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indicated by the fact that migration begins also in the groups that are most attached to
the enterprise.

Also larger inventories, mainly of semi-finished products and parts, growing at a
faster than usual rate, are indicative of an enterprise crisis. At such times enterprise
investments and reconstructions also slow down.

In the control sphere, the crisis shows first of all in financial difficulties and
liquidity troubles. The enterprise is unable to pay out profit shares, or its development or
reserve funds becomes exhausted, sometimes it has a deficit in funds, or it runs into loss.
It cannot repay its credits to the bank (on time), or it may become indebted to its
suppliers and in some cases even to its workers with their wages. All this leads to tension
in the management of the enterprise, and to disorganization and confusion in the
workshops. Insolvency, haste, and disorganization cause a deterioration in quality which,
together with unobserved terms of delivery, may ruin relations with other enterprises.
Finally—and this, too, is a symptom of crisis—the superior organs (the supervising
Ministry, the National Council of Industrial Cooperatives, the Country Council, local and
national party organs) turn their attention to the enterprise which has got itself into such
a situation, and they discuss the matter at various forums, make decisions, give advice,
and intervene.

Antecedents of the crisis

In a capitalist economy (on a buyer’s market or, using Jdnos Kornai’s concept: in a
demand-constrained economy) the typical cause of an enterprise crisis is that the sales

programme of the enterprise is not (or only partly) fulfilled.

In the Hungarian economy, in which a seller’s market and various forms of shortage
are prevailing, it may seem that sales difficulties can hardly lead to enterprise crisis in
such number and to such extent as in a capitalist economy. During the 1970s most of the
Hungarian industrial enterprises had, typically, a one to two year order stock and they
can surely expect orders even today. Hardly any of them produces for stock or maintains
and offers free capacity so as to satisfy the customer’s demand at a short term.* And yet,
in a considerable number of the cases, it is sales difficulties that give the first impulse to
the above-mentioned crisis symptoms to appear.

An unexpected saturation of the market is often caused by the launching of a
related product, more attractive or of larger capacity. For example, in the Metal Ware
Industrial Cooperative of Nagykilld, “. . . one of their products, the metal basket used in
self-service shops has gone out of fashion. Not very long ago the baskets of Nagykall6

*On examining the stock structure of the early 1970s, Katalin Farkas has found: “‘The
overwhelming part of the inventories was composed, during the whole period, of material reserves. After
some reduction (about 4 percent) in the 1960s, in 1973 the material reserves represented almost a half
(47.5 percent) of the total stock.” [3]
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were in demand even for export. All of a sudden, the wire baskets were not wanted any
more in trade.” [4]

At other places, because of the diminishing demand of large state-owned servicing
enterprises or institutions big surpluses may accumulate, or capacities are left unused:
“Demand on the home market for our products fell to a quarter from one day to the next
—said ... the managing director of the Transformer Factory—the news came to us on
18th November 1979 that our biggest customer on the home market: the Hungarian
Electric Works Trust would call in merely a quarter of the capacity it had reserved for
1980.” [5]

And, in the BHG Telecommunication Works: “The manufacture of telephone
exchanges taken over from the Swedes had a slower start than planned. And when in
1971 the production could swing up, the Post Office reduced its orders.” [6] The same
effect may be produced by changes in the interstate agreements with these socialist
countries, the reduction of export quotas, by measures aimed at creating bilateral
equilibrium, or, in the Western relations, by changes in market orientation. In some cases
sales difficulties arise from delays in concluding interstate agreements, or in drawing up
plans and central programmes and in having them approved.

Also an enterprise without sales difficulties can get into a similar situation, simply
because, owing to changed circumstances, it cannot buy the parts or components for its
product otherwise in demand on the market. It may also happen that the raw material or
part is available, but is too expensive: “The enterprise (Hemp-, Jute- and Textile
Industry) manufactured and exported jute sacks, packing cloths and string, that is, rather
primitive items. Its raw material came from India and Pakistan. In these two newly
independent states, as in many other places, industrialization began with manufacturing
textiles, and in it with that of the simplest textiles. Protecting their own young industry
they started to skim off raw jute exports and support finished goods exports. The price of
jute rose fast at the exchanges. And the price of the finished goods adjusted to the low
wages of India and Pakistan. The foreign exchange receipts of the enterprise did not cover
the cost price of the raw material processed in its products.” [7] While, however, the
difficulties in procuring parts (input side) are constant and recurring, and thus the ways
of solving them are known,* sales difficulties are in general unusual and surprising.

Special ways of averting crises

Whatever the reason, the enterprise struggling with sales or purchasing difficulties
has to answer the challenge. It seems that most of the customary and successful answers
of capitalist enterprises with similar difficulties are not or only rarely applied by the
Hungarian enterprises. For example, they would hardly bring themselves to reduce their

*Such temporary solutions are stock accumulation, autarky, borrowing from other enterprises
with a similar line of production, etc. For more details on the subject see [8].
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staff or to sell their unused buildings and machines (fixed capital) in order to reduce costs
and increase their diminished receipts.

The rigid clinging to the production factors is explained by a number of factors not
purely economic, but political. For example, full employment is considered by many as an
untouchable social achievement. Further, the influence and prestige the enterprise
managers enjoy on account of the size of the enterprise under their direction, and which
may considerably diminish even through a temporary reduction of capacities are not to
be underestimated. They stick to the fixed capital and labour also because stagnation or
reduction are “punished” by the economic regulatory system which possesses, its many
changes notwithstanding, the constant element of inferest in achieving an increment over
the base-year, the consequence of which is forced growth.

Even if we disregard—though in fact we cannot disregard—the factors affecting the
enterprise “from above” and impelling it to keep the production factors, the enterprise
still has many reasons to avoid, if possible, reductions. First, there is the experience that
in this economy sales crises are, as a rule, not very grave. They do not even last for long,
therefore, it is not worth “squandering away” the production factors which are hard to
procure on the market. In a place like Hungary, where it is a general state of affairs that
enterprises can choose among orders, buyers are ranked, and it is usually possible to make
the buyer accept the seller’s terms in respect of quaiity, quantity and date of delivery, it
does seem realistic that the trouble is only a temporary one. It is also justified to assume
that in the midst of a general labour shortage, when it is not easy to purchase on the
market of investment goods and capacities, either, it is rather risky to let the workers g0
and let other enterprises have the machines, installations and buildings.

In any case, the Hungarian industrial enterprises usually adjust their staff number
and the size of their fixed capital to rushes—that is, to the periodical full-or over-
utilization of capacities.

Therefore, the temporary underutilization of capacities is a regularly recurrent
state, which it is for some time almost impossitle to distinguish from excess capacity
owing to sales or material purchasing difficulties. It is very risky to get rid of the surplus
at such times, since it is very difficult to find free labour on the market at the time of a
fast rise of production.® Nor is it easy to buy machines, or to build.

Therefore, the difficulties in sales and material supply are best met by the
enterprise if it tries in one way or another to keep the labour, while increasing its efforts
to boost sales. If possible, the enterprise will also increase the real or supposed advantages
which linked the workers and the clerical staff to the enterprise in the earlier period free
from crisis. The main reason is not that managers wish to care for their staff—“people
have to be given work”—although their goodwill and humanity cannot be doubted.

It is more important that they are compelled to act in this way since, because of the
difficulties in sales and material purchasing, the earlier regular course of production (the
routine alternations of rushes and stops) gets upset, which results, for a number of

*Gyula Tellér has called my attention to this.
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workers, in changes in the usual and accepted wage/output proportions, that is in a
deterioration of wage conditions. At least it may have this consequence and this urges a
larger than usual number of workers to leave the enterprise. Hardly is it probable that at
such times the number of those wishing to enter would rise at a rate or in numbers similar
to those leaving.

The enterprises try to keep also the other production factors—for the reasons
already discussed—their efforts are, however, mainly directed at keeping the most mobile
factor: labour.

At the same time, they make efforts to maintain sales volumes, to keep or even
increase their share on the market, and to make up for lost markets, segments of markets,
and inter-enterprise relations. Of the customary means used for these purposes we shall
not discuss now price cuts, improved quality, improved services, shortened times of
delivery, or greater respect for deadlines. It is to be remarked that under the conditions
prevailing on the Hungarian market, even though it is possible to use these means, it will
be a rare case when the buyer can be offered anything much better than before.

We shall now turn our attention from the temporarily or permanently saturated old
markets and the traditional inter-enterprise relations to the field of enterprise activity
which the economic jargon in Hungary calls “changing of the product pattern’, or,
enlargement of the range of manufactured products. At the formerly mentioned Csepel
Transformer Factory: “they started to repair Hungarian transformers (undertook such
kind of servicing), to manufacture crane-baskets and crane-runways in commission work,
and to produce oil filters for the Machine Factory of Pestvidék.” [9] At the Electronics
Cooperative: “In order to provide work for the members, and to secure profitability, new
orders were sought to replace the orders for instruments which had to be dropped from
the programme. They have succeeded in finding them. They started to charge batteries
and, in compliance with the wish of some of their associated cooperatives, to
manufacture items for strip light armatures.” [10]

In the Békéscsaba Knitwear Factory the managing director told that the trouble
was that “we had made bootlining, and lined boots went out of fashion, and there was no
order... We have left no stone unturned to find articles in demand. Whichever we
thought might be interesting we started to make and place on the market.” [11]

Enterprises struggling with sales difficulties use this mode of increasing turnover
also in the advanced market economies. In Western Europe and in the United States a
great diversification wave was seen after World War II. At that time, a lot of companies
suddenly increased their turnover not on the market of their traditional products, but in
other branches of the economy.

The diversification taking place in Hungary has, beside the numerous similarities, a
few specific features important also for a better understanding of the enterprise crisis. On
the one hand, enterprises, especially the big ones, start to manufacture new products also
because of the urging and expectations of ministries. Further, at the request or wish or
even instruction of state and social organs referring to the enterprises’ responsibility for
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supply, they are very reluctant to stop the manufacture of certain articles, or to abandon
certain services.

On the other hand, the Hungarian industrial enterprise or cooperative struggling
with cooperation and purchasing difficulties is willing (or is compelled) to grow vertically,
to organize parts production within the enterprise, to become self-supplying—also to be
considered as a specific form of diversification.

Owing to the factors acting towards enlargement of the range of products or
hindering its reduction, many Hungarian enterprises produce a rather high number of
articles as compared with their dimensions and potentials, and they are able to produce
even more (“‘general store”). Especially those which constantly changed their production
pattern under the directive planning mechanism. In other words: not much is needed that
a number of enterprises get into a hardly definable but existing state of overdiversifica-
tion. If, because of the selling and purchasing difficulties, such an enterprise includes new
products and services in its range of products, it may very well happen that the
crisis-mitigating effects of the action will be neutralized or even surpassed by the
consequences disadvantageous for the future life of the enterprise.

To stick to our former examples, at the Csepel Transformer Factory: “the workers
saw their situation as hopeless. Many of them asked for their work-book and went to find
a new job. Within a year, the staff of the enterprise fell by 10 percent.” [12]

At the Electronics Cooperative: “Because of wrong market estimations -and
insufficient knowledge, their expectations did not come true. As the drowning man
clutches at every straw, they made one desperate attempt after another. The loss rose by
then to catastrophic dimensions.” [13] And in Békéscsaba “instead of a solid profit, a loss
of more than Ft 3 million was the result of the action.” [14]

The risk involved by enlargement of the range of products is increased by the
numerous disadvantageous characteristics of most of the products newly included. In
most cases they are shortage articles because they became unprofitable for the earlier
manufacturer, or, they have no manufacturer because none of the enterprises want to
deal with them. The reason may be, for example, that they earned low profit, or the
buyers ordered only small lots, and even that spasmodically. It may also be that the costs
of introduction and training were higher than usual.

Emergence of the crisis while it is being averted

The above-mentioned problems are soon indicated by the market i.e. the buyers.
For example, an enterprise in such a situation quite often starts to manufacture an article
without due preparation, which will then be of an inferior quality or gets to the buyer
with a delay. Production processes, and the conditions that develop at the workshop
because of jerks in the production process are fast and efficient signalling systems: “In a
crisis situation hidden deficiencies and disorders became all too obvious: for example, the
difficulties of material supply and reserve management. We could not do anything, we
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had full stocks, and what work we had could not be done because of lack of materials.
Materials had been ordered according to the base year and not according to need. Also,
discipline became lax. First there was nothing to do and later, suddenly, we had a lot of
work. At such times, not much attention is paid to the order of vouchers. Workers must
be paid, whether they have work or not, necessity knows no law. Only, after the hard
times are over, it is not easy to make order again.” [15]—may be read in the report on
the crisis of the Csepel Transformer Factory. Workers probably appreciate that the
managers “acquire” work for them. On the other side, they will soon notice if, owing to
enlargement of the range of products, material supply becomes irregular and they can
earn less or, which is the same thing, earn the same income through greater effort and
more difficulty, because of the small series and frequent changes of programmes and
plans. Our example shows as well that production management and material procurement
which already had difficulties in satisfying the preparation and programming of
production because of the “almost overdiversified” range of products, have now to work
under even harder conditions in the new situation. They act with even more ingenuity,
and yet it seems they fail more often. Seeing this, workers announce their wish to leave,
or leave in fact, in increasing numbers. Because of growing disorganization, stocks of
unfinished products and of materials may grow again, and within it the rate of immobile
stock. New cooperation relationships may also cause surprise. For example, because of
them, the enterprise is unable to deliver on time, and therefore, some of its receipts come
in with delay and thus it becomes temporarily insolvent, etc. However strange it may
seem: in many cases it is in the course of averting seemingly not too bad difficulties in
sales and material purchasing that the “real” crisis emerges. The so far hidden internal and
external weaknesses of the enterprise become evident.

This process may recur several times indicating that the “invisible period” of the
crisis may last for years and decades. In order that the enterprise crisis can emerge and the
enterprise can be reorganized or amalgamated, other internal motives are wanted beside
the recurrent sales and purchasing difficulties as necessary conditions catalyzing the
process. The behaviour of those manager and worker groups is of decisive importance,
‘which are dissatisfied with the prevailing situation, and yet are bound to the enterprise
and to the adopted technology by their qualifications and local knowledge. These groups
are strengthened when an enterprise or office comes up suggesting a merger and thereby
the easing of difficulties. A merger or amalgamation is often suggestive of putting
production lines in order. This not only offers workers better wage conditions (big series,
etc.), but also it clearly promises improvement to the programmers of production. Let us
see a few examples of the pleasant consequences of a reduced range of products, by all
means spectacular in a short term, easing tensions: of the former Baja Iron Industrial
Enterprise amalgamated into the Ganz Electric Works we are told that “This factory of
Baja, grown out of a small state-owned enterprise and still crammed into a former
barrack, used to do everything from car repair through typewriter service to vine sprayer
manufacture, and was heavily weighed by the disadvantageously wide range of products.
It was conrpelled to divide its energies among welding machines, laboratory conveyors,
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vacuum-cleaners, household water supplying, oil-, water-, and metal-cleaning equipments,
resistances, switches, etc. Reorganization brought first of all a clear line of production to
the factory. It has started and will go on producing regulators to be fitted in trains and
tramways gradually getting rid of articles alien to this line.” [16]

“The former General Mechanical Engineering Factory made a backward step in its
“status”, but rose in rank. That is to say, from an independent enterprise it has become a
factory unit but, at the same time, from a “general store” it turned into an engine
factory, since it has been merged with the Ikarus of Budapest. This one-time repair shop
working in barrack and hangar buildings inherited from war times was given the attribute
“general” not without reason. It produced not only innumerable kinds of goods, but
these goods were of a strikingly mixed nature. Among other things, it manufactured
testing benches for scales and electric fittings of motor cars, driving compartments for
dumpers, cheese-vats, parabola aerials, electric trucks, geodesic prospecting cars, repair
trucks, miners’ buses. . . and, at the same time, it did repair work as well. Since that
memorable Ist January 1963 the range of products has been narrowed down and, what is
more important, it has risen to a higher level: the factory now manufactures exclusively
special motor vehicles.” [17]

And finally, an example from the 1970s: “Also the machine station of Mér lost its
ground when the agricultural cooperatives of the district became independent and began
to repair their own machines. Changing its name and character several times, if finally
became a general industrial enterprise. It undertook all that was possible, and yet could
not provide its 200 workers with regular work. People earned little, and many of them
went to find other jobs. And then came the Metal Works of Csepel. .. They announced
their wish to set up a heat-treating and electrode workshop.” [18]

If, in addition, the amalgamation makes investments unnecessary, or reduces costs,
it will be supported by further manager groups, or at least will not be opposed by them.
The merger of the coal mining trusts of Pécs and Komlé offered such advantages: “. . .
earlier, for example,.a new electric workshop ought to have been set up in Komlé6 at a
cost of Ft 8,5 million. It would have served the coal mining of Koml6 alone. Now we
shall make the electric workshop at a cost of Ft 2.5 million less, through some regrouping
of materials and specialists, and in a way that it will supply also the area of Pécs. . .Of a
similar importance is the setting up of a central mechanical workshop and of a central
material store. An example to support this statement: in the Koml6 area valuable rubber
and scraping conveyor belts were on store, planned to be mounted in six months. When
the trusts merged, these conveyor belts were sent to Vasas, where they were immediately
needed. . . ” [19]

The merger of the Oil and Gas Producing Enterprise with the Transdanubian
Prospecting and Exploring Works “creates better conditions for a more efficient work.
For example, it can be avoided that certain phases of work be done parallelly at both
enterprises. The united material management and storing are more rational, beside other
things, running expenses have decreased. . . it is expected that in the “new set-up” the
yearly Ft 400 million running expenses can be reduced by at least 2 percent. According
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to careful estimations, more than 5 percent can be saved with the amount to be spent on
public road transportation.” [20]

And, at the same place, a further, not negligible advantage: labour saving, that is,
the release of labour for other purposes: “The merger makes it possible to accomplish the
increased tasks with a smaller staff than the present one.” [21] It is a further advantage, if
the fusion helps to gain a monopolistic position on the labour market: after the fusion of
the two shoe factories of Szombathely, the managing director said that “we also expect
from the amalgamation that the almost constant migration of workers between the two
factories will stop.” [22]

In other cases the bigger enterprise increased the security and smoothness of supply
with materials. At the instrument factory of Baja, where supply with materials had
formerly been difficult, “the central store tries to satisfy’ after the merger ‘“‘even extra
demands, while reserves can be reduced to some extent, on account of the centralized
material management. Supply with tools is also smoother and more efficient than before.
The centre satisfies needs directly from the store and, besides, its modern tool workshop
also produce the instruments indispensable in serial production.” [23]

This means that the enterprise crisis cannot always be solved by including new
articles in the range of products, what is more, because of overdiversification, difficulties
tend to grow worse. In such cases chances are great that the majority of those interested
will seek solution in reducing the range of products through merger. Such reduction
involving the elimination of several products and the resulting saving in costs may entail
obvious and quickly felt advantages, which also encourages the interested parties to
effectuate a merger. It is another question that the expectation may prove wrong and that
the disadvantages and harmful consequences of the merger are usually not felt in the
initial period, later on, however, they may overshadow advantages.

Of course, it would be a mistake to overestimate the role of the overdiversification
processes in producing or warding off a crisis. First, there are other means used in such
instances, for example, fighting for the quotas laid down in the socialist interstate
agreements, for barter business, or for winning state-owned institutions as buyers.*
Second, it cannot be left out of account, that in many cases even such enterprises are
amalgamated which have not been in an economic crisis.

And yet, without the enterprise crisis, the mergers and amalgamations in many
cases could not be explained. And let us note that there is hardly a Hungarian industrial
enterprise or cooperative which has not shown at least for some time the above described
crisis symptoms and has not used the methods of warding them off as presented in this
article.** The phenomenon which we call enterprise crisis has been prevailing in a sphere
of enterprises too wide and for periods too long to explain, in itself, the mergers.

Besides, we do not yet know, why the merging activity gets intensified from time to
time, and why this form of solution of enterprise crises is chosen more often in certain

* Annamadria Inzelt has called my attention to this.
**Péter Vince has called my attention to this.
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periods. It does seem likely, however, that the merging campaign infers enterprise crises.
During such periods the processes in course within the enterprise already for a long time
get accelerated and become obvious.

Our theorem is, therefore, a rather loose one: what we assert only is that, in order
to solve its sales difficulties, the Hungarian industrial enterprise rather often resorts to a
certain kind of tactics: enlargement of its range of products. This tactic usually succeeds
in solving, in the short run, the most urgent task: labour stays with the enterprise. If, in
the meantime, the enterprise becomes overdiversified, it will be exactly this means of
surmounting difficulties that renders the so far hidden symptoms of the enterprise crisis
visible. And this makes the enterprise a possible subject of amalgamation. However, the
enterprise crisis is at most a necessary, but surely not a sufficient condition of
amalgamation.
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KPU3UC ITPEATIPUATUA
M. JIAKH

B BEHrepcKoi NPOMBIIIEHHOCTH KPH3HC IPEANPUATHA HMeeT cBoeobpasHbie cumnToMel. OCHOBaHHas
Ha aHaJIK3e npouciuenuux B 60-x # 70-X rogax KpU3MCOB NPEANPHATHI CTAThA CYMTAET HauboJiee BaXHOH
NPHYMHON BO3HHKHOBEHHS TAKOrO CBOEOOPa3HOro COCTOSHMSA TPYAHOCTH COBITA. YIOPHO CTpeMsinuecs
COXPaHHTb HAJIHYHbIE PaKTOPLI NPOM3BOCTBA BEHTEPCKHE IPEANPUATHS HE MOTYT ¥ HE XOTAT NpUGEraTh K
HU3BECTHBIM B npax'nixe KalUTAJTHCTHYECKOH SKOHOMHKHM METOJaM NpeaOTBPALLCHHSA KpH3HCaA. Bmecto
yBOJIbHEHHS paGoduel CHIIbI, peajM3allid OCHOBHOTO KamHMTaja OHH YacTO PAaCLIMPSAIOT aCCOPTHMEHT
npoaykuuu. B xozme 31oii cBoeobpa3HOii AuBEpCHOHKAIMM MPOM3BOJACTBA Pa3BEPTHLIBAETCS HACTONLUIMI
KPH3HC NIPEANPUATHSA, YKPEIUIAIOLIMIA IO3HIIHH TeX, KTO HAJIEETCS PEIHTD NPOGIEMBI C NOMOILUBIO CIHAHUA
(ykpynHeHus) npeanpHsATHH.
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INNOVATION, SOCIAL ENVIRONMENT, HUMAN FACTORS

J.KUTAS

In recent years a vivid discussion evolved among experts on innovation, and one of
the important statements arrived at has been that the main pledge of development is the
Hungarian labour force. In his article the author tried to analyze this subject and came to
the conclusion that, although the capacity of the Hungarian labour force is greater than its
actual performance, in consequence of the socio-economic development over the last three
decades values, abilities, etc. not quite corresponding to the requirements of innovation and
of modern management have developed, which are today obstacles to the modernization
process.

In agreement practically with all who see the pledge of further development
in Hungary in the evolvement of innovation processes [1, 2, 3, 4, S], I shall try to
examine in the following, looking through a lzbour force planner’s glasses. why progress
is so slow in this field in spite of the obvious economic (foreign market sales) pressure and
political determination®.

It follows from this particular viewpoint that I shall centre my attention first of all
on the personnel conditions having developed as a result of past socio-economic processes
and which will determine the qualitative potential** of the labour force in the coming
period. The effect of these conditions is obviously unfavourable for innovation, but they
can only be changed through a series of consciously planned measures, through a long
period, and at the price of no little social conflict.

*Even in 1980 —three years after the decisions on structural policy of the Central Committee of
the Hungarian Socialist Workers’ Party—the average age of the products of the state-owned industrial
enterprises was about 15 years (not counting the products of mining and of the electric energy
industry. Within this, the age of the products exported to the rouble market was 11 years, and that of
the products sold on the non-rouble market was 17 years. (This means that it is still the traditional
Hungarian products that are better marketable, especially in the trade with non-socialist countries.) It
shows the slow modernization process of the product pattern that only 2.6 percent of the products
sold in 1980 were launched in the given year, ovly 2.2 percent were modernized,and 3.1 percent were
modified. “Modification™ means small changes characteristic of the light industry, such as adjustments
to the changes in fashion. [61

**Planners of the labour structure in the National Planning Office have been for years interested
in the quality of the labour force. However, this is the first opportunity to carry out specific
examinations, in cooperation with the National Board of Technological Development. Therefore, my
following conclusions and statements are based partly on the results of other examinations, and partly
on assumptions.
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Past processes and the quality of the
labour force in Hungary

Incongruent employment*

As a consequence of forced industrialization, the socialist reorganization of
agriculture, and the shift in the specialized administrative staff (with which the
development of the educational and training system could not keep pace) a chronic
shortage of specialists and an incongruence owing to insufficient qualification evolved,
considerable even in 1970. Its extent is shown by the following figures: there were about
50 thousand graduated specialists (or those with similar qualifications) fewer than would
have been needed; about 300 thousand non-manual workers (approximately a quarter of
the total non-manual (white collar) staff) did not possess secondary school leaving
certificate (incl. skilled worker training school certificates), and 40 percent of those
having skilled worker certificates had broken off their primary school studies.

Within the non-manual group it is especially conspicuous, how the educational
standards of the managers lag behind requirements. In their case, the lower than required
educational standards may entail disadvantageous consequences not only in the short but
in the long run as well, since, instead of caring for replacement, such managers usually
surround themselves with specialists not of the best abilities. It is true, though, that
training through evening and correspondence courses has been intensively developed since
1950, first of all with a view to eliminate the shortage of specialists. (About 30 percent of
the graduated specialists employed in 1970 obtained their diploma at evening or
correspondence courses.) On the whole, however, the competence of those having
accomplished such courses is poorer in comparison with those having attended day
courses.

In the 1980s the shortage of specialists is going to be eliminated. And yet we
cannot expect any considerable reduction in the measure of incongruence. It is because
the specialists with inadequate qualification are, as a rule, only replaced by others with the
required qualification when the former are pensioned off. Therefore, this kind of
qualitative exchange is prolonged, which may also be the cause of negative selection (for
example, because of the long waiting time deterring a lot of gifted people). Further, in
vain are specialists available in adequate numbers, if masses of them are engaged in jobs
other than those corresponding to their professional qualification. (About a third of the
agricultural cooperatives, and a number of industrial establishments and educational
institutions in the provinces are today faced with such difficulties.) There are various
reasons for the reluctance of specialists. Not infrequently, and especially in case of the
graduated specialists, the main reason is the attraction of the town, or of the capital city,

*The question of congruence in employment has been examined first of all by Arpad Olajos,
partly in cooperation with the author of the present study.
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as well as of the related professional and other advantages. An important role may also be
played in it by the inadequate receptiveness of those offering the jobs, which may be due
to conservatism, personal counter-interests, etc. Finally, parallel with the increasing
emancipation of women, it may increasingly become a cause of incongruent employment,
if the family’ settlement in the provinces breaks the wife’s professional career.

The side effects of social mobility on the labour force

The fast transformation of the occupational structure and increasing urbanization
were concomitant with strong mobility, as was demonstrated by the mobility
investigation of the Central Statistical Office carried out in 1973. The overwhelming
majority of the white collar workers come from manual worker families, and quite a large
number of them (decreasing, though, from the 1960s) turned from manual workers
through intragenerational mobility. Most of the skilled workers (mainly in industry) also
are of a first generation. A great number of them come from agricultural worker families,
or were at first agricultural workers themselves. Their mobility usually entailed a
loosening of the home ties—because of moving from villages into towns, or commuting—
and thereby not infrequently a rootlessness. The massive migration into towns, the
difficulties of adjustment and of the changed way of life led to an increasing occurrence of
deviant behaviour, particularly among the semi-skilled and unskilled industrial and
construction workers. And the small-scale agricultural production activity of the
commuters—otherwise socially useful, and even indispensable—has for consequence the
withholding of performance at the workplace.

These few examples are enough to demonstrate that the fast and large-scale social
transformation had some disadvantageous effects on the quality of the labour force, and
“diluted” certain social groups. This can be traced, for example, in the low level of the
foreign language knowledge of today’s brainworkess, in the deterioration of the work
discipline of manual workers, and of the quality of artisans’ services, etc.* (Of course,
other factors had their part in this, too.)

The unused knowledge of the specialists

According to unanimous findings of sociological examinations inquiring how
qualified people adapt themselves to their jobs, qualified experts feel that their

*Recognizing the interrelation between accelerated social mobility and the “‘dilution” of social
groups, Zsuzsa Ferge came to the conclusion already in the 1960s—still holding, in my opinion—that
as opposed to the maintenance (even by administrative means) of the re-stratification, in the future
group mobility (approaching the different social groups to each other) should be promoted. [7]
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knowledge is under-utilized. The unanimous answers make one think even if it is assumed
that they are partly due to an inadequate self-knowledge of those questioned.*

The technical and agricultural specialists complain, among other things, about the
very high ratio of administrative work, at some places consuming one third or even a half
of their worktime, as well as about the shortage of auxiliary staff (technicians), whereby
their energies are in a great part consumed by providing for the necessary working
conditions. A further difficulty is to earn a decent living and to establish the required
living conditions, in many cases impossible without undertaking secondary occupation
incongruent with their original qualification. Finally, it is felt as a basic problem that
their actual tasks are undemanding: there are a great many jobs of low technical
standards, or fast solutions are demanded, which do not allow any profound study. One is
led to assume that the system of requirements of enterprises is in fact of low standards,
since the examinations have demonstrated that specialists with qualification in natural
sciences, best qualified to solve tasks of scientific nature, are hardly employed.

In the opinion of enterprise economists the managers’ thinking lacks the economic
approach, therefore, real economic work at the enterprises is pushed to the background.

Therefore, a high ratio of those working in their profession are dissatisfied with the
possibilities offered by this profession, and with the requirements made on their work.

What can be the reason for the under-utilization of their professional knowledge?

I do not share the opinion held by many, according to which the reason is to be
found in the oversized higher education and in one of its consequences: the low level of
earnings.** As I see it, oversized training is not characteristic of higher education, except
for a few lines, and especially not in university education. In fact, the trouble is rooted in
that, on the one hand, the forecasts of demand for qualified specialists and the training
adjusted to it are based on a “quasi-advanced” economic structure [8], that is, a demand
for specialists corresponding to a formally adequate institutional structure. If the
economy fails to function in a satisfactory way, and therefore the tasks of the specialists
get distorted, this cannot be considered a problem arising from oversized training. On the
other hand, the underutilization of the knowledge of the graduated specialists is certainly
due to the unpopularity of the posts offered in backward regions, to which the qualified
people prefer to perform work of lower standards in the capital city or in big provincial
towns.

*The low degree of self-knowledge of those having recently entered a job is demonstrated by
the examination of the FelsGoktatdsi Pedagdgiai Kutatdkozpont (Research Centre for Higher
Education) (Mrs. M. Déri, Mrs. 1. Szab6-Déri, K. 1. Szildgyi, P. Vélgyesy: Munkahely-vilas:tds elGtt
(Before chosing a job). The authors demonstrated that in respect of abilities considered by graduates
to be important (for example, creative imagination, decision—making ability, flexibility of thinking),
requirements were rated higher than the abilities the graduates disposed of in their own judgement.

**This opinion is represented, for example, by Mrs. K. Falus-Szikra in her study [2].
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Socio-economic development in Hungary and job requirements*

In order to understand the problems of today, special attention must be paid to the
eftects ot the following characteristics of the social and economic policies aimed at
socialist transformation and development, exerted on the requirements raised towards
labour.

Among other things, in the spirit of efforts at eliminating unemployment and at
strengthening the role of the working class, industry and building industry were
developed at a forced rate in Hungary. Between 1950 and 1970 the number of industrial
workers had doubled, and the staff of the building industry had almost quadrupled, in a
way that the majority of the new workplaces were established at low or medium technical
standards. (The high differentiation of the ratio of mechanical work among sectors arises
from differences in technological conditions. This does not contradict the relative
levelling of technological standards among sectors, which is further supported by the
generally backward state of mechanization of auxiliary processes.) To this was also
adjusted the product pattern which, with its medium standards, practically corresponded
to the socio-economic requirements of the time: to the demands of the Hungarian and of
the socialist foreign market. A real increase of Western exports became indispensable as
late as in the 1970s, among other things, with a view to improving the balance of
payments of the national economy; in the preceding decades Western imports had been in
a great part counterbalanced by agricultural exports.

This kind of even and undifferentiated development of the sectors was supported
by the system of incentives and regulators, which did not prompt enterprise managers to
achieve any outstanding results or to take risks for such end, but instead, to overinsure
themselves and to satisfy only the average requirements. What is more, society was
suspicious towards the manager who supported a new idea or an invention, and it was
suspected that the pursuit of mere personal interests was behind the said manager’s zeal.
To this conception and practice correspond the relative wages of the non-manual workers,
among them of highly qualified specialists: the primary role of the hierarchical position in
the differentiation of earnings, the low prestige and relatively decreasing wage level of the
subordinate experts, researchers-developers, and decision-preparers, as well as the
upgrading of the operative managers solving the daily difficulties of current production.
This all is a natural consequence of the “soft budget constraint”, the concomitant of a
levelled development policy, which does not make enterprises interested in the fullest
possible exploitation of the potential efficiency inherent in organization, in research and
development, and in production development, that is, of the knowledge and creativity of
the specialists who play a key role in all this. Although this has caused a dilution of the
group in question for a long time, according to the above described facts about the
employment of specialists, there still are some mobilizable reserves in this field.

*In elaborating the present chapter, I largely reliec on the study [8] by Ferenc Jdnossy, and on
the book [9] of Janos Kornai.
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Groups and types of knowledge of key importance for an ecomomic revival:
obstacles to progress

One of the sources of today’s difficulty is the deficient qualification of the fop
managers. Not only remains their formal qualification below the standards required for
their post (more than in the case of the employed specialists), but, as a consequence of
the system of selection of managers, also their actual knowledge and managing abilities
leave much to be desired. The selection that observed other factors beside economic
efficiency, even to the prejudice of the latter, led to a situation that many of today’s
managers are unable to satisfy the demands of the accelerating modernization process, on
account of their insufficient qualification and approach to innovation.

The revival is first of all in the hands of engineers engaged in research work and in
the preparation of technical decisions. Today the majority of research and development
in Hungary is “following suit”, which can only partly be attributed to the relative
development level of the country’s economy. It is owing partly to the deficiencies of the
system of incentives, and partly to the engineering society’s having become passive, and
lacking creativity and orientation towards performance.[10]

Economists and the legal profession are also to play an important role in a
market-oriented economy. Enterprise independence has much increased after 1968 in
comparison with the directive planning system, and the importance and professional
perspectives of the said specialists have been enlarged by enhancing the economic
approach. Yet the knowledge of practical business and of the market (especially the
foreign market) has not been raised to the rank of a general requirement. In this respect,
and even in the field of special knowledge in general, we are probably lagging seriously
behind. And, though it seems to be a question of secondary importance, the insufficient
number of industrial designers also hinders the sales of industrial articles.

As regards the staff of workers, the most serious difficulty is the widely varying
work culture. In the so-called dangerous establishments labour discipline is relatively
better, and qualifications higher (though this is less so in mining). In the majority of the
manufacturing industries, however, masses without industrial traditions had arrived (let us
think of the industrialization in the provinces during the 1960s) without really having to
accept the discipline and quality requirements of factory work, because at the time, with
shortage prevailing, products of a poorer quality were easily sold. Later on, struggling
with an overall labour shortage, enterprises were forced to make concessions to the
prejudice of labour discipline in the broad sense (from technological discipline to the
regularity of attendance), in order to keep the labour force.

In comparison with what is needed for an economic recovery, a serious lag is
present in several fypes of knowledge. Within this, the knowledge of foreign languages is
not only scarce and of low standards, but also of a structure not corresponding to the
requirements of the time. A much more extended knowledge of foreign languages would
be necessary in the trade transacted with other countries. The practical knowledge of the
organizers lags far behind their theoretical knowledge. This is reflected by the backward
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state of the practical organizational work, and partly by the fact that the advice of foreign
organizers is usually preferred to the suggestions of the Hungarian specialists. It is partly
because of the one-sidedness of special knowledge that material and energy saving
products are lacking; by international comparison,. most of the Hungarian per unit
material norms are high. Finally, the Hungarian enterprises’ and foreign trade enterprises’
inadequate knowledge of the international patent and commercial law has to be
mentioned, which hinders a more efficient protection of the intellectual values and the
exploitation of foreign market potentials.

Future processes affecting the quality of the labour force
Counter-selective effects of the educational system

The “filtering mechanisms” of the educational system counteract the fulfilment of
the quality requirements made on labour in several respects. One of the reasons is that
selection is based mechanically on school achievements instead of real abilities and
talents. It is a further problem that, as a side-effect of loosening relationships between
school achievement and social position, school standards have been lowered at all levels of
the educational system. Medium-level specialized training is faced with the grave problem
of the lower prestige of manual occupations—and, as a consequence, of the types of
school training for such occupations—in comparison with the non-manual occupations
(for example, clerical work) of lower special standards. But even within the sphere of
manual occupations, selection is only partly based on high requirements. For example,
because of poor working conditions and relatively low wages, there are hardly any
applicants for the mining, metallurgical and the traditional engineering trades requiring
thorough special knowledge and particular abilities, and the situation is the same in the
agricultural trades because of aversion to the way of life in villages. The negative selection
found in higher education is reflected first of all in the qualitative deterioration of the
new generation of engineers, of key importance for the future. I wish to stress that most
deficiencies of the selection system are to be traced back to the anomalies of -
employment, that is, to those of the underlying socio-economic mechanisms. Exactly for
this reason, no fast change is to be expected, since the effect of changes in the social
mechanisms on individual intentions is only conceivable with a considerable time lag.

Beside the contradictions of selection, the training of skilled workers struggles with
difficulties presented by the contents of the curricula which have an unfavourable effect
on the adaptiveness of the trained to various trades. Until the comprehensive measures
taken in 1981 on the basis of the new list of skilled worker trades, one of the difficulties
had been the fragmented state of specialized training. However, the 1981 changes have
not brought a fundamental change in the knowledge imparted, in which the special
knowledge that quickly becomes obsolete still has a large weight. The inadequate general
level of education of those entering the institutions, training for manual occupations, is a
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further obstacle in the way of special training to be placed on broader grounds. What is
more, skilled worker training is directed even in the vocational secondary schools at a
narrow sphere of trades. (The less convertible special curriculum of the skilled worker
training institutes has replaced the earlier more convertible specialized theoretical
curriculum, comprising whole groups of trades, of the vocational secondary schools.)

Factors having favourable influence

From the aspect of the future development of the quality of the labour force, it is a
favourable phenomenon that the educational standards of the population and the ratio of
those with special qualification are rising. In the course of the so-called demographic
exchange, the old workers of lower educational standards are replaced by the more highly
qualified young generation.

It is a further favourable factor that, as opposed to the forced rate of changes in
earlier years, no spectacular changes are to be expected in the structure of the labour
force (only the infrastructural staff will be enlarged intensively). Therefore, a smoother,
mare balanced, and more “organic™ development is likely to follow. Thus, for example,
as a consequence of the stagnation or reduction of the industrial staff, and of the
exhaustion of the extensive labour reserve, generations used to or prepared for industrial
work will be taking part in industrial production, which can provide the grounds for an
improvement of the industrial work culture.

Tasks arising from the likely development of the quality
of the labour force

The qualitative inadequacies of the labour force available at present and in the ten
or twenty years ahead on the one hand constrain the emergence of an economic recovery,
and on the other hand make it contradictory through the accelaration of the mobilization
processes serving qualitative replacements. A lot of questions have to be clarified in
advance, in order to prevent an overstraining of social tensions. In the following I shall
attempt to make a summary of those seeming to be the most important.

Development of the existing labour force

In the final account, improvement in the quality of the labour force depends on
Whether the economic environment raises stricter requirements. At the same time, in
order to keep pace with increasing demands, it is necessary to take a few deliberate
measures aimed at improving the personnel conditions, such as the introduction of
courses serving to enhance performance motivation; intensive development of the
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knowledge of foreign languages; teaching of directly applicable knowledge, procedures,
and know-hows wanted in practice, to technical developers, organizers, market
researchers, commercial and advertising specialists, etc.; modernization of the training and
selection of managers; and, in general, a purposeful exploration and development of
individual abilities and talents.

The development possibilities of the human factors are as yet constrained by the
fact that the sciences dealing with man (sociology, psychology) have not yet been granted
the position due to them in everyday life. Not only that the apparatus of enterprises and
institutions in charge of personnel affairs is not sufficiently trained in this respect, no
adequately trained social workers are available to deal with the groups of society in need
of social care either.

In a long perspective, modernization of the school system is of key importance in
view of development of the human factor. Raising of the standards of general education
as well as the promotion of knowledge, abilities and talents serving a flexible adjustment
to the changes of economic environment ought to be given more importance in the
training of specialists, and the same holds for the strengthening of creativity, and
developing a positive attitude towards novelties.

A clear definition of the sphere of economic renewal

As it has been demonstrated, a part of the labour force available in the twenty years
ahead of us will be unable to fulfil growing requirements. Therefore, the question arises,
on how large a section of the economy, in which of its fields, and at what rate the
renewal process can take place.

First of all, the so-called competitive and non-competitive sectors have to be
separated since, for example, in the case of mining, electric energy industry, or the
non-productive infrastructure, it would be a strong conceptual “shift” to talk of renewal
in the same way as in the case of the competitive sectors. [11] As for the latter, it is to be
seen that the measures stimulating small enterprise put the medium and large enterprises
in a new-situation. If they fail to differentiate the wages of their workers according to the
principle of performance with a view to achieving the enterprises’ targets, they will lose
their creative and enterprising specialists and will get into an increasingly disadvantageous
position. In the case of such enterprises, there is no other way but to firmly assert the
requirements of an efficient economy. It is, however, open to question, whether the risk
can be taken to expose to competition such enterprises which could not, at least for the
time being, hold out in a competition. In view of this, it is likely that the enterprises can
be drawn into a new type of economy only gradually, and in adjustment to their
praduction line and special circumstances, otherwise the social tensions certainly
concomitant with the transformation may grow unnecessarily high.
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Difficulties of the qualitative replacement of labour

A lot of enterprises forced to take the road to renewal will probably face serious
difficulties in acquiring a labour force of adequate quality, that is, in replacing the
inadequate specialists by good ones. Especially in the case of those in leading positions it
is to be expected that they will use their formal and informal relations to defend their
position (not to mention those top managers whose appointment and dismissal belongs to
the competence of state administrative organs).

That much is certain that, however obvious it may seem, it cannot be a general
solution for several reasons to pension off elderly managers (perhaps before the legal age),
a means too easily used so far. (This is also indicated by the statistical data according to
which the ratio of active earners among graduates in pensionable age—and in general
among those in the pensionable age is extremely low in Hungary by European standards.)
It speaks against it that, on the one hand, the replacement can be hardly limited to the
elderly managers. (What is more, in many cases the elderly managers represent such values
and attitudes that their replacement is by no means desirable precisely in view of the
renewal.) On the other hand, this procedure would not be decent towards those elderly
persons who are still able as well as willing to work. Instead, some of the relieved
managers could be employed in bodies established to direct the enterprise administration,
while the sphere of activity of others could be transformed in a way that, keeping their
leading post, they would, for example, represent the enterprise in the different social
organs or, relying on their earlier connexions, they would proceed in matters concerning
the conditions of enterprise functioning (such as the obtaining of credits), and so on.

Qualitative replacement in the case of those not in a leading position involves as
much less social tension as this is not necessarily a come-down, if they can find a post
corresponding to their qualification. (It is true, though, that most of those in the fields of
research would not like to work in the technical-economic administration of enterprises,
and for others the replacement may entail a loss of income.) The crucial question
remains, however, to find a solution to the problem of the leading group, if only because
the resistance coming from there may be the main obstacle to the emergence of the
processes improving the human factor in the economic renewal.

Risk, responsibility, security

In addition to the tension-raising effect of qualitative replacements, the increasing
economic and enterprising risk and the necessarily concomitant failures may also cause
sharp social conflicts. To mitigate such tensions, first of all today’s atmosphere has to be
changed in which people of an enterprising spirit are eyed with suspicion from the outset.
To dissipate this suspicion, public opinion, as well as the competent state, social, and
political organizations ought to be made aware of the idea that rational management is
necessarily concomitant with risk, for the taking of which it is necessary that economic
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conditions put a real pressure on economic units. It is a further necessary condition that
decision-makers need not fear retaliation as a consequence of the failure of one or
another of their economic actions, that is, the political and state organs must appraise the
economic activities of an enterprise in a complex manner. It has to be noted as well that
the ratio of loss-making enterprises will be relatively high in the beginning, exactly
because of our having become disaccustomed to risk, and it cannot be expected that the
ability of sizing up the real and acceptable measure of risk develops overnight.

A further important condition of the spreading of enterprising attitude is a clear
delimitation of the spheres of responsibility. If enterprise action and state decision are
intermingled (let us think of the priority development programmes), the state organs
affected can hardly be expected to act unbiassed in judging results. They are much more
interested in demonstrating success or, in case of difficulties, in trying to secure some
special regulation.

The judgement and handling of inequalities in income

Parallel with the increasing role of enterprise, income differentiation will be grow-

ing.

® Assuming that the existing difficulties of measuring performances—to be taken as a
basis of differentiation—are solved owing to the determining role of the value judgement
of the market, it is not expedient, already on account of the syphoning effect of the small
enterprise sphere, to set an upper limit to the wages payable by prosperous enterprises.
Further, it is necessary to raise the relative incomes attainable by enterprise managers.

As for the other end of the scale of incomes, the majority of those we find there are
members of “unstable” groups with low work culture, which may be left out of the
process of economic renewal. It is a social policy task of prime importance to prevent the
enlargement and reproduction of these groups. While the differentiation of incomes is
promoted, a system of social policy grants has to be established to support reasonably the
groups excluded from the dynamic growth of incomes, thus protecting them from
becoming declassed.
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HOBOBBEJIEHU S, OBIIECTBEHHASA CPEJIA,
JIIOACKHUE ®AKTOPbI B BEHI'PUHN

. KYTAII

OcCHOBHasi LeJIb CTAaTbH — JaTh peaJibHYl0 KAapTHHY JIIOACKHX (PakTOpOB, HX BO3MOXHOCTEH H
orpanuvenuii. Ha 3Toif OCHOBE MOXHO HaTh TNPOTrHO3 TOrO, HACKOJILKO COOTBETCTBYET YPOBEHb
o6pa3oBanus ¥ Ka4ecTBO paboueil cuiibl TpeGOBaHUAM OyAyILIEro u Aaxe yXe HaCTOSIIEro U Kakoro THna
KOHQJIMKTBI MOTYT BBI3BATh OTCYCTBHE COTJIACOBAHHOCTH.

CornacHo craThe, HEJOCTATKH IPOLECCa HOBOBBENCHWH B BEHrpHHM TECHO CBS3aHbl C YPOBHEM
06pa3oBaHus, Ka4eCTBOM M XO3SHCTBEHHBIM TMOBeleHHeM pabouel cuiabl. B To ke BpeMs MOXHO
KOHCTaTHPOBaTh, YTO OOILECTBEHHAs Cpe/la BO MHOTOM OINpeJesnia 3Ty HEraTHBHYIO CHTYAlMIO.

Cocras paboueii CHJIbI HE CMOT JOJDKHBIM 00pa3oM NpHCIOCOOUTBLCS — BCIIEACTBHE PaIHKaJIbHBIX
npoueccos npeobpa3opaHus 3koHOMHKH 1950-x u 1960-x romoB — k TpeGOBaHHAM COBPEMEHHOIO
(YHKIMOHMPOBAHHUS SKOHOMHMKH (BEJMKA CTENEeHb HEKOHIPYIHTHOM 3aHATOCTH, 0COGEHHO OTCTaeT OT
TpeGoBaHuii yPOBEHb NMOATOTOBKH PYKOBOIHMTEJICH, HHTEHCHBHOCTb COLMAJIbHOH MHIpallMM MOpOJMJIa
TAKXe KPH3HC IEHHOCTHBIX KPUTEPHEB, HU30K YPOBEHb 3HAHUA HHOCTPAHHBIX A3BLIKOB H KYJIbTYPbI TPy H T.
a.). K tomy xe obluecTBeHHas cpela — MNPEXE BCErO M3-3a CTPEMJICHMS K HHUBEJJIMPOBAHHIO — HE
MOHYX1ajia npucnacabauBaThes kK TpeCoBaHUAM.

OnpiT 1970-x 1 1980-x rogos Takke MOKa3bIBAIOT, YTO NPOLECCHI HOBOBBEACHHH MOYTH COBCEM HE
pa3BepHyJHch. OCHOBHO# 3a1a4el Ha Oyayiuee ABJISETCH TO, 4TOOBI MPOLECCH MOAEPHM3ALIMH, OKa3bIBAIO-
e 61aronpusTHOE BO3/ICHCTBHE H HAa Ka4ecTBO paboycii CHIIbI, CTAJIH ONpPEAC/IAIOLIHMH.

10 TpebyeT H3IMEHEHHS OOLLIECTBEHHON CPe/ibl, IPETBOPEHHSA B XH3Hb NIPHHLMNA POU3BO/IMTE/ILHOC-
TH, TpeGoBanHit pLIHOYHOTO XO3SHCTBOBAHMS H T. 1., 4TO BLIHYAHT K MOGHIH3aLMHA HMEIOLIHXCS p&3epBOB B
paboueit cuie.

Kpome Toro, Heo6X0aMMO MOArOTOBHTLCA K TeM KOHQIMKTaM, KOTOPbIE BBITEKAIOT M3 OTCYTCTBHA
COIJIACOBAHHOCTH MEXAY KaueCcTBOM paboueil CHJIbI M NpeIbsBICHHbIX K Heil TpeboBaHwi. C OIHOW
CTOPOHBI, HE06X0AMMO CPOPMHPOBATH CHCTEMY Ka4eCTBEHHON CMeHBI paboueii CHIIb, KOTOpas, OCTAaBaACh
ryMaHHO#, 0TaaBaJia Obl npeanoyTeHue TpedoBaHUAM 3P (PeKTHBHOCTH (CIOJa OTHOCHTCA M «IIEPENOAr0TOB-
xa» paboueii cuibl). C Apyroii CTOPOHBI, MOJMTHKA A0JIKHA TEPIHMO OTHOCHTBLCS K HOBOMY HeH306exHOMY
POCTY pa3jIM4Mii B 10X0/1aX, K HOBOMY ITOHMMAaHHIO PHCKA, OTBETCTBEHHOCTH, CTPAXOBKH (HarpHMep, K
TOMY, 4TO HeH306eXKHO BO3PACTET 3JIEMEHT HEONPE/IeICHHOCTH NPH XO3SHCTBEHHOM PHCKE) M Ha OCHOBE
TIIATEJIbHOH OLEHKH 3THX YCJI0BHH CHOPMHUPOBATE T€ 00JIACTH, B KOTOPBIX MOTYT IPHMEHATHLCS «IIpaBHIa
MIPbI» 3KOHOMHYECKOTO OOHOBJIEHHS.
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TERMS OF TRADE, ADJUSTMENT PROCESSES, AND THE
ECONOMIC MECHANISM
(A quantitative approach®)

J. GOLDMANN|-K. KOUBA

The study examines the effects of the upsetting of external equilibrium in small,
relatively developed CMEA countries. It investigates how growth strategy is adjusting to new
conditions. The authors analyze the passive, restrictive and dynamic stages of adjustment. In
their opinion, mobilization of the reserves depends first of all on institutional factors: they
compare the characteristics of and experience. with the traditional, the partial and the
alternative complex ways of approachto the development of the economic mechanism.

For some decades already the interaction between the economic mechanism and
economic development under the impact of changes both in the outside world and within
the system, has been at the centre of interest of many economists in our countries,
including the present authors. [1, 2, 3] Nowadays, in the context of world economic
developments and of economic reform, there are two additional reasons why such a
research task should present itself with far greater urgency and enhanced theoretical and
practical significance.

Since the early 70’s, as we know only too well, severe external disturbances have
put the economies of our countries in general, and the economic mechanism—traditional
or new— specifically, under unprecedently heavy strain, only easing somewhat at the time
when this paper was written. The aftermath of the oil shocks, however, will be with us for
a long time to come.

As to the economic reform movement: Out of six socialist countries of Central and
Eastern Europe** of comparable size and development level, only two, the most
developed ones at that, still adhere to the traditional planning and management system.
At the other end of the growth league, the development and gradual diffusion of the new
mechanism started with one of the poorest countries at that time, reaching the relatively
better-off only with considerable time-lags.

*1. Angelis, S. Czesany, J. Kamenitek, J. Klacek and A. Suk (from the Czechoslovak Institutes
of: Foreign Trade, Planning and Management, Marxism—Leninism, Economics, and Fuel and Energy,
respectively) advised on various points of this research project. The conventional reservation as to
responsibility for misunderstandings and mistakes certainly applies in this case as well.

**The countries concerned include the GDR, Czechoslovakia, Hungary, Bulgaria, Yugoslavia,
Poland; by GNP per capita with Poland’s position not yet stabilized. (The specific development of
reform in that country is discussed in Acta Oeconomica Vol. 30 (1983), No. 1, p. 70.)
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While homage is due to the pioneers, in Czechoslovakia —and maybe elsewhere—
theoretical work on an alternative system of economic control and practical arguments in
favour of new ideas in this field were not made any easier by the new system’s existence
under complicated conditions in international politics, nor by some of its specific
features. Particularly among central planners, with a professional bias towards established
methods used for a long time with fair success, and among ‘pure theoreticians’, not
affected by the country’s economic ailments under directive planning and external
shocks, to say nothing about vested interests proper, there was a predisposition for a
learning process, in the given context, at a rather low level. The international
repercussions of the ups and downs of economic reform in Czechoslovakia are only too
well known.

Likewise, the impact of unfavourable world economic developments on our
economies has been thoroughly analyzed already, but no generally accepted result has
been obtained as yet. While outside researchers, such as R. Portes of London or F. Levcik
of Vienna, seem to agree that the difficulties of the 70’s were, primarily, of exogenous
origin, (4,5) in Czechoslovakia —and elsewhere in our countries too— a variety of theories
is on offer. External factors are said to have only contributed to unfavourable internal
development; alternatively they are interpreted as having unveiled such contradictions as
had already been in existence prior to the first oil shock etc., etc. The implications of
either research result, of exogenous or endogenous explanation, for selecting an adequate
strategy for adjustment and development as well as for a scenario of a short or
medium-term forecast need hardly be stressed here.

Disagreement, for some years already, on such a strategic issue, both in theory and
in practical considerations, would indicate that non-formalized verbal exposition at one
extreme and econometric model-building at the other are not fully adequate to the task
of arriving at an agreed solution to a highly complex research task. In an entirely informal
presentation, it would seem to us, there are too many threads to keep in hand
simultaneously, and to disentangle, while in econometrics the standard error might turn
out larger than the variable looked after, or the coefficient of determination so high that
one starts wondering what has gone wrong.

With such an experience in research technique so far, a ‘compromise’ approach has
been selected here, somewhere midway between the two extremes resorted to so far. In
view of the traditional image of this journal a trivial formalization is relegated to the
references. Instead, from experience in presenting our subject matter so far, a system of
straight-forward diagrams, included in the text, has been found helpful in scientific
communication over the problem in hand.

After this rather extensive introduction we may now pass over to our ‘logical
model’.
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Strategic adjustment to external impulses in a small developed
socialist country : the model

For the purpose of analysing a process of destabilization of the external balance,
and of deceleration of economic growth, due to transmission of an external disturbance, a
number of exogenous factors may be considered. Among them are: deterioration of terms
of trade (T/T), increasing debt-service requirements, increasing demands for foreign
investment, and—most likely—a combination of negative impulses requiring both short-
and medium-term adjustment.

Obviously, in the case of a positive external impulse such as an improvement of T/T
etc., the process of adjustment will go into reverse, tending towards an improvement of
external and internal equilibrium and, consequently, an acceleration of dynamics for the
system involved.

Let us now examine in some detail the process of transmission to—and of diffusion
within—an economy of our type, of a T/T-conditioned external shock, together with the
subsequent process of adjustment. In order to facilitate our argument some simplifying
assumptions will have to be made by way of a first approximation. They will be dropped
step by step, subsequently.

In view of the fact that it will hardly be possible to complete the adjustment
process in the short-term and without a significant re-allocation of resources, cur research
task will be one in growth strategy rather than a problem of current economic policy.

Initially, as in any other adjustment process, the response of the system to, say an
oil shock, will be necessarily of a passive nature at first, changing its ‘state’ rather than its
behaviour. With the initiative resting with the environment so far, foreign assets will have
to be resorted to and foreign indebtness to be incurred. Subsequently, restrictive
measures will have to be taken, decelerating or even reducing internal absorptions
(domestic uses of the national income) i.e. investment or consumption or both in varying
proportions in order to free resources capable of covering the increment of import costs.

It will only be in the medium run that, hopefully, a dynamic solution might be
found to expand output in order to cover the real costs of the oil chock.

To use the accepted phraseology, during passive adjustment the country will ‘live
above its means’ while in a restrictive situation more suitable methods will be adopted,
‘properly living within ones’s means’, or trying to do so, at least. Finally, in a dynamic
solution we shall have to ‘mobilize additional resources’.

Again, in the opposite case of an improvement in T/T, not too unlikely in the
situation of 19821983 and the following years, a dual option to that of a restrictive
adjustment will present itself to central decision-making.

Thus, we obtain four patterns of strategic adjustment to external impulses, negative
or positive. They may be suitable as described here —together with some approximation
to reality— with the help of a graphical presentation. First, the adjustment process will be
assumed to proceed instantaneously, and the time path of the adjustment process will be
examined at a later stage.
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Passive adjustment

As is usually the case with any system, the first reaction to an external impulse will
be effected through a change in the ‘state’ of the system. Domestic use (I +C) will remain
on their trajectory so far; the increment in costs of securing an unchanged import volume
will be covered at the expense of the system’s state, i.e. at the expense of its assets abroad
and later through increasing indebtedness. (See Fig. 1) In this graph the values of both
variables are plotted on a semilogarithmical scale so that the slope of the time-path
indicates the rate of growth.*

Fig. 1.
Patterns of passive adjustment
(X - M) foreign contribution
Living above one’s means: (C + 1)’>Y”
; M
Recurrent foreign contribution = Y - Y= X P 1)

Accumulated foreign debt at time t (debt service = 0)
DBT= (Y-Y)(@L+r)

*In a trivial formalization the point of issue is a familiar definition from national accounting:

Y=C +1+(X—M) 1)
(where Y denotes domestic use, C denotes consumption, | denotes investment, X denotes exports, M
denotes imports) then, by way of a simplifying assumption:

X =Mand, consequently, Y=C +1 )
Now, an oil-shock is introduced so that for a small developed CMEA country we obtain significantly
changed terms of trade, which will equal

TIT=0< oM <1
In a first approximation, the adjustment process will be subject to the constraint that the balance of
payments ought to remain in its neutral position. A futher simplifying assumption requires that the
response of the economy will be instantaneous, without a lag structure. Writing X’, Y’, (C + 1)’ for the
respective values after adjustment to the external shock, and postulating the flow condition of the
model Y'=Y:
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Such a passive adjustment with the environment playing the active part, changing
the terms of trade will sooner or later come up against the barrier of creditworthiness.*
In Czechoslovakia as well as in other countries under investigation this stage was reached,
as is well known, about 1976—1978. Non-economic factors, ensuing from the
development of international relations, amplified the more or less economic considera-
tions of Western lenders.

Restrictive adjustment

At this stage an active response of the system to the external disturbances will
become indispensable, requiring a re-allocation of resources in favour of the external
environment. Thus, the increment in costs, in world prices, of the given volume of
imports will have to be compensated by a restriction of domestic use. In our graphic
presentation their time-path will be shifted—theoretically parallel to itself—downward to
an extent equivalent to the additional costs of import.**

In Czechoslovakia and in some other countries under examination an adjustment
process of this type proceeded from about 1976—1978 until the terms of trade (with the

Cont.
'u x P
X=X'%
where pM/pX is the reciprocal of T/T after external shock, and the increment of exports
M
x-x=xE=-1. 3
pX

*A conventional limit is reached when interest and repayment exceeds a value of about 25%
of receipts from exports.
**[f the value of Y is to be maintained after the external shock, exports will have to be raised to a

level prM
evel o X

Similarly: (C+1) — (C+1)' = X(g-;—‘—l). @

Thus, domestic use will have to be reduced by the export increment as given in equation (3).
Substituting into equation (1) we obtain the post-oil-shock equation for our definition from national
accounting: \

‘s L i P
Y3Y - (€C+D - XCo—DI+[X+X Co—1) - M) )

showing the extent of re-allocation of GNP,

In this argument no changes in volume of trade in response to changes in relative prices are taken into
account as imports largely consist of complementary inputs in production, and exports are determined
by import requirements. Dropping the no-credit assumption only spreads the adjustment process over a.
few years, adding the interest burden into the bargain.
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Fig. 2
Patterns of restrictive adjustment (No feedback effects of C’, I’ on Y’)

Living within one’s means (C + I)'= (C+ 1) — X (p_;‘l -1
p.
DBT =0

West) reached what seems to be their lower turning point. (In 1981, approximately, the
T/T system went into reverse as far as price relations with the West are concerned.)

On the whole, restrictive adjustment to external shocks, as effected in
Czechoslovakia, can be positively evaluated in so far as such a solution is to be taken
positively at all—in the short run certainly. After all, the economy of Czechoslovakia
changed over from a stage when we were living beyond our means, relying on foreign
contribution, to a new stage where we fittingly decided to live within our means, on the
whole smoothly, without any significant economic or social repercussions.

Certainly, there does not exist any result in economics that could be achieved for free,
without paying for it in one way or another. In our case adjustment was brought about
not without some serious imbalances to be overcome, both in the external field and
consecutively, in the domestic economy. However, in a relatively short time external
equilibrium was achieved, external liquidity and a modest dynamics were restored and
equilibrium on the consumers’ market even improved. In addition, the debt-service ratio
reached the second lowest level in our sample.

Another aspect of the restrictive solution has still to be discussed. We are referring
to the argument that restriction of investment means that the burden of adjustment is
shifted to the years to come when a gap in the flow of new output capacities will have to
be expected. In other words, such a type of adjustment would mean that ‘we are living at
the expense of the future’.

However, when we examine the future development of the Czechoslovak economy,
we soon satisfy ourselves that lack of industrial equipment will hardly set a limit to future
growth and development. This is basically true, even if some structural imbalance may
develop, particularly in the sphere of ‘unproductive’ investment, and especially where
living conditions and the environment are concerned.

At this point of our exposition a more general conclusion presents itself. External
disturbances are immediately transmitted to the boundary element of our system, i.e. its

Acta Oeconomica 32, 1984



J. GOLDMANN] —K. KOUBA: ADJUSTMENT AND ECONOMIC MECHANISM 143

international sector, denoted (X—M). Here the international terms of trade are
transformed into national T/T, according to the specific structure of national trade flows
as against their international structure. This process of transmission has to be taken as an
objective one, unavoidable in fact, exogenous in relation to the system under
consideration. “Vis major”, except for the fact that the specific national structure
features are determined historically, i.e., by the country’s system of planning and
management.

The international sector (X—M) obviously has strong connections with the system’s
internal elements, particularly with those of consumption and investment; indirectly with
the manpower element and with fixed assets. Thus, after transmission of the external
disturbance it spreads within the system. Now, insofar as intensity and speed of the
process of diffusion inside the system are dependent on the given system of planning and
management, an interaction of exogenous and endogenous factors will already take place,
as shown in some detail below.

Dynamic adjustment.

We still have to describe another type of accomodation to an external shock which
will take place, if it occurs at all, at a later stage only. Its essence is found as is well
known, in an active and dynamic adjustment, in a systematic effort to activate latent
resources. The objective of such an accomodation is the endeavour to return the growth
path of domestic use to its original slope and to shift it into its original position. For this
purpose it will be indispensable to raise the trajectory of GNP above the growth path of
domestic use to such an extent that it becomes possible to cover additional outlays on the
given import volume from the interspace between the two trajectories. (See Fig. 3)*

An effort to carry the Hungarian reform further in line with original intentions may
serve, perhaps, as an example of dynamic adjustment. This holds true even if the full
benefits of the improvements in the control system will show up, according to the
authors of the reform measures, only gradually.

Adjustment to positive impulse
We may now proceed to a description of the dual of an external disturbance (say in

the shape of an original deterioration in the terms of trade followed by an improvement
in this parameter). We are referring thus to a positive external impulse, which may, as

*Our model has been constructed with a special interest in T/T (with the West). After all, with
a time lag they determine overall T/T; in addition, balance of payments problems (Western) are of
specific economic and political significance. y
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Fig. 3.
Patterns of dynamic adjustment (instantaneous)
Mobilizing reserves: Y'= Y + DY

M
Y =(G——
D (p 1)

DBT =0

mentioned above, also follow from a starting point other than a shift in terms of trade.
(Easing of international tension and deceleration of defence effort e.g.)

The system’s reaction to such a positive impulse will analogously take the shape of a
change in the initial state of the system; external resources that were largely exhausted in
the preceding phase of T/T deterioration will now be replenished again. Starting from the
preceding stage of restrictive adjustment, the growth path of domestic use will be shifted
—parallel to itself—in an upward direction, and approach the GNP trajectory in order to
‘overstep’ it subsequently. Then the line of domestic use will lie above the GNP trajectory
to an extent to which the costs of the given import volume have been reduced against the

- preceding level.

A situation we have described just now actually developed in Czechoslovakia, and
in some of the other countries in our sample, in the years 1982—1983. According to
OECD statistics (re-published in the UN ECE Economic Bulletin of Europe, vol. 35,
November 1983) Western terms of trade in relation to the small CMEA countries of
Europe (including Romania instead of Yugoslavia as in our sample) deteriorated in recent
years from 109 to 91, i.e. by almost 20 percent. Leaving apart the difficult problems of
the mirror statistics puzzle [6], we may conclude that terms of trade of the small CMEA
countries with the West improved approximately to the same extent.

Strategic adjustment: the time path of the adjustment process
Now we shall have to deal with a more complicated task and describe the time-path
of the adjustment process as well as the interaction of the short-term factors that derive

from the external impulse with long-term, less marked, but cumulative trends. However,

Acta Oeconomica 32, 1984



J. GOLDMANN| —K. KOUBA: ADJUSTMENT AND ECONOMIC MECHANISM 145

Table 1
Terms of trade (W) balance of trade (W), change in the rate of industrial
output in six smaller CMEA countries and in Czechoslovakia

1977 1978 1979 1980 1981 1982 1983*

T|T: (W):
CMEA -6
(1975=100) s 94 92 100 103 110 111 110
Balance of trade (W):
CMEA -6 —-4.3 -3.6 -3.2 -2.2 +0.3 +).2
Czechoslovakia
(bn $) -0.2 0.0 +0.2 +0.3 +0.3 +0.3
Change in industrial
growth rate: (percent)
CMEA -6 -2 -1 -2 +2 +3
Czechoslovakia -2 -1 -1 -1 +2 +1

Sources: T/T — Economic Bulletin for Europe, vol. 35, table 2.1; Czesany, S.: Sources of Economic
Growth, Ekonomicky asopis, no. 8/1983, p. 757; Federal Stat. Office; Balance of trade E conomic Bul-
letin for Europe, p. 2.41; Growth rate change: Stat. Yearbook —CSSR, E conomic Bulletin, p.1.28.

Note:

*Estimate

Fig. 4.
Patterns of adjustment to positive impulse (Instantaneous)
(TIT>1D
M
Harvesting windfall gains: Y'= (C + I)’= Y + X (i’? =1
DBT =0

an endeavour—which was not always popular—to stress the impact of endogenous
factors (economic mechanism) in the constellation of forces examined certainly deserves
praise. On the other hand, an interpretation o