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Reforming the New Economic Mechanism in Hungary

Abstract

The paper evaluates the reform measures taken in 1980 and 1981 that aim

at the further development of the Hungarian New Economic Mechanism, introduced

on January 1, 1968. The reform measures concern price setting, the exchange

rate and protection, wage determination and personal incomes, investment

decisions, and the organizational structure. It is concluded that the

measures taken represent important steps towards improving the efficiency of

the Hungarian economy but would need to be complemented by further steps in

future years.
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Summary

On January 1, 1968, Hungary introduced the New Economic Mechanism (NEM),

in order to respond to the needs of an increasingly sophisticated economy

characterized by considerable reliance on foreign trade. The NEM aimed at

replacing plan directives by market relations among firms; limiting the scope

of central price determination; linking the domestic prices of exports and

imports to world market prices; and decentralizing a major part of investment

decisions.

Steps towards recentalization were, however, taken in the wake of the

Party resolution of November 1972 and in response to external shocks, in the

form of the inflationary 1972-73 world boom, the 1974-75 world recession, and

the deterioration of Hungary's terms of trade after 1973. The newly-

introduced measures, involving lesser reliance on the operation of market

mechanisms and increased central directives and interventions, had adverse

repercussions on the Hungarian balance of payments and on the efficiency of

resource use. As these effects came to be recognized, the October 1977 and

December 1978 Party resolutions called for re-establishing the original

directions of the NEM. This was subsequently done in the framework of the

1980 and 1981 reforms.

The lynchpin of the 1980-81 reforms was the introduction of competitive

prices in the industrial sector, entailing increased alignment with world

market price relations. It is further envisaged to eliminate compensation

payments to high-cost exporters over a period of five years. This,,, in turn,

would necessitate adjusting the exchange rate in order to maintain balance-of-



payments equilibrium, when the occasion of the exchange rate adjustment may be

utilized to lower rates of import protection.

The reform measures also established a stronger link between wages and

labor productivity, although further steps would need to be taken in this

direction. At the same time, firms were given increased freedom to make their

investment decisions and bank lending is to be based on the profitability of

investment by the firm. Nevertheless, firms would need increased financial

resources of their own to carry out new investments.

Industry in Hungary is highly concentrated by the standards of

capitalist, as well as socialist, countries. The extent of concentration was

reduced in 1980 and 1981, when 137 new firms were created by breaking up

trusts and large firms. Also, regulations introduced on January 1st, 1982,

provide for the creation of new, and the expansion of existing, small- and

medium-size firms. Apart from the establishment of subsidiaries by state-

owned firms, the new regulations allow for new, flexible forms of co-

operatives and small-scale private producers, including partnership and

leasing.

Parallel with the 1980-81 measures that provided greater freedom of

decision-making to the firm, the consolidation of the industrial ministries

into a single unit reduced the possibilities for central interventions in the

firm's operation. This purpose would further be served by separating the

functions of the state as the source of regulations and the owner of the means

of production. A possible solution is to establish independent boards for

individual firms, consisting of representatives from the government, the

banks, the Chamber of Commerce, the firm's management and its workers, as well

as independent experts.



The Board would have responsibility for hiring (and firing) managers,

overall supervision of the operation of the firm, decisions on major changes

in the scope of its activities, and, if necessary, closing down the firm.

Firms may be closed down as budget support in case of continuing losses is

scheduled to end over a five year period. At the same time, the possibility

of bankruptcy would provide inducements to firms to rationalize their

operations.

The measures applied in 1980 and 1981 represent important steps towards

improving the efficiency in the Hungarian economy. The pursuit of this.

objective would, however, require further steps to complement the measures so

far taken. This may be done over a period of time, so as to minimize economic

disruptions.



REFORMING THE NEW ECONOMIC MECHANISM IN HUNGARY 1/

Bela Balassa

Introduction

On January 1, 1968, Hungary introduced the New Economic Mechanism (NEM),

in order to respond to the needs of an increasingly sophisticated economy

characterized by considerable reliance on foreign trade. The NEM aimed at

replacing plan directives by market relations among firms; limiting the scope

of central price determination; linking the domestic prices of exports and

imports to world market prices; and decentralizing a major part of investment

decisions.

At the time of the NEM's introduction, a variety of 'brakes' were

applied, in part to smooth the transition from the old to the new mechanism

and in part as a compromise between the supporters of the two. While several

of these brakes were eased in the next few years, steps towards

recentralization were subsequently taken in the wake of the Party resolution

of November 1972. Furthermore, policy responses to external shocks, in the

form of the inflationary 1972-73 world boom, the 1974-75 world recession, and

the deterioration of Hungary's terms of trade after 1973, led to reduced use

of market mechanisms and to increased central directions and interventions.

The measures employed weakened the link between domestic and world market

prices, reduced the scope of application of the profit motive, and increased

the role of governmental preferences in investment decisions. They aggravated

1/ The author provided an early appraisal of the NEM (Balassa, 1970);
examined its operation during the first decade (Balassa, 1978); and reviewed
its practical implementation (Balassa, 1982) -- Unless otherwise noted, the
data cited originate from the Statistical Yearbook and the Foreign Trade
Statistical Yearbook, both published by the Hungarian Statistical Office. The
former is available in Hungarian and in English; the latter only in Hungarian.
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the problems resulting from the predominance of large firms, the maintenance

of the supervisory organizations established during the period of central

planning, and the fact that the firm had little to fear from bankruptcy and

could have recourse to the state in the event of financial difficulties

(Kornai, 1979 and 1980).

This situation could not fail to have adverse effects on the balance of

payments and on the efficiency of resource use in Hungary. As these adverse

effects came to be recognized, the October 1977 and the December 1978 Party

resolutions called for re-establishing the original directions of the NEM.

The newly-adopted guidelines envisaged the transformation of the price

structure to correspond to world market price relationships, the acceptance of

profits reflecting performance at these prices as the sole success criterion

for the firm, and reductions in the scope of government interventions in the

firm's operations and in its investment decisions.

This paper sets out to evaluate the reform measures taken in 1980 and in

1981 1/ and to examine possible future changes. It will examine price setting

(Section I), the exchange rate and protection (Section II), wage determination

and personal incomes (Section III), investment decisions (Section IV), and the

organizational structure (Section V).

I. The Price Reform

The lynchpin of the 1980-81 reforms was the introduction of 'competitive'

prices in much of the industrial sector. This involved equating the domestic

prices of raw materials, fuels, and basic intermediate products to the tariff-

inclusive import price in convertible currency trade; providing exporters with

1/ A detailed description of the reforms is provided by Csik6s-Nagy (1980)
and HorvAth (1980).
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the fob export price, supplemented by tax rebates; and setting prices for the

domestic sales of the bulk of industrial products on the basis of profit

margins reflecting the domestic cost of earning foreign exchange in exports.

Equating the domestic prices of raw materials, fuels, and basic

intermediate products to import prices paid in convertible currency trade

represents-the application of the marginal cost principle, with differences

vis-a-vis the prices of imports from socialist countries being compensated by

taxes and subsidies. On January 1, 1980, the average prices of raw materials

and basic intermediate products were raised by 30 percent while energy prices

were increased by 57 percent (Racz, 1980, p. 133). Following these

adjustments, the domestic prices of raw materials and basic intermediates are

free to vary with changes in prices paid in convertible currencies and in the

exchange rate, while energy prices are fixed centrally and modified

intermittently in response to changes in world market prices.

Industrial exporters receive the price obtained in convertible

currencies, times the exchange rate, plus a rebate for imputed indirect taxes

that is set at 10 percent of export value, except for light industrial

products (originally 16 percent, but subsequently reduced to 13 percent) and

for iron and steel (nil, but subsequently set at 5 percent). Exceptions have

been made, however, in cases when the domestic cost of earning foreign

exchange exceeds the sum of the exchange rate and the tax rebate. In such

instances, compensation continues to be provided for a period of five years on

a decreasing scale. Also, production taxes for individual firms have been
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abolished and while firms may continue to receive budget support, this is done

on a temporary basis.1/

As of January 1, 1980, firms that exported more than 5 percent of their

output in convertible currency trade were required to set the prices of their

domestic products by calculating with a profit margin based on the domestic

cost of earning foreign exchange in exports. Firms where this ratio equalled

the exchange rate, adjusted by the 10 percent tax rebate, could apply a profit

margin of 6 percent on the sum of their fixed capital and the wage bill; the

profit margin rose to 12 percent for firms that had a domestic cost ratio one-

fourth lower than the exchange rate; and it declined to nil in the case of

firms that earned foreign exchange through exports at a cost one-third higher

than the exchange rate. 2 / Also, firms may not subsequently raise their

average domestic prices to an extent greater than the increase in their

average export prices, and they are obligated to reduce domestic prices if

export prices decline, with changes in the profitability of exports providing

a further constraint to price setting. At the same time, firms are not

supposed to charge domestic prices higher than the tariff-inclusive import

price. Finally, firms that export less than 5 percent of their output but

manufacture products similar to those produced by firms having an export share

in excess of 5 percent are to follow the price setting procedures applied by

the latter.

1/ Still, in 1981, the various subsidies will amount to 42 percent of the
profits of industrial firms, compared to 58 percent in 1977 (Gado, 1981, p.
9).

2/ At the same time, the payment of a charge on fixed assets was abolished
and social security contributions were reduced from 35 percent to 24 percent
of wages; the rate will be 27 percent starting on January 1, 1982.
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The rules for competitive pricing have found application in about two-

thirds of Hungarian industry, with the share varying between 75-80 percent in

machine building, 50 percent in the chemical industry, and 15-20 percent in

food processing. In turn, firms in the so-called noncompeting sphere were

allowed to calculate with a profit margin of 6 percent in setting their

domestic prices as of January 1, 1980, with subsequent changes in prices

determined by changes in costs.

The regulations introduced on January 1, 1980 provided incentives to

firms to raise their export prices, since they could increase their domestic

prices accordingly. However, the regulations discouraged the expansion of

export volume in cases when this would have involved lower than average export

prices and/or export profitability. Moreover, inducements were provided to

reduce the volume of exports when this permitted raising domestic prices.

In fact, the current price value of manufactured exports (excluding

processed food) in convertible currency trade increased by only 1 percent in

1980 in terms of forints, representing a decline of 2 percent in volume terms,

(Garamvllgyi, 1981). This followed increases of 29 percent in value terms and

17 percent in volume terms in 1979. It contrasts with trends in processed

food exports, which are not subject to the same regulations and experienced an

export increase of 13 percent in value and 9 percent in volume in 1980, nearly

matching the results for 1979.

Within the manufacturing sector, the exports of steel, transport

equipment, and clothing declined in current price terms as well, while

machinery exports fell in volume terms and, among major product groups, only

chemicals experienced an increase in export volume in 1980. These results

cannot be explained by reference to the pressure of domestic demand since the

domestic sales of industrial products declined by 1.5 percent in 1980. Nor do
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unfavorable business conditions in Western Europe provide an adequate

explanation, the principal exception being steel. In fact, the volume of

manufactured exports from developing countries to the OECD increased by

approximately 10 percent in 1980, following a rise of 15 percent in 1979.

A survey of 38 firms, representing 80 percent of manufactured exports in

convertible currency trade (Fazekasne, 1981), and an investigation of the

structure of machinery exports (Csobay, 1981), show that the expansion of

exports was positively correlated with profits made in exporting. And while'

this involved in part reducing exports that were not socially profitable, both

authors report that socially'profitable'exports, too, were foregone. Such is

also the conclusion of a paper provocatively entitled: "The Firm's Export

Dilemma: Only the Best -- or the Good as Well" (Garamv'Blgyi, 1981).

The observed adverse consequences led to changes in the regulations in

1981. As the changes did not have the desired effects, further modifications

were made as of January 1982. If a firm is able to earn foreign exchange in

convertible currency trade at less than the official exchange rate, while

raising its exports by a predetermined percentage,l/ it does not' have to lower

domestic prices even if its average export prices or export profitability

declined. Also, firms have to report increases in'their domestic prices to

the Material and Price Bureau in cases when their exports declined in terms of

forints.

1/ The value of exports in terms of forints has to rise by 8 percent for
firms that export 5 to 12 percent of their production in convertible currency
trade; the required export expansion is 6 percent for firms with an export
share of 12 to 25 percent; and it is 4 percent for firms exporting more than
one-fourth of their output. The required increases are 14 percent, 12
percent, and 10 percent, respectively, in the case of firms that earn foreign
exchange in convertible currency trade at less than the official exchange
rate, adjusted for the tax rebate.
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Changes in the regulations can only alleviate, but not eliminate, the

adverse effects of incentives on export volume. Fluctuations in export prices

and in the profitability of exports due to events outside the firm's control

also tend to discourage exports and may induce firms to reduce their exports

below the 5 percent limit that triggers the application of competitive pricing

rules. In general, firms may be inclined to play it safe, avoiding risky

exports and the introduction of new export products or entry into new markets,

where initial costs are high and/or price concessions need to be made to

obtain a foothold. 1/

Apart from variations in prices expressed in terms of foreign currency,

fluctuations in export prices may result from changes in exchange rates among

convertible currencies, exemplified by the gyrations of the dollar-mark

relationship in recent years. Fluctuations in the foreign currency prices of

industrial materials also led to variations in the profitability of exports.

While firms may establish reserves in the event of variations in export and

import prices, this is likely to be insufficient to cope with the actual

magnitude of price fluctuations (KovAts, 1981).

The above considerations have led some observers to suggest replacing

export-oriented pricing by import-oriented pricing, with domestic prices

equated to the tariff-inclusive import price. This price presently represents

a ceiling for domestically sold products, but a survey has shown that firms

1/ Firms may also attempt to adjust their records to suit their interests, in
particular in understating the cost of exports. This possibility was
recognized by the authorities in deciding against the direct application of
profit margins obtained in exporting in the formation of domestic prices
(Csik6s-Nagy 1980, p. 171). In fact, profits in the manufacturing sector
exceeded calculated magnitudes by one-fourth, with a difference of over 100
percent shown for 180-200 industrial firms within a total of about 700 (Galik,
1980).
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often do not know the relevant import price (Reti, 1981). And while import

prices are easily ascertainable in the case of raw materials, fuels, and basic

intermediate products, which are standardized commodities, price comparisons

encounter considerable difficulties in the case of differentiated products,

owing to differences in product specifications and quality. Quality

differences are of particular importance since the products Hungary does not

export tend to be lower in quality. In the absence of import competition,

then, import-oriented pricing would not have the desired effects.l/

The question remains as to how existing regulations may be modified in

order to provide incentives for efficient export expansion in the present

situation when the conditions of import competition have not been

established. As far as new export products and export markets are concerned,

this could be done by excluding them from the calculations for an initial

period of, say, two years. For the remaining products, two-year averages may

be used in the place of annual data, or, alternatively, firms may be allowed

to establish a reserve to even out fluctuations in profits. 2/

It would further be desiralle to adopt a single criterion of price

setting for domestic sales in the place of the double criterion based on

changes in the prices and in the profitability of exports. The price

1/ It has been noted, for example, that, due to the higher quality of
consumer goods imported in small quantities, the price of imports in no way
limits increases in the prices of domestic products. The authors add: "our
price mechanism presupposes the market mechanism, and much of our problems are
due to this fact or to the situation that in practice we have a simulated
rather than a real market. We can expect an appropriate solution only if
steps are taken to establish a real market mechanism and competition"
(Berenyi-Hole, 1981, p. 4).

2/ For a similar proposal, see JAnos Deak, 1980. -- Beginning in 1983,
averaging will in fact be used in determining changes in the forint value of
exports referred to above.



criterion has the disadvantage that it disregards differential changes in

input prices between products destined for export and for domestic sales.

Reliance placed on the profit motive under decentralized decision-making also

favors the use of the profit criterion. But, this should be defined in terms

of profit rates rather than the margin of profit on the sum of fixed capital

and wages, which has no economic significance and conflicts with the use of the

rate of profit on invested capital in decision-making on new investments. 1/

Apart from contributing to increased exports and improved efficiency, the

proposed changes would lessen the possibility of intervention on the part of

the authorities in price setting. This possibility has been acknowledged by

Laszl6 RAcz, Department Director at the Material and Price Bureau, according

to whom "the firm will not have an interest in practicing a low price

domestically when it can obtain a high price abroad, or vice versa. If it

does so, it would not any more belong to the group of well-regarded firms and

would lose all the advantages this entails" (1981, p. 4). Apart from the

ambiguity of the reference to the advantages 'well-regarded' firms enjoy, this

statement does not appear to recognize the need for lowering domestic prices

in the event of excess supply. In turn, in the more frequent case in Hungary,

when sufficient quantities are not available at the 'constructed' prices,

imports should be permitted.

More generally, adjustments in prices or in import quantities need to be

made whenever domestic supply and demand are not equated at the constructed

1/ In fact, as of January 1982, the export price condition has been
eliminated in the case of firms that earn foreign exchange in convertible
currency trade at less than the official exchange rate adjusted for the tax
rebate and increase the forint value of their exports in the proportions
indicated above; however, the profit criterion continues to be defined in
terms of profit margins rather than profit rates.
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prices. The lack of market equilibrium, then, adds to the difficulties

associated with constructed prices. Thus, while the new price regulations

represent a step towards aligning producer prices in the manufacturing sector

to world market prices, full alignment would require the freeing of imports.

Although this could not be done overnight, steps would need to be taken to

gradually free imports, with first priority given to raw materials,

intermediate products and machinery.

The liberalization of imports would also encourage efficient import

substitution. This is apparent in the case of industrial materials where

alignment to world market prices has led to efforts to save on imported

materials and to make increased use of substitutes. At the same time, as

noted in Section II below, there is need to. reduce import protection that

discriminates against exports.

Consideration should finally be given to the relationship of consumer and

producer prices. Disparities in the structure of consumer prices and producer

prices were reduced through decreases in subsidies and the imposition of

turnover taxes in 1979 and 1980. At the same time, tax rates vary among

commodities, with higher taxes applying to products the consumption of which

is to be discouraged (e.g. tobacco and alcoholic beverages), and tax

exemptions (e.g. children's clothing and construction materials) or subsidies

(e.g. certain drugs and services) provided for social reasons. The scope of

subsidies is especially large for services, including.housing, heating

materials, and public utilities, which are not consumed by tourists.

Consumption subsidies continue to be applied to major agricultural

staples where producer prices are determined on the basis of production costs,

with certain adjustments made in accordance with world market price

relations. Processed agricultural exports also receive higher tax rebates (28



percent) than manufactured exports.

Notwithstanding these changes, the system of consumer prices in effect

does not ensure the satisfaction of consumer needs at least cost to the

national economy, and consumer prices lack.sufficient flexibility to transmit

changes in demand to the producer.(Gad6 1979,.p. 75). Consumption subsidies

are largest for heating materials.(73 percent)-and public utilities (41

percent) while, apart from luxuries and semi-luxuries, the highest taxes apply

to clothing (19 percent) (RAcz, 1980,.p. 141).' At the same time, free price

formation occurs in only 50 percent of.retail trade, albeit representing an

increase from a share of 37 percent in 1978 (Csik6s-Nagy, 1980, p. 224). It

would be.desirable to further reduce differences between producer and consumer

prices, while ensuring the flexibility of the latter, at a more rapid rate

than it:is.'now-envisaged (Racz, 1980, p. 141).

II. The Exchange Rate and Protection

Prior to,, and immediately after, the introduction of the NEM, the debate

raged as.to whether the commercial exchange rate (then called'the foreign

exchange conversion ratio') should be equated to the average cost or to the

marginal cost of exports, which was defined as the domestic cost of earning

foreign exchange in 10-15 percent of the highest cost exports. In the event,

the average cost principle was applied, necessitating the subsidization of

about four-fifths of exports (Balassa, 1970, p. 16).

Data exists for the period 1970-80 on changes in export prices in

convertible currency trade for Hungary that are comparable to export price

data for other countries. The calculations show that changes in relative

prices in Hungary and in its major trade partners exactly matched the

appreciation of the exchange rate from 60 forints to the U.S. dollar in 1970

to.an average of 32.5-forints to the dollar in 1980, thus maintaining the
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exchange rate constant in real terms.1/ And while the introduction of

indirect tax rebates in 1980 benefited exports, a substantial part of exports

in convertible currency trade continue to require compensation payments.

At the same time, the focus of the debate has shifted, with the holders

of opposing views suggesting that the exchange rate be used to combat imported

inflation or that its main function be to equilibrate the balance of

payments. The first view, prominently held by Janos Fekete, First Deputy

President of the National Bank,2/ is based on the relative version of the

purchasing power parity doctrine3 / and it assumes low import and export

elasticities.4/

1/ This result represents a devaluation in real terms vis-a-vis the French
franc and the West German mark, an appreciation vis-a-vis the U.S. dollar and

the Italian lira, and no change vis-a-vis the Austrian shilling (Hungarian
exports to these countries were used as weights in the calculations, with the
West German mark taken to be representative of the currencies of the smaller
Common Market countries participating in the snake).

2/ Fekete expressed the view that "the forint exchange rates of foreign
currencies should correctly reflect -- individually and in their totality --

domestic and foreign price ratios; in other words, they should provide a
realistic picture of the relationship between the purchasing power of the
forint and that of the foreign currencies and they should adequately keep up
with changes in these relationships, thus ensuring the stability of the
forint." (1976, p. 58; cited in Marer, 1981, p. 538).

3/ The relative version of the purchasing power parity doctrine requires the
exchange rate to parallel changes in relative prices at home and abroad. (For
a critical appraisal, see Balassa, 1964.)

4/ B6la Csikos-Nagy (1980, p. 92) also makes reference to the experience of
West Germany, Japan and Switzerland that revalued their exchange rate for the
sake of keeping the prices of imported inputs low. As Csik6s-Nagy notes,
however, these countries have a particular export pattern dominated by
products that have few substitutes, at least in the short run, which is not
the case in Hungary. Furthermore, following the quadrupling of oil prices in
1973-74, these countries initially revalued their exchange rate in nominal but
not in real terms and, once revaluation occurred in real terms, their balance-
of-payments were adversely affected.
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As to the relevant elasticities, Paul Marer explicits the view that "the

elasticity conditons were unlikely to be satisfied for a devaluation to

improve the BOP" in Hungary (1981, p. 539). However, the empirical basis for

this conclusion, cited by Tarafas (1980, pp. 914-16), is weak. Also,

questions arise regarding the relevance of the customary justification, or

rationalization, of estimated or assumed low elasticity values to the

conditions existing after the 1980-81 reforms.

It has been suggested that the import demand elasticity is low because in

convertible currency trade Hungary imports mostly material inputs that have no

domestic substitutes. However, 15 percent of imports in convertible currency

trade are producer goods, 6 percent industrial consumer goods, and 13 percent

foodstuffs. Also, the estimates have been derived by the use of least-squares

techniques that are known to have a downward bias. Finally, the low

elasticity of import demand in the past may reflect the large profits made in

transforming imported inputs into goods sold domestically, in ruble trade, and

in convertible currency trade as the prices of these inputs were kept

artificially low 1/, as well as the fact that the operation of the profit

motive was hampered by the pervasiveness of taxes and subsidies in the second

half of the seventies.

There is evidence that firms have attempted to reduce their demand for

imported materials in response to the rise of material prices and the

increased importance of the profit motive after January 1, 1980. Furthermore,

consumers have economized with the use of energy as increases in world market

1/ Marer refers to Hungarian press reports, according to which it was
profitable to export in convertible currency trade even if net foreign
exchange earnings were small and, in extreme cases, negative (1981, p. 532).
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prices have been partially transmitted to the consumption sphere (Medgyessy,

1981, p. 40).

In turn, in a simultaneous equation analysis of Hungarian exports to West

Germany, its largest trading partner among capitalist countries, statistically

significant results with the correct sign have been obtained for the supply of

exports in regard to about one-third of the products, with the elasticities

clustering around two (Wolf, 1981).1/ This' has been the case in particular

for products where a priori considerations indicate that profit maximizing

behavior predominated. After 1980-81, such behavior is expected to be the

general rule. In fact, the positive correlation between export expansion and

the profitability of exports, noted above, points to the responsiveness of

export supply.

At the same time, the system of incentives introduced in January 1980

puts a premium on setting a realistic exchange rate in Hungary. Failing this,

the firm will be discouraged from undertaking exports that are produced at a

domestic cost exceeding the actual exchange rate but falling short of the

equilibrium rate. This latter is defined as the rate that would keep the

balance of payments in equilibrium without the application of export subsidies

and with foreign borrowing not exceeding desirable levels.

Under the reforms introduced in January 1980, compensation payments to

industrial exports would be phased out -within five years. The elimination of

these payments would require devaluing the exchange rate in'real terms, i.e.

after adjustment for changes in'relattive prices, since otherwise unacceptable

1/ Also, substitution elasticities were mostly between two and three, had the
correct sign, and were statistically significant for about one-third of
Hungarian export products in Germany. At the same time, as the author notes,
difficulties of estimation may have contributed to the lack of statistical
significance of the remaining estimates.
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balance-of-payments deficits would occur.l/ At the same time, changes in real

exchange rates phased over a five year period would permit the expansion of

exports through increases in capacity, thereby raising the elasticity of

export supply.,

It should not be assumed, however, that the equilibrium exchange rate

would exceed the average exchange rate for all exports, when'the exchange rate

for individual activities is defined as the sum of the official exchange rate

and the rate of export compensation. Rather, the opposite is likely to be the

case as the same export total will require fewer domestic resources.

With the devaluation of the real exchange rate, import protection rates

would need to be lowered, lest the bias against exports increases. In fact,

it would be desirable to reduce the existing bias against exports as the

transfer of resources from higher-cost import substitution to lower-cost

exports would improve the efficiency of the allocation of existing resources

and contribute to the use of incremental resources in activities that have

relatively low domestic costs per unit of foreign exchange earned or saved.

Tariffs average 24 percent in Hungary, with further import charges of 4

percent. While tariff rates are scheduled to be lowered under obligations

taken in GATT, it would be desirable to liberalize import licensing that has

allowed investments in the manufacture of products which cannot compete

abroad, either because of high cost or low quality. Examples are the

production of cleaning materials, the manufacture of gearshifts, and the

making of automobile windshields (TBr8k, 1980).

1/ Riecke Werner suggests that, in the absence of a devaluation in real
terms, the new price mechanism will be overshadowed by the application of
discretionary measures aimed at increasing exports (1980).
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It would also be desirable to modify existing regulations that allow the

same profit margin for firms in the noncompeting sphere as for firms which

export at the existing exchange rate adjusted for the tax rebate. The absence

of exports in convertible currency trade can be taken as prima facie evidence

of the lack of competitiveness of firms in the noncompeting sphere. An

additional consideration is that these firms can raise their profits above the

allowed margin more easily than firms which are subject to the discipline of

the world market. This has in fact been the case following the January 1980

price reform, when noncompeting firms raised their profits substantially more

than firms that competed abroad (Medgyessy, 1980).

The decline in the average export exchange rate would have an anti-

inflationary effect. The price of products subject to import protection would

also decline following the liberalization of imports. And while these changes

would be more than offset by increases in the domestic prices of imported

materials that are subject to low tariffs, the resulting average increase

should be manageable within the limits of the 4-5 percent annual rate of

inflation foreseen for the period of the Sixth Five Year Plan as long as

continued adjustments are made in the exchange rate to offset higher inflation

abroad.

In 1968, the commercial exchange rate exceeded the tourist exchange rate

by 100 percemt. This difference was reduced over time, contributing to

improvements in resource allocation. The unification of the two rates in mid-

1981, however, has involved an economic cost. This is because tourism is

effectively subsidized in Hungary through artificially low consumer prices,

thereby raising the domestic cost of earning foreign exchange in this

activity.
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It may be added that while the unification of exchange rates for

merchandise exports has been objected to on the grounds of the allegedly low

elasticity of export supply, the limitations of tourist facilities -- in

particular hotels -- have apparently been neglected in unifying the commercial

and the tourist exchange rates. The result has been unsatisfied demand,

coupled with the subsidization of those tourists who have been able to obtain

hotel accommodations.

The unification of the commercial and tourist exchange rates has,

however, been seen as a step towards convertibility and membership in the

International Monetary Fund. Under the IMF definition, convertibility

requires that there be no restrictions on the use of currency balances

acquired by non-residents for current-account transactions (external

convertibility). This means financial convertibility (the conversion of

forint balances into another currency) as well as commodity convertibility

(the use of forint balances to purchase Hungarian goods and services). Both

of these forms of convertibility could be established under present

regulations once foreigners are empowered to hold balances in forints.1/

In fact, apart from conforming to the IMF conditions of external

convertibility, the principal purpose of the unification of exchange rates

appears to have been to induce foreigners to hold forint balances, thereby

increasing the availability of foreign exchange to Hungary. The question is,

however, at what rate of interest would the holding of forint balances be

sufficiently attractive to foreigners, taking account of the exchange rate

1/ While Marer suggests that commodity convertibility could not be achieved
since "the foreign holder is not free to command with its deposits goods
produced'in the issuing country..." (1981, p. 543), this is actually possible
in Hungary where exports are not subject to limitations and no limitations are
imposed on foreign tourism.
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risk. It may in fact be cheaper for the National Bank to offer deposits

denominated in terms of foreign currencies that would not be subject to the

exchange rate risk in forints, in particular since foreigners may not

anticipate the continuation of the policy of currency appreciation to offset

inflationary developments abroad.

Marer, however, suggests that the adoption of external convertibility

would be beneficial to Hungarian firms: "If the forint had external

convertibility, commercial contracts could be concluded and payments made in

forints, eliminating the ER [exchange rate] risk for Hungarian enterprises

(1981, p. 546). But this may well be a will 'o the wisp, since small

countries generally denominate their foreign exchange transactions in U.S.

dollars or in the currency of a large trading partner. It is difficult to see

that foreigners would be willing to denominate their exports in forints; also,

Hungarian firms may not wish to weaken their competitive position by

denominating their exports in forints.

III. Wage Determination and Personal Incomes

In the years immediately following the introduction of the NEM, the

regulation of wages generally took the form of limiting increases in average

wages at the firm level. It soon became apparent, however, that this so-

called relative wage-level regulation was not conducive to raising

productivity through reductions in the labor force of the firm, improved work

performance, or the upgrading of the labor force. Rather, inducement was

provided to reduce average wages through the hiring of low-wage labor. These

factors, in turn, contributed to a slowdown of labor productivity growth in

Hungarian industry (Balassa, 1973, pp. 351-53).

In order to correct these shortcomings, wage regulations were modified in

subsequent years. In sectors where the relative wage-level regulation was
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maintained, allowable increases in average wages were tied to the growth of

the sum of wages and profits per worker; in a number of sectors increases in

the wage bill were regulated on the basis of changes in value added (relative

wage-bill regulation) limiting, however, the extent of increases in average

wages; and in several sectors increases in the wage level or in the wage bill

were centrally determined. By 1978, the percentage distribution of workers

among the four types of wage regulations was as follows: relative wage-bill,

55 percent; relative wage level, 14 percent; central wage-bill, 15 percent;

and central wage-level, 15 percent (L1kkUs, 1978, p. 178).

Under both the relative wage-level and the relative wage-bill

regulations, increases in average wages in excess of 6 percent a year were

made subject to a progressive tax at rates starting at 150 percent. In the

large majority of cases, the rise of average wages reached or approached the 6

percent limit. However, only few firms raised average wages by more than 6

percent, so as to avoid the 150 percent tax.

The increased use made of wage-bill regulations apparently contributed to

saving manpower (L8kk8s, 1978, p. 81) and labor productivity increased on the

national economy level. However, this mode of regulation is also subject to

the shortcomings associated with the application of the basis-principle, under

which changes in particular indicators compared to a base period trigger wage

increases.

Thus, firms already operating at high levels of efficiency were unable to

substantially raise wages because they had few possibilities for productivity

increases, whereas firms having such possibilities were motivated to utilize

such opportunities slowly so as to avoid 'bumping' against the ceiling. At

the same time, the imposition of a ceiling for increases in average wages

penalized firms that experienced fluctuations in profits due e.g. to changing
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world market conditions. This was the case even though the regulations

permitted setting aside wage reserves, because of the uncertainty associated

with the utilization of these reserves; thus, the reserves accumulated in 1977

and 1978 were eliminated in 1979.

The elimination of wage reserves in 1979 may have responded to the

situation existing at the time, when improvements in measured performance much

depended on the ability of the firm to negotiate its prices, taxes and

subsidies with the supervising authorities. The price reforms introduced in

1980-81 have reduced the scope of discretionary measures, but only few

changes have been made in the system of wage determination.

The scope of wage-bill regulations has been extended to a larger number

of sectors and the limit for tax-free increases in average wages has been

raised to 9 percent (12 percent after January 1, 1982),. with a 150 percent tax

rate applying above this limit. The tax rate rises up to 800 percent, with

the size of the increment depending on the ratio of profits to the sum of

fixed capital and wages. Finally, wage preferences have been introduced to

the benefit of firms whose actions aimed at pursuing long-term objectives have

entailed temporary reductions in profits or special circumstances have led to

the deterioration of performance.

Apart from the introduction of wage preferences, the changes in the

system of wage determination have not affected the application of the basis -

principle. At the same time, the system applied is rather complicated and

involves discretionary action on the part of the supervising authorities in

applying wage preferences. It also discourages structural change in the firm

if this would involve increased labor intensity, even though such changes may

be in the national interest in e.g. exporting in convertible currency trade.

Reliance on value added as a performance criterion in wage setting represents
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an additional shortcoming of relative wage-bill regulation.

Lajos Faluvegi, Deputy Prime Minister and President of the National

Planning Office, states the need for an overhaul of the system of wage

determination while adding that this could not be accomplished overnight, lest

disruptions occur in the national economy (1981a, p. 25). In recent years,

various proposals have been made to reform the system of wage determination in

Hungary:. They include further increasing the scope of wage-bill regulations

(L8kk8s, 1978; Pongracz, 1979); taxing wages above a certain level and

applying lower taxes to increments in profits than to the base-period profit

(Balgzsy, 1978 and 1979); and regulating wage increases centrally, with a

small'additional distribution made from profits (Rev6sz, 1978 and 1979)._/

Instead of providing a detailed evaluation of these proposals, in the

following recommendations will be made for establishing a new system of wage

regulations that would conform to the principles underlying the 1980-81 price

reforms.

In accordance with the 1980-81 price reforms, emphasis should be put on

the profitability of the firm rather than on changes in profits, or, for that

matter, changes in value added. At the same time, it should be recognized

that, through decisions made on product composition, market orientation, and

investments, it is the management rather than individual workers who are

responsible for the profitability of the firm. This conclusion has

implications for the remuneration of both management and workers.

In order to encourage the profitable operation of the firm, the financial

interest of management in profitability would need to be increased. This

would require establishing a stronger link between the remuneration of

1/ These proposals are summarized in the June 3, 1981 issue of FigyelB.
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management and the firm's profits and phasing out bonuses based on the

evaluation of the management on the part of the supervising authorities that

introduce subjective elements and reduce the managers' independence.

Increasing the financial interest of management in the profitability of

the firm would also provide the basis for realistic wage setting. While for

reasons noted above linking wage increases to increases in profits is not

warranted, the profits of the firm could be increased if wages were linked to

the productivity of the worker.

If wages were based on labor productivity and labor was mobile among

competitive industries, efficiency wages would tend towards equalization

across industries and firms. Such is not the case under the existing system

of wage regulations, thereby creating inequities among workers performing

equivalent tasks. At the same time, for labor migration to equalize

efficiency wages, it would be necessary to establish the conditions of

competition and to eliminate the present excess demand for labor that creates

pressures for wage increases. Measures that may be taken to pursue these

objectives will be considered in Section V below.

The necessary conditions could not be established overnight, however,

hence there would be need for transitional measures. These could take the

form of extending the scope of productivity-based wage determination, with

wage increases being constrained by the profitability of the firm rather than

by changes in value added or in profits. 1,

1/ Szakolczai also proposes linking wage increases to the profitability of
the firm, but the implementation of his proposal would lead to larger inter-
firm wage differences than could be considered desirable (1981).
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IV. Investment Decisions

Firms may finance investments from their own resources, including after-

tax profits and 60 percent of depreciation allowances, from credits, and from

budget support. While at the time of the introduction of the NEM it was

assumed that the importance of budget support would decline over time, the

opposite occurred and in 1976 budget support was provided for the financing of

61 percent of investment undertaken by industrial firms. The corresponding

percentage for bank credit was 75 percent, with four-fifths of the credits

given to firms that also received budget support. Correspondingly, only one-

tenth of industrial investments were carried out from the firm's own financial

resources alone (Deak, 1978).

Bank credits were often conditioned on the availability of budget support

that, in turn, was increasingly made available in accordance with state

preferences, the total number of which reached 60 in 1976. State preferences

were formulated in most part in physical terms (Wiesel, 1981) and practically

excluded the possibility of competition for state funds. Also, competition

for bank credit was reduced by reason of the existence of 29 classes of credit

preferences (Barat, 1981). At the same time, the sharing of responsibility

for the investment decision was not conducive to efficiency and it provided

firms with the possibility to request government aid in the event that the

investment proved to be unprofitable (MocsAry, 1981).

For the future, an important question relates to the extent investment by

the firm will be self-financed or centrally financed. In recent years,
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81 price reforms envisaged substantial reductions in profit margins.1/ In

this connection, reference has been made to the need to avoid the expansion of

firms that have low social profitability and to moderate investment demand in

general.

As long as the firm's profits were much influenced by selective taxes and

subsidies, and hence did not appropriately reflect social profitability, there

may have been cause for criticizing the financing of their expansion from

profits. However, the role of selective taxes and subsidies has been reduced

under the 1980-81 reforms, which aim at aligning domestic prices to world

market prices. As a result, the firm's profits will better correspond to

social profitability and will show greater differentiation than in the past.

High profits will be made by efficient firms whose expansion is desirable from

the economic point of view while the low profits of inefficient firms will not

permit their expansion.

These considerations indicate the desirability of reducing the central

financing of investments under the conditions created by the 1980-81 reform.

An additional consideration is that large reductions in profit rates would

make it difficult for firms to repay credits they obtained at the time when

1/ It was originally planned to reduce the average profit rate from 15
percent to 6 percent under the 1980 price reform (Csik6s-Nagy, 1979)..,As
noted above, however, profits in 1980 were in fact higher than expected.
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higher profit margins were allowed.l/ This is the case, in particular, since

actual profits are overstated by reason of the use of historical depreciation

and FIFO (first-in-first-out) accounting of investories.

The central financing of investments also limits the responsibility of

the firm for its own investments and increases the danger of central

interventions. The central financing of investment often conflicted with

economic objectives in the past and it reportedly lowered the average

profitability of industrial investments (Sari, 1981).

At the same time, it would be desirable to ensure the transfer of funds

from firms with low, to those with high, profitability. Apart from the

establishment of joint subsidiaries noted below, this objective would be

served by the establishment of appropriate financial institutions. In this

connection, one may consider separating the central bank and commercial bank

functions, extending the scope of operations of existing banks, envisaging the

establishment of new banks, and creating the conditions of competition among

banks.

Competition and the application of the profit principle to the banks

would make them interested in attracting deposits from individuals as well as

from firms and in providing self-liquidating loans. There would aiso be need

to utilize additional financial instruments such as bonds and to ensure the

participation of individuals in the financing of co-operatives.

The transformation of the banking system would represent a further step

1/ According to a study carried out at the National Bank, difficulties of
repayment were observed even before 1980, with nearly one-half of firms with
profit rates between 10 and 30 percent experiencing such difficulties (WeLres,
1980). Another study shows that, taking account of taxes on profits, a 20
percent profit rate would permit repayment only if the firm received one-half
of its external funds from bank credit and one-half from budget support, which
latter involves lower servicing costs (Cseresznyak, 1981).
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in the implementation of the 1980-81 reforms, which. envisage reducing the

scope of credit preferences and giving greater role to economic considerations

in granting credits. The new regulations establish a minimum profitability

level of 14 percent for borrowers, with exception made for industrial and

construction materials, food processing, mining, internal trade,

transportation, and communication, where the minimum rate is 10 percent, and

for agriculture and services where it is 8 percent.

At the same time, preferential credits for exports in convertible

currencies will continue, with their share expected to reach 60 percent during

the period of the Sixth Five-Year Plan (Faluvegi, 1981a, p. 783). One-third

of the interest on these credits is repaid by the National Bank if the credit

condit'ions, generally requiring net foreign exchange earnings to total the

amount of the loan in the first three years, are met. In turn, one-fourth of

the interest is repaid on loans for import substitution as well as on loans

that lead to energy savings equal to the amount of investment over a five year

period.

Granting preferential credits to exports in convertible currencies is

warranted because of the continued discrimination against these exports in the

incentive system and the risk they involve. Questions arise, however, about

the desirability of introducing preferential credits for import

substitution. Such credits should be subject to the condition that they

finance the manufacture of internationally competitive products. As in the

absence of import liberalization the only way to judge competitiveness is that

exports actually take place, the application of this principle would

necessitate financing manufacturing facilities that simultaneously provide for

exports and for domestic markets, thereby ensuring efficient import

substitution.
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Interest rates on credits granted before, and after, September l, 1981

are 8-9 percent and 9-10 percent, respectively, on investment credits, and 10

and 11 percent on credits for variable capital. In conjunction with increased

profit margins, these rates would need to be raised to market-clearing levels,

in order to eliminate credit rationing. Higher interest rates would also

encourage the inter-firm transfer of funds as well as private savings.

The 1980-81 reforms have also brought improvements in regard to

regulations on budget support for investment. Such support will be provided

only in cases when the firm's profitability is adversely affected by centrally

imposed deviations from world market prices and the choice among claimants

will be made on the basis of profitability at undistorted prices. It will be

given in the form of a loan, repayable in ten years. The same procedure will

be applied in cases when large investments are financed from the budget.

The government may also make contributions to the capital of individual

firms whose profitability exceeds the limit set for bank credits.

Contributions will be made on the basis of competitive bidding, with firms

paying a 15 percent interest from their pre-tax revenue over a period of ten

years.

Finally, the government plans to limit its actions aimed at altering the

industrial structure. According to Istvan Hetenyi, the Minister of Finance,

"the sectoral and subsectoral structure of our industry is much nearer to the

international level than the competitiveness of our firms. Correspondingly,

adaptation to market possibilities and improvements in productivity are the

principal objectives and the introduction of sectoral priorities will be

warranted in exceptional cases only",(1980, p. 1300). There will be no new

programs for large industrial complexes during the period of the Sixth Five

Year Plan and outside basic industry only two priority areas have been
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identified, pharmaceutical products and selected electronics products; in both

cases, the government will finance basic research that may be warranted on

external economies grounds. Assistance will further be given to investments

aimed at effecting savings in materials and in energy, and funds will be

provided for the development of the production of parts and components

(Faluv6gi, 1980, pp. 776-77).

These guidelines represent a welcome change from the previous two five-

year plans when changes in the industrial structure were to a considerable

extent centrally determined, involving investments in several large complexes,

some of which (e.g. petrochemicals) were highly capital and energy

intensive. Nevertheless, concerns have been voiced that, the volume of state-

financed investments, including the considerable investments began during the

previous plan period, will be overly large (Belyacz, 1981) to allow for a

sufficient amount of investment by individual firms within the constraint

imposed on total investment.

V. Organizational Structure

Industry in Hungary is highly concentrated by the standards of

capitalist, as well as socialist, countries (MocsAry, 1980, p. 1311). The

extent of concentration observed today is largely the result of the mergers of

independent firms effected during three separate periods -- the late 1940s and

the early 1950s; the first half of the 1970s; and between 1972 and 1979.

The concentration movement was particularly strong in the first half of

the sixties, entailing an increase in the share of industrial firms employing

more than 1000 workers from 14.7 percent in 1960 to 35.4 percent in 1970.

After a temporary reversal following the introduction of the NEM, this process

continued in the wake of the Party resolution of November 1972. By 1979, the

share of firms employing more than 1000 workers reached 44.8 percent while the
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share of firms with less than 100 workers fell to 7.1 percent from 10.7

percent in 1970. The corresponding employment shares in Western European

countries and Japan are 30-40 percent and 20-30 percent, respectively.

The process of industrial concentration involved reducing the number of

firms from 1368 in 1960 to 812 in 1970 and, following a temporary increase in

the next several years, to 702 in 1979; by comparison there are 6830

industrial firms in Austria. The extent of concentration was even greater if

allowance was made for the fact that nearly one-half of industrial firms were

organized into trusts in Hungary. If the 24 trusts and the 364 independent

firms were considered as separate decision-making units, in 1977 twelve such

units accounted for 40 percent of fixed capital and eight of them received 50

percent of government subsidies in Hungarian industry (Varga, 1979, p. 28).

At the same time, trusts and most large independent firms were characterized

by horizontal integration, as they consisted of a number of -- often

relatively small -- plants producing identical or similar products. This may

explain that in a variety of industries plants were not of efficient size

(RomAn, 1978).

Also, Hungarian industry was oriented towards the production of final

goods to the neglect of what has been called 'background industries,'

consisting of small- and medium-size firms producing parts, components, and

accessories (BossAnyi, 1979). Yet, in modern industry, and in particular in

the manufacture of machinery and transport equipment, ensuring specialization

on an efficient scale requires a network of subcontractors that produce these

inputs to precision.

In the United States, General Motors provides an example in having

several thousand subcontractors. But, specialization increasingly cuts across

national borders, leading to the international division of manufacturing
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activities. Countries where skilled and unskilled labor is available at a

relatively low cost play an important role in this process by producing parts,

components, and accessories for assembly elsewhere (Balassa, 1981).

On the basis of the availability and cost of skilled and semi-skilled

labor, Hungary would be well-placed to produce parts, components, and

accessories for export. However, these products equalled only 22 percent of

the exports of machinery and equipment in convertible currency trade in 1980

while they were 72 percent of the corresponding imports. In fact, the lack of

availability of adequate parts, components, and accessories domestically made

necessary the rapid growth of their imports. This was the-case, in

particular, for machinery and transport equipment exported in convertible

currency trade.l/

The lack of an adequate network of subcontractors further led to backward

integration, with firms engaged in the production of the final product also

manufacturing their own parts, components and accessories, entailing excess

costs. This observation also applies to service inputs, such as the

preparation of production plans and designs.2/

The Hungarian industrial structure thus combined the disadvantages of

fewness, thereby limiting competition; the existence of relatively small

plants producing identical and similar final commodities, thereby foregoing

economies of scale; and the lack of adequate specialization, thereby leading

to the inadequate and high-cost production of parts, components, and

1/ An example is provided by IKARUS, a major exporter of buses, whose
domestic suppliers are reported to be thirty years behind requirements (Nagy,
1981, p. 517).

2/ It has been reported that the 200 largest Hungarian industrial firms
producing final goods design and manufacture 90 percent of their tools (Varga,
1979, p. 36).
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accessories and failing to exploit Hungary's comparative advantages in these

products. The 1980-81 reforms have introduced several measures aimed at

improving the situation.

To begin with, 137 new firms have been created by breaking up horizontal

trusts and large firms. Apart from increasing competition, these measures are

expected to reduce the need for an administrative bureaucracy and to simplify

the decision-making process. Also, they will make the newly-established firms

responsible for their own performance, while in the past incentives for

improvements on the plant level were rarely provided. Profitable units will

further have the possibility to expand, in contrast with the earlier situation

when the horizontally integrated trusts and large firms tended to equalize

conditions for the individual plants.

While the re-organization has not been without difficulties, the findings

of a survey covering over one-half of the newly-established firms have shown

the beneficial effects of independence through the modernization of product

structure, technological development, and market research, as well as the

revision of investment plans in favor of less costly alternatives. In fact,

the officials of the firms have stated that "considerable energies have been

freed by reason of the fact that they can directly experience the impact of

the market, that they have come under the pressure of the economic climate,

and that they have to bear the consequences of their own actions" (Varga,

1981, p. 3).

It is further envisaged to promote the development of the production of

parts, components, and accessories in the framework of the Sixth Five Year

Plan. This would reportedly involve almost exclusively large firms, which

would receive financial benefits in exchange for agreeing to manufacture some

of the two dozen products that are included in the programme (Laki, 1980, p.
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66). It is understood, however, that this alternative can offer only a

partial solution.

To begin with, the number of products involved is small and their choice

reportedly has not been made on the basis of social profitability

calculations. At the same time, in selecting chiefly large firms for this

purpose, the advantages of flexibility small- and medium-size firms possess

may be foregone. Furthermore, apart from 'hardware,' there is need to

increase the availability of 'software' in the form of computer, marketing and

other services. Finally, consideration needs to be given to export

possibilities, since the limited domestic market often does not allow for the

production of parts and components on an efficient scale.

These objectives will be served by the practical implementation of the

regulations in effect from January 1, 1982, which provide for the

establishment of new, and the expansion of existing, small- and medium-size

producers. By easing the limitations imposed on their scope of operations,

production volume, employment, and the availability of capital, the

regulations provide conditions for the development of cooperatives and private

producers, which have increasingly contributed to the availability of parts,

components, and accessories in recent years. Also, new, more flexible forms

have been created for small- and medium-size activities -- public,

cooperative, and private -- in agriculture, industry, and services.

The scope of operation of private artisans has been extended to cover the

entire industrial sector. Artisans may hire up to three workers and utilize

six family members. They may also let out piece work, not exceeding one-half

of their production value. Artisans may further establish partnerships, in

which the total number of workers can reach thirty.

Individuals may also establish partnerships, provided that their main
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occupation is in a state firm or cooperative. The partnerships may employ

workers to an extent not yet defined, except in cases when all partners are

employees of the same state firm.

Existing cooperatives may set up specialized subgroups, with a minimum of

five members, to carry out production and service activities on their own

account but in the name of the cooperative. Cooperatives may also establish

special units, consisting of at most 15 members, that pay a fixed fee to the

cooperative based on estimated revenue and costs. Furthermore, individuals

may set up small cooperatives, with 15 to 100 members, which are subject to

simplified regulations. The members share in the income of the cooperative on

the basis of their labor as well as capital contribution.

State firms may enter into contractual relationships with an entrepreneur

to manage on his own account, for payment of a fee, a unit of the firm

employing no more than 15 workers. Alternatively, the agreement may concern

production on a fixed fee basis, again by a unit employing no more than 15

workers.

State firms and public agencies may establish small firms, to which

simplified regulations apply. State firms, individually or jointly, may also

establish subsidiaries. The subsidiaries are not necessarily small firms and

may engage in a variety of activities, including foreign trade. At the same

time, existing firms can diversify their activities, entering into new areas

for domestic sales and exports.

In exporting machinery, and increasingly other commodities, producers can

choose among trading firms. This creates the conditions of competition among

trading firms, and it is linked to the greater freedom of the producer in

choosing its own sphere of operation. At the same time, increasing numbers of

firms and cooperatives, actually about 120, have been given the right to
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export directly to capitalist countries, and some 90 foreign trade

partnerships have been established with the participation of trading firms and

of altogether 170 producing enterprises.

Another important organizational change has been the consolidation of the

three industrial ministries into a single ministry, involving a reduction in

the total number of employees by about one-half. With the transfer of

responsibilities concerning price setting and material allocation to the

Material and Price Bureau, and the lack of sectoral departments in the new

ministry, the opportunities for intervening in the day-to-day affairs of the

firm have been much reduced.

The possibilities for interventions by the supervising authorities could

be reduced further by separating the functions of the state as the source of

regulations and the owner of the means of production.l/ This purpose may be

served by establishing independent boards for individual firms, with

responsibility for hiring (and firing) managers, overall supervison of the

operation of the firm, decisions on major changes in the scope of its

activities and, if necessary, ending the firm's operations.

The initial members of the board may be appointed by the Council of

Ministers for fixed terms while co-optation may provide an appropriate

procedure to replace those whose terms have expired. The members of the board

may include the representatives of the firm's management and workers in a

minority position, with further representation from the government, the banks,

the Chamber of Commerce, and independent experts.2 /

1/ For an early proposal to this effect, cf. Tardos, 1972.

2/ Retired high-level civil servants and managers may well be utilized in
such a capacity as the retirement age is 60 years in Hungary.
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In recent years, consideration has been given to the need to weed out

firms that are not economically viable. Earlier, this was a practical

impossibility as the government rescued failing firms by providing additional

capital, subsidies, or permission to raise prices. At the same time, such

rescue efforts often proved to be temporary, necessitating another rescue

operation soon afterwards (Laki, 1978, p. 822).

It may be suggested that bankruptcy:proceedings be initiated in cases

when the price does not cover variable costs. In turn, restructuring may

provide a solution in-cases when firms are profitable in the short run but

cannot recover capital costs. This may involve closing down some units or

financial restructuring; the latter can be handled by the banks on the basis

of profitability considerations; i.e. the loans provided would have to be

repaid from future-profits. The banks may also establish new firms, in which

case they would have majority representation on the board.

The possible need to close down firms, or'some of their'units, and its

implications for the.reallocation of labor, are now apparently accepted in

Hungary. Thus, JAnos KAdAr, the General Secretary of the Hungarian Socialist

Workers' Party is quoted to have said that "the development and expansion of

economical production, the contraction and finally cessation of uneconomical

production, require the appropriate regrouping of labor" (Hewett, 1981, p.

521). At the same time, the introduction of this possibility will induce

firms to be more selective in their investments and to limit wage increases.

These considerations point to the interdependence of the measures

applied. The possibilities for making profits, together with the risk of

bankruptcy, will provide inducement to the firm to improve productivity anid to

be cost-effective. This, however, requires that the firm has full
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responsibility for its actions, thus excluding central interventions in the

firm's operations.

At the same time, for profitability on the firm level to correspond to

social profitability, there is need to adopt world market price relationships

and to ensure competition. The logical conclusion is the liberalization of

imports that would ensure the full transmission of world market prices to the

domestic economy as well as import competition. Competition would also be

served by continuing in the direction of breaking up firms where economic

considerations so warrant and establishing new firms.

Import liberalization, together with the elimination of export

compensation, would necessitate devaluing the exchange rate in real terms so

as to establish its equilibrium level. Also, interest rates would need to be

raised in order to eliminate credit rationing and to encourage interfirm

transfers of funds as well as private savings. These measures would have to

be accompanied by the use of macroeconomic policy instruments, both to ensure

the effectiveness of changes in exchange rates and interest rates and to avoid

the investment cycles of the past.

All in all, the measures applied in 1980 and in 1981 represent important

steps towards improving efficiency in the Hungarian economy. The pursuit of

this objective would, however, require further steps to complement the

measures so far taken. This may be done over a period of time, so as to

minimize economic disruptions abrupt changes entail.



- 37 -

REFERENCES

Balassa, Bela (1964), "The Purchasing Power Parity Doctrine: A Reappraisal,"

Journal of Political Economy, December, pp. 584-96.

(1970), "The Economic Reform in Hungary, Economica, February, pp. 1-

22.

(1973), "The Firm in the New Economic Mechanism in Hungary," in Morris

Bornstein, ed. Plan and Market, New Haven, Conn. Yale University Press, pp.
347-62.

(1978), "The Economic Reform in Hungary, Ten Years After" European

Economic Review, December pp. 245-68. Hungarian translation in Va8lsAg 1978,
7, pp. 27-41 Republished as Essay 14 in Bela Balassa, The Newly
Industrializing Countries in the World Economy, New York, Pergamon Press,
1981.

(1981), "Industrial Prospects and Policies in the Developed

Countries," Washington, D.C., World Bank Staff Working Paper No. 453, April
pp. 1-30.

(1982), "The Hungarian Economic Reform, 1968-81," Washington, D.C.,

World Bank Staff Working Paper No. 506, February, pp. 31.

Balazsy, Sandor, (1978), "A kerestszabAlyozas megoldhatatlan dilemmaja" (The

'Unsolvable' Dilemma of Regulating Earnings), K8zgazdasAgi Szemle, February,
pp. 154-73.

(1979), A megoldhato dilemma m6g mindig megoldatlan" (The Solvable

Dilemma is Still Unsolved), K8zgazdasAgi Szemle, September, pp. 1063-70.

Ba-rat, Maria (1981), "A beruhazAsiranyitasi rendszer elemz6se: javaslatok a

tovAbbfejleszt6sre" (Analysis of the System of Investment Regulations and
Proposals for its Further Development), K8zgazdasAgi Szemle, February, pp.
140-57.

Belyacz, IvAn (1981), "A beruhAzAsi elk8telezettsegrbl" (On Investment

Commitments), Figyel1, May 27, p. 4.

Berenyi, J6zsef and Hole SAndorne, (1981), "Tapasztalatok az
armechanizmusr6l," (Experiences with the Price Mechanism), Figyel8, November
18, pp. 1-4

BossAnyi, Katalin (1979), "Elbt6rben a hAtteripar" (Putting Forward the

'Background Industry'), FigyelB, June 20, p. 1-2.

Cseresznyak, IstvAnne (1981), "A vallalati beruhAz6sok finanszirozAsa vegyes

forrasokbol" (The Financing of the Firm's Investments from Mixed Sources),
P6nzllgyi Szemle, July, pp. 523-31.

Csik6s-Nagy, Bela, (1979), "Az 1980 evi Arrendez6s" (The 1980 Price Reform),
FigyelV, June 20, pp. 1-4.



- 38 -.

(1980),:A magyar Arpolitika -- Az.1979/80 6vi Arrendez6s (Hungarian
Price Policy -- the 1979/80 Price Adjustment). Budapest, Kozgazdasagi 6s Jogi
K8nyvkiad6.

Csobay, J6zsef (1981) "Muk8d6sben az armechanizmus" (The Price Mechanism in
Operations), Figyel8, September 9, p. 5.

DeAk, Andrea (1978), "VAllalati beruhAzAsi d8nt6sek 6s a gazdasagossgg," (Firm
Investment Decisions and Economic Efficiency), GazdasAg, 1, pp 17-36.

DeAk, JAnos, (1980), "KUlkereskedelmi szabAlyozAs -- idei tapasztalatok, 1981
6vi m6dositAisok" (The Regulation of Foreign Trade -- This Year's Experience,
Modifications in 1981), FigyelB, November 26, p. 11.

Faluv6gi, Lajos (1981a), "A mUszaki haladas es a VI 8t6ves terv fejlesztesi
politikAja," (Technical Progress and the Development Policy of the Sixth Five
Year Plan), K8zgazdasAgi Szemle, July-August, pp. 769-86.

(1981b), "Az Bt6ves tervet formalo szAndekok, vitak es tapasztalatok
(Intentions, Discussions, and Experiences Shaping the Sixth Five-Year Plan),
Gazdasag, 1, pp. 7-31.

Fazekasne, KovAcs Katalin (1981), "J8vedelmez8seg es nbveked&s a nem rubel
exportban" (Profitability and Expansion in Non-Ruble Exports), Figyel8, July
15, p. 5.

Fekete, JAnos (1976) "Exchange Rate Policy in a Planned Economy," New
Hungarian Quarterly, Autumn, pp. 17-63.

Gad6, Ott6 (1979), "SzabalyozAs m6dositAs -- mechanizmus-tovabbfejleszet6s,"
(Modifications in the Regulations -- The Further; Development of the
Mechanisms) GazdasAg, 2, pp. 33-38.

(1981), "Economic Policy Problems in Hungary in 1981," Paper prepared
for the Meeting of American and Hungarian Economists held in Budapest on
October 26-31, 1981, mimeo.

Garamv8lgyi, IstvAn (1981), "VAllalati exportdilemma: csak a legjobbat - vagy
a j6t is," (The Firm's Export Dilemma: Only the Best -- or the Good as Well)
Figyel8, April 22, p. 5.

Hetenyi, IstvAn (1980), "A magyar gazdasag a 80-as evekben" (The-Hungarian
Economy during:the 1980s), K8zgazdasAgi Szemle, November, pp. 1292-1303.

Hewett, Edward A. (1981) "The Hungarian Economy: Lessons of the 1970's and
Prospects for the 1980's," in East European Economic Assessment, Part 1,
Country Studies, 1980, A Compendium of Papers submitted to the Joint conomic
Committee, Congress of the United States, Washington, D.C., Government
Printing Office, 1981, pp. 484-523.

HorvAth, LAszl6, ed. (1980), GazdasAgi szabalyoz6k 1980 (Economic Regulations
1980), Budapest, K83zgazdasAgi es Jogi K8nyvkiad6.



- 39 -

Kornai, Janos (1979), "Resource-Constrained versus Demand-Constrained
Systems," Econometrica, July, pp. 801-19.

(1980), Economics of Shortage, Amsterdam, North Holland. Hungarian
edition, A hiany, Budapest, K8zgazdasagi es Jogi KBnyvkiad6.

KovAts, Andras, (1981), "VAllalkozni -- nyeres6gtartalekolassal" (Be
Enterprising -- with Profit Reserves), Figyell, November 18, p. 5.

Laki, Mihaly (1978), "Az allam szerepe as uj termekek gyArtasAban, az uj
technologiak alkalmazAsaban (The Role of the State in the Introduction of New
Products and in the Application of New Technologies), K8zgazdasAgi Szemle
July-August, pp. 807-23.

(1980), "A 'hatteripar' fejlesztese," (The Development of "Background
Industry') GazdasAg, 3, pp. 61-75.

LUkk8s, Janos (1978), "A keresetszabalyozas nehany probl&mAja es a
tovabbfejleszt6s lehet8s&gei" (Some Problems of Regulating Earnings and
Possibilities for Further Improvement), KBzgazdasagi Szemle, February, pp.
174-87.

Marer, Paul (1981), "Exchange Rates and Convertibility in Hungary's New
Economic Mechanism," in East European Economic Assessment, Part I, Country
Studies, 1980, pp. 526-48.

Marrese, M. (1981), "The Evolution of Wage Regulation in Hungary," Hungary: A
Decade of Economic Reform, (Hare, P.G., H.K. Radice, and N. Swain, ed.),
London, Allen & Unwin, pp. 54-80.

Medgyessy, Peter (1980), "Gazdasagi szabalyozas" (Economic Regulations),
FigyelH, November 5, p. 3.

(1981), "A p6nzUgyi szabalyozas uj vonasai es a vallalatok," (The New
Features of Financial System and the Enterprises), GazdasAg, 3, pp. 29-41.

Mocsary, J6zsef (1980), "A hazai vAllalatrendszer centralizAci6jAnak hatasa a
termel6sirinyitAs'8 a szabAlyoz6rendszer hatekonysAgAra" (The Impact of the
Centralization of the Hungarian Enterprise System on the Efficiency of
Directing Production and Regulating Industrial Activities), K8zgazdasAgi
Szemle, November, pp. 1310-26.

(1981), "A beruhAzAsi mechanizmusnak a nagyberuhazAsok hat6konysAgAt
gAtl6 ellentmondasai," (Contradictions in the Investment Mechanism Impairing
the Efficiency of Major Investment Projects), K8zgazdasagi Szemle, February,
pp. 158-71.

Nagy, Gabor (1981) "Rugalmas gazdasagi vAltozAszok.as IkarusnAl" (Flexible
Economic Changes at IKARUS) (Interview), P6nzUgyi Szemle, July, pp. 514-22.

Pett, MArton (1981), "A nagyvAllalatok export&rdekeltsege" (The Export
Interests of Large Firms), Figyel8, September 9, p. 3.



- 40 -

Pongracz, Laszlo (1979), "Elgondolasok a berszabalyoz's tovabbfejlesztesere"
(Thoughts on the Further Development of Wage Regulations), MunkaUgyi Szemle,
February, pp. 84-99.

Racz, LAszl6 (1980), "Az uj arrendszer" (The New Price System), K8zgazdasAgi
Szemle, February, pp. 129-41.

(1981), "Erdekeltseg az arkockazat vallalasgban," (Financial Interest
in Assuming a Price Risk) (Interview), FigyelB, May 6, pp. 1,4.

Reti, Gabor (1981), "Arellen3rzesi tapasztalatok," (Experience with Price
Reviews), FigyelB, April 15, p. 11.

(1978), "Keresetszababalyozasunkrol" (On the Regulations of Earnings),
KJzgazdasagi Szemle, July-August, pp. 917-34.

Rev6sz, GAbor (1979), "Kereset-szabalyoza's es gazdasagiranyitasi
(-szabalyozAsi) koncepcio" (The Regulation of Earnings and Guidelines for
Economic Directions-Regulations), K8zgazdasagi Szemle, September, pp. 1086-92.

RomAn, Zoltan (1968), "A magyar ipar szervezeti rendszere," (The
Organizational Structure of Hungarian Industry), Ipargazdasagi Szemle, 3, pp.
225-38.

Sari, Jozsef (1981), "EszkBzaramlas -- irany: a nagyobb jBvedelmez8seg" (The
Transfer of Funds -- Direction: Higher Profitability), Figyel8, May 20, p. 3.

Simon, Andras (1981) "A magyarorsz'gi beruhazasok ciklusainak egy modellje" (A
Model of Hungarian Investment Cycles), K8zgazdasAgi Szemle, March, pp. 293-
302.

Szakolczai, GyBrgy (1981), "Nyeresegerdekeltseg 6s b6rszabalyozas," (Profit,
Interest and Wage Regulation), Figyel8, October 28, p. 5.

Szira, Tamas (1981), "T8kes arfolyampolitikAnk nehany idl3szerI k6rdese" (Some
Timely Questions of our Exchange Rate Policy vis-a-vis Capitalist Countries),
KUlgazdasag, September, pp. 3-14.

Tarafas, Imre (1980), "A gazdasagpolitikai koncepcio es az arfolyampolitika,"
(Guidelines for Economic Policy and Exchange Rate Policy), K8zgazdasagi
Szemle, pp. 913-26.

Tardos, Marton (1972), "A gazdasagi verseny problemai hazankban," (Problems of
Economic Competition in Hungary), K8zgazdasAgi Szemle, July-August, pp. 911-
22.

TBrbk, Attila (1980), "Importhelyettesites es megtakaritas," (Import
Substitution and Import Savings), Figyel8, December 17, p. 3.

Varga Gyorgy (1979), "VAllalati meretstruktura a magyar iparban" (Enterprise
Size in Hungarian Industry), GazdasAg, 1, pp. 26-44.

(1981), "Levalasztas -- Tanulsagokkal" (Separation Experiences),
FigyelB, April 15, pp. 1,3.



- 41 -

Werner, Riecke (1980), "K8zgazdasagi egyensuly es az arfolyampolitika,"
(Economic Equilibrium and Exchange Rate Policy), Figyeltd, October 15, p. 3.

WeBres, LAszl6n6 (1980), "A bankhitelezes lehetUs6gei es korlatai a
fejleszt6si politikaban" (Possibilities and Constraints of Bank Credits in
Development Policy), GazdasAg, 1, pp. 57-69.

Wiesel, Ivan (1981), "Az 8nfinanszirozas labirintusa" (The Labyrinth of Self-
financing), Figyel8, October 7, p. 3.

Wolf, Thomas A. (1981), "Foreign Trade Prices and Other Determinants of
Hungarian Manufactures Exports to the West," Paper prepared for the Meeting of
American and Hungarian Economists, held in Budapest on October 26-31, 1981,
memo.

Translation of journal titles: Figyelb -- Observer; Gazdasag -- Economy;
KBzgazdasAgi Szemle -- Economic Review; P6nzUgyi Szemle -- Financial Review;
and Val6sfig -- Reality.



- 42 -

1977-78. Examines the stabilization- October 1979. xii + 548 pages (includ-
Wolid Bank economic recovery program the Ing map, 4 annexes).

government started in 1978 andPublications notes that, in spite of the program's Stock No. RC- 7909. $20.00 paperback.
Of Related success, the present economic situa-

tion remains highly volatile with high The Commonwealth Carib-
Interest inflation, high public-sector deficit, bean: The Integration

unemployment, stagnating
agricultural production, rapid popula- Experience
tion growth, and widespread poverty. Sidney E. Chernick and others
Considers key policy measures that Broad issues of regional integration
are necessary to provide-a solid basis with special attention paid to
for medium-term and long-term unemployment and mechanisms
development efforts. crucial to the success of such instru-

June 1981. vii + 220 pages (including ments as the Caribbean Free Trade
3 annexes, statistical appendix). Association and the Caribbean Com-
English and Spanish. mon Market.

Stock Nos. RC-8102-E, RC-8102-S. The Johns Hopkins University Press,
Brazil: Integrated $20.00 paperback. 1978. 536 pages (including appen-
Development of the dixes, statistical appendix, Index).
Northwest Frontier LC 77-1 7246. ISBN 0-8018-2089-8,
Dennis J. Mahar, chief of Bangladesh: Current Trends $50.00 (I21.00) hardcover,
mission, and others and Development Issues ISBN 0-8018-2090-1, $9.95 (if7,00)

Carl A. B. Jayarajah, paperback.
Points out that the Brazilian northwest chief of mission, and others
has the potential to become an Provides an update on current Chile: An Economy in
important agricultural and timber- developments with emphasis on rural Tra ito
producing region, as well as a place and industrial development and ansiton
where migrants from other parts of domestic resource mobilization and Fred D. Levy, chief of mission,
the country may be productively and suggests that more funds should be and others
permanently settled on small-scale channeled into agriculture, education, Traces the development of the
farms. Thus, economic development health, and population control. Chilean economy since the Great
of the region is currently one of the
high priorities of the Brazilian govern- March 1979. x + 116 pages (including Depression of the 1930s and empha-

men. Otlnesdevlomen plnsfor map, annexes, appendix). sizes economic policies and events ofment. Outlines development plans for map, annexes,appendfx). the 1970s and their effect on Chile's
the area; examines population, migra- Stock No. RC-7904. $20.00 paperback. economic prospects. Finds that the
tion, and social indicators; and ultimate success of the governments
considers issues and recommenda- policies depends on its ability to
tions related to the identification and Brazil: Human Resources demonstrate that efficient resource
protection of Indian lands, land Special Report allocation and accelerated growth can
settlement, and environmental Peter T. Knight, mission chief, be made consistent with an equitable
concems. Ricardo Moran, deputy chief, distribution of income and the relief

June 1981. vi + 101 pages (including and others of absolute poverty.
annex). Discusses the dominant patterns of January 1980. u, iii, viii + 584 pages

Stock No. RC-8101. $20.00 paperback. Brazil's demographic history and the (including map, 2 appendixes,

Peru: Major Development outlook through the year 2000. Con- 96 tables, glossary).
Policy Issues and cludes that, although the Brazilian Stock No. RC-8001. $20.00 paperback.

economy has grown twice as fast as
Recommendations the population, the growth process
Ulrich Thumm, chief of has left large differences in indices of Economic Growth of
mission, and others economic welfare and basic needs Colombia: Problems and

satisfaction among various popula- Prospects
Notes that expansionary monetary tion groups; that policies to increase
and fiscal policies pursued during productivity outside the modern Dragoslav Avramovic
most of the 1970s led to high public- sector of the economy will be crucial and others
sector and balance-of-payments to achieving more equitable socio- Assesses the country's needs and
deficits and to increased recourse to economic development, and that makes recommendations for future
foreign financing. The situation, accelerating progress in the provision growth.
exacerbated by a sharp deterioration of basic services will require not only
of the country's terms of trade during increased flnancial backing but con- The Johns Hopkins University Press,
1975-78, culminated in a severe siderable efforts to overcome 1972. 530 pages (including statistical
economic and financial crisis in institutional problems. annex, maps).



- 143 -

LC 78-186501. ISBN 0-8018-1389-1, tion and a revision of the domestic growth in India depends critically on
$30.00 (&18.00) hardcover, price policy for petroleum derivatives. the development of the power sector
ISBN 0-8018-1397-2, $9.95 (£6.00) July 1979. xvii + 643 pages (includ- and suggests that public funds be
paperback. ing 4 technical annexes, statistical supplemented by increased tariffs to

augment the internal cash generation
appendix). English and Spanish. of the State Electricity Boards, as well

The Comoros: Problems and Stock Nos. RC- 7908-E, RC- 7908-S. as provide for a more efficient use of
Prospects of a Small, Island $20.00 paperback. power resources.
Economy Nvme197.II+ 75 pg-
Pierre Landell-Mills, chief of Egypt: Economic Noebr17. i aemission,om ndyothers Manag ement Economic aPe(including map, 3 annexes, 3 graphs,
mission, and others Management in a Period organization chart).
Describes the principal features of the of Transition Stock No. RC-7911. S20.00 paperback.
economy and summarizes the main Khalid Ikram and others
sectoral and structural constraints to The most detailed examination of the Indonesia: Employment and
development. Notes that, in view of its Egyptian economy to appear since Income Distribution in
extreme poverty, the Comoros will the 1960s and the first to lay heavy Indonesia
require a substantial inflow of emphasis on economic management Mark Leiserson, mission chief
resources and technical assistance in and policies, Mand coosrdinat isingnauthor
the future. A statistical annex provides and coordinating author
a comprehensive compilation of The Johns Hopkins University Press, Examines demographic, employ-
social and economic data not 1980. 464 pages (including statistical ment, wage, and income trends;
otherwise available. appendix, index). analyzes the functioning of rural and
July 1979. vii + 177 pages (including LC 80-552. ISBN 0-8018-2418-4, $32.50 urban labor markets; and formulates
5 maps, 3 annexes). English, French, (£19.50) hardcover; employment and income policy
and Spanish. ISBN 0-8018-2419-2, $11.50 (£8.00) issues that are important in address-

paperback. ing Indonesia's longer-term
Stock Nos. RC- 7907-E, RC-7907-F, paperback. development strategy.
RC- 7907-S. $20.00 paperback. El Salvador: Demographic July 1980. xiii + 187 pages (including

Dominican Republic: Its Issues and Prospects appendix, 2 annexes).
Main Economic Develop- Fand Dhanji Stock No. RC-8008. $20.00 paperback.
ment Problems Discusses the country's urgent need Ivory Coast: The Challenge
Luis Landau, chief of mission, with growing population stresses by of Success
and others setting priorities for public invest- Bastiaan A. den Tuinder
Notes that, despite its accomplish- ments and activities between and in and others
ments in the way of savings, foreign the cities, and tuming the flow of Investigates the so-called "Ivorian
investment, tourism, exports, and migrants to productive use. Miracle" and ways to maintain growth

growth of gross domestic productale an wys o ainai grwtgrowth of gross domestic product October 1979. ii + 69 pages (including while reducing or eliminating gaps in
(eDP), the Dominican Republic still map, statistical appendix). English income levels and opportunities for
faces severe poverty and unemploy- and Spanish. advancement.
ment. Suggests economic reforms to P
strengthen the economy, stimulate Stock Nos. RC-791 0-E, RC-7910-S. The Johns Hopkins University Press,
job creation, and diversify exports. $20.00 paperback. 1978. 464 pages (including appen-

December 1978. xv + 468 pages Guatemala: Economic and dLes, statistical appendix, index).
(including maps, statistical appendix). ScaPoion ndLC 76-47395.'ISBN 0-8018-1939-3,
English and Spanish. $28.50 (£20.00) hardcover;

Stoc Nos RC-805E, R-780-S.Prospects ISBN 0-8018-2099-5, $12.95 .(,~6.25)
$20.00 paperback. John R. Hansen, chief of paperback.$20.00 paperback. ~mission, and othersKey:Itth Scon

Concludes that, despite current Decade
Ecuador: Development problems due to the fall in coffee
Problems and Prospects prices, the economy is financially John Burrows and others
Alexander G. Nowicki, chief of sound and has good future growth Analyzes Kenya's fast pace of develop-
mission, and others prospects. ment and its potential and scope for
Reviews the country's main August 1978. 181 pages (including utilizing domestic and foreign
socioeconomic sectors and focuses statistical annex, map annex). resources for future development.
on the traditional duality of Ecuador's Stock No. RC-7801. $20.00 paperback. The Johns Hopkins University Press,
economy which makes it difficult to 1975. 546 pages (including maps,
bring the benefits of modern develop- appendixes, statistical tables, chart,
ment to a majority of the poor. India: Economic Issues in index).
Discusses the expected shortfall in the Power Sector LC 75-10895. ISBN 0-8018-1754-4,
foreign exchange and fiscal revenues . Taylo r 3LC 7518.0 0 1 754-4,
compared to the country's needs, C. Thylor $35.00 (£18.00) hardcover;
which can be alleviated if aided by a Reviewing the country's demand for ISBN 0-8018-1 755-2, $15.00 (£5.50)
vigorous effort in petroleum explora- electricity, points out that economic paperback.



Kenya: Population and Malaysia: Growth and Equity LC 73-19354. ISBN 0-8018-1602-5,
Development in a Multiracial Society $19.00 (f12.25) hardcover,

Rashid Faruqee, chief of Kevin Young, Willem Bussink ISBN 0-8018-1603-3, $6.00 (£4.25)
mission, and others and Parvez Hasan paperback.
States that fertility in Kenya is high, Rapid growth is essential to achieving
appears to be increasing, and shows Malaysia's economic and social objec-
considerable variation by region, tives; favorable resource prospects Papua New Guinea: Its
tribal group, and socioeconomic are conducive to such growth. Economic Situation and
status. Recognizes that rapid popula- Prospecits for Development
tion growth is resulting in the need The Johns Hopkins University Press, Gergdec ad and others
for increased public expenditure for 1980. 364 pages (including appen- George B. Baldwin and others
basic needs services, such as educa- dixes, index). Assesses prospects for increasing
tion, health, water, and housing. LC 79-3677. ISBN 0-8018-2384-6, economic self-reliance and flnancial
Argues that a rapid decline in fertility $25.00 (£l 7.50) hardcover; creditworthiness by developing con-
will facilitate the implementation of ISBN 0-8018-2385-4, $12.95 (£5.50) siderable natural resources.
the government's commitment to the
provisionobsiconeed,ebt th the paperback. The Johns Hopkins University Press,

satisfaction of basic needs, such as 1978. xvi + 223 pages (including
education, is an important instrument Mexico: Manufacturing Sec- appendixes, statistical appendix,
for securing lower fertility. Explores tor, Prospects and Policies bibliography).
the socioeconomic determinants of Alexander G. Nowicki, chief of LC 77-17242. ISBN 0-8018-2091-X,
fertility, the current status of the coun- mission, and others $6.50 (£4.50) paperback.
try's family planning program, the
social status of women and fertility, Emphasizes three basic objectives for
and makes recommendations for a developing the manufacturing indus-
comprehensive population policy. try-rapid and efficient growth of Paraguay: Economic

production, management of aspects Memorandum
July 1980. xiii + 213 pages (including of the manufacturing sector related to Manmohan Agarwal and others
bibliography), the balance of payments, and the

Stock No. RC-8010. $20.00 paperback. creation of productive jobs for the Reviews Paraguay's high economic
country's rapidly growing labor force. growth rate generated by expanded

agricultural production and the con-
March 1979. 174 pages (including struction of two huge hydroelectric

Korea: Policy Issues for 5 annexes). plants. Highlights the need to
Long-Term Development Stock No. RC- 7905. $20.00 paperback. improve support services in the
Parvez Hasan and D. C. Rao countryside, promote industrialdevelopment increase expenditures
Can Korea's growth rate continue with Nepal: Development Per- on education, health, and rural
greater considerations of equity, formance and Prospects development, and improve the tax
structural changes to maintain the Yukon Huang, chief of base.
comparative advantage of Korean
exports, and new roles for govern- misson, and others June 1979. v + 178 pages (including
ment in response to changing Reviews Nepal's achievements during map, annex, statistical appendix).
domestic and external conditions? the Fifth Development Plan and its Stock No. RC- 7906. $20.00 paperback.

strategy options for the Sixth Plan for
The Johns Hopkins University Press, key sectors such as agriculture,
1979. 558 pages (including map, industry, tourism, energy, and
appendixes, index). transportation, as well as human Paraguay: Regional
LC 78-21399. ISBN 0-8018-2228-9, resource development. Development in Eastern
$35.00 (£22.75) hardcover, December 1979. ii, II, vii + 123 pages Paraguay
ISBN 0-8018-2229-7, $15.00 (X 7.75) (including map, 2 annexes, statistical Alfredo Gutierrez, chief of
paperback. appendix). mission, and others

Stock No. RC-7912. $20.00 paperback. Reviews recent economic develop-
ments and provides a framework for

Korea: Problems and Issues Nigeria Options for policy actions and investment pro-
in a Rapidly Growing N jects designed to make maximum use
Economy Long-Term Development of development possibilities, and

Parvez liasan ~~~~Wouter Tims and others suggests the need to coordinate
Parvez Hasan Examines prospects through the early public-sector activities in a

Analyzes the phenomenal economic 1980s, with detailed description of geographic and sectoral dimension to
progress made by Korea since the the petroleum industry and brief exploit the eastern region's natural
early 1960s. discussion of education, agriculture, resources.

The Johns Hopkins University Press, manufacturing, and infrastructure. August 1978. viii + 50 pages (includ-
1976. 292 pages (including map, 5 The Johns Hopkins University Press, ing maps, statistical appendix). English
appendixes, statistical appendix, index). 1974; 2nd printing, 1975. xi + 256 and Spanish.
LC 76-17238. ISBN 0-8018-1864-8, pages (including statistical annex, Stock Nos. RC-7802-E, RC-7802-S.
$20.00 (i12.00) hardcover. maps). $20.00 paperback.
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The Philippines: Aspects of November 1978. v + 323 pages July 1980. ii + 71 pages (including

the Financial Sector (including 2 appendixes, 10 annexes, statistical appendix).
Edward K. Hawkins, chief of maps). Stock No. RC-8009. $20.00 paperback.

mission, and others Stock No. RC-7803. $20.00 paperback.

Focuses on the implications of pro- The Solomon Islands: An
posals to move the country's banking Portugal: Current and Introductory Economic
system towards more universal bank- g Report
ing and suggests ways to mobilize ProspectveEdward K. Hawkins, chief of
savings to strengthen the financial Trends mission, Nizar Jetha, deputy
sector. Basil Kavalsky chief of chief, ndohrs

.aaik' chief, and others
A Joint World Bank/lIMF Study. May mission, and
1980. ix + 99 pages (including map, Surendra Agarwal States that the country faces four

main development issues: (1) creating
3 appendixes). Discusses Portugal's difficult transi- sufficientjobs for a fast-growing work

Stock No. RC-8006. $20.00 paperback. tion after the Revolution of 1974/75 force; (2) increasing the opportunities
and notes that the country has a for earning cash incomes in rural

Philippines: Industrial sound economic base, but will have areas; (3) balancing regional
Philippines: ~~~~~to come to terms with the serious disparities; and (4) improving educa-

Development Strategy and unemployment problem, increase tional and training facilities at all

Policies investment and output in export- levels to raise the supply of

Barend A. de Vries, chief of oriented manufacturing, and improve administrators, managers, and

mission, and others agricultural productivity. professionals.

Outlines the country's industrial November 1978. vi + 52 pages April 1980. viii + 134 pages (including
development strategy, its major (including statistical appendix, map). statistical appendix).
objectives, and industrial investment Stock No. RC7804. $10.00. Stock No. RC-8004. $20.00 paperback.
priorities and determines that the
nontraditional manufactured export
drive should continue with increased Romania: The Industrializa- Thailand: Income Growth
participation by industries, firms, and Ronia: T in Thiand PovertyIAlleviation
regions and that policies for the home tion of an Agrarian Economy
industries should be reoriented under Socialist Planning John Shilling, chief of mission,
toward better use of capital and Andreas C. Tsantis and and others
domestic resources and more Roy Pepper Synthesizes the results of four special
employment creation. The first compre s studies on poverty-related issues and

May 1980. ix + 301 pages (including Romanian economy, the study con- discusses some of the determinants
statistical appendix, 9 annexes). tains a data base of the economy and economic and political factors on the

Stock No. RC-8007. $20.00 paperback. describes the planning and manage- poor, and the relationship between
ment system. basic needs and poverty. Formulates

The Philippines: Priorities The Johns Hopkins University Press, guidelines for policies aimed at

and Prospects for 1979. 742 pages (including maps, alleviating poverty and promoting
Development ~~~~appendixes, bibliography), equitable growth. Companion paper

Development to Thailand: Toward a Development
Russell J. Cheetham, Edward LC 79-84315. ISBN 0-8018-2269-6, Strategy of Full Participation,
K. Hawkins, and others $35.00 (£22.75) hardcover: March 1980.

Assesses the country's long-term ISBN 0-8018-2262-9, $15.00 (£7.00) June 1980. viii + 56 pages (including
prospects for growth and projects paperback. 2 annexes, maps).
possible effects of the government's Stock No. RC-8011. $10.00.
development strategy on employment Seycheiles: Economic

and income distribution. Memorandum Thailand: Toward a Develop-
The Johns Hopkins University Press, Robert Maubouche and ment Strategy of Full

1976. 594 pages (including maps, Naimeh Hadjitarkhani Participation
.3 appendixes, statistical
appendix, index). Traces the development of Seychelles' E.R. Lim, chief of mission,

economy from its primary depen- John Shilling, deputy chief,
LC 76-1 7243. ISBNl 0-8018-1893-1, dence on the export of copra and nd others
$8.50 (£6.00) paperback. cinnamon to a service economy with a

tourism as its major industry. Con- Shows that rapid and sustained
Portugal: Agricultural cludes that the country's management growth has helped a substantial pro-

Sector Survey capability is impressive and its portion of the population, but that, to
Jacques Kozub, chief of development strategy well designed, a large extent, the rural population

Jacqus 'but that it is likely to be confronted has not benerited. Stresses that the
mission, and others with financial constraints in the near country should not follow a type of

Analyzes the main issues of future, and its investment program 'trickle down" development strategy,
agricultural development and iden- will require increased domestic but should focus on raising the pro-
tifies investor needs for future World efforts, as well as substantial levels of ductivity and incomes of the poorest
Bank consideration. external capital aid. farmers. This strategy would be a
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logical continuation of the economic January 1979. 2, xxviii + 303 pages LC 79-84316. ISBN 0-8018-2263-7,
change that began in the middle of (including 3 maps, 7 annexes, statisti- $27.50 (fl1 7.50) hardcover;
the 19th century, with development cal appendix, selected bibliography). ISBN 0-8018-2278-5, $12.95 (£6.75)

and sills and tYhe girnadigenus capital Stock No. RC- 7901. $20.00 paperback. paperback.
aind skillseiand thecgradulo asimla
tion of foreign technology. People's Democratic Zaire: Current Economic
March 1980. xiv + 232 pages (includ- Republic of Yemen: A Review Situation and Constraints
ing statistical appendix). of Economic and Social Bension Varon, chief of
Stock No. RC-8002. $20.00 paperback. Development mission, and others

Shahid A. Chaudhry, chief of Presents an integrated analysis of the
Turkey: Policies and mission, and others difficulties experienced by the Zairian
Prospects for Growth Reviews the government's economic economy between 1975 and the first
Vinod Dubey, mission chief, policies and the socialization of the half of 1979 and suggests that theVinod ubey, issionchief, economy between 1971 and 1978 country needs to revamp its institu-
Shakil Faruqi, deputy mission and concludes that the absence of tions and its system of incentives and
chief, and others significant natural resources will adopt policies that will lay the founda-
States that overall economic growth inevitably influence the country's tion for a development pattern that
during the 1960s and most of the development. which must concentrate will render it less vulnerable to
1970s was good compared with other on solving urban/rural disparity, changes in the world economy.
developing countries. Concludes, increasing productivity, and using May 1980. v + 191 pages (including
however, that the recent sharp manpower efficiently. map, annex, statistical appendix).
increase in oil prices had an unfavora- March 1979. vi + 169 pages (includ- English and French.
ble impact on the country and that ing map, annex, statistical appendix). Stock Nos. RC-8005-E, RC-8005-f.
resumption of sustainable growth
depends on the adoption of an Stock No. RC- 7903. $20.00 paperback. $20.00 paperback.
export-oriented strategy; on policies
aimed at increasing domestic savings Yugoslavia: Development Note: The countries that are the
and at keeping aggregate demand for with Decentralization subject of the World Bank Country
resources in line with aggregate sup- Vinod Dubey and others Studies under this heading, and
ply; and on the support for these countries and regions that are
policies by various donors and the Evaluates the country's pragmatic and mentioned in titles or summary
financial community. dynamic approach to economic descriptions under other subject
March 1980. xxxi + 316 pages (includ- problems and its general commit- headings, are listed in the Country

ing appndixs, tatitica annx). ment to an open market-oriented Index at the end of the Catalog.ing 6 appendixes, statistical annex). economy, improved efficiency of
Stock No. RC-8003. $20.00 paperback. domestic industry, and higher

living standards.

The Johns Hopkins Uniuersity Press,Uruguay: Economic 1975. 504 pages (including 5 appen-
Memorandum dixes, glossary, bibliography, statistical
Alfredo Gutierrez, chief of annex, maps, index).
mission, and others LC 74-24404. ISBN 0-8018-1 702-1,
Examines the govemment's liberaliza- $27.50 (S16.50) hardcover;
tion policies designed to improve ISBN 0-8018-1 715-3, $9.95 (S 6.00)
resource allocation and emphasizes paperback.
that these will need to be molded into
a policy framework conducive to rapid Yugoslavia: Self-Manage-
development. ment Socialism and the
January 1979. viii + 201 pages Challenges of Development
(including map, statistical appendix). Martin Schrenk, Cyrus Ardalan,
Stock No. RC- 7902. $20.00 paperback. and Nawal A. El Tatawy

Describes major development issues
Yemen Arab Republic: and the overall performance of the
Developme ntnof A b R lic: economy, showing that the newDevelopment of a Tradi- economic framework of the 1970s
tional Economy strengthens decisionmaking at the
Otto Maiss, chief of mission, lowest microeconomic level and at
and others the same time allows greater coor-

dination of economic activity by
Outlines the far-reaching changes in extending self-management princi-
the socioeconomic and political struc- ples to the macroeconomic level.
ture of the Yemen Arab Republic since
the 1962 Revolution and discusses The Johns Hopkins University Press,
major development issues of the late 1979. 410 pages (including map,
1970s and the 1980s. appendix, glossary, index).
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