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INTERNATIONAL AFFATRS

JOINT VENTURES WITHIN CEMA FRAMEWORK EXAMINED

Prague HOSPODARSKE NOVINY in Czech 15 Apr 83 p 3

[Article by Vratislav Valek, Candidate for Doctor of Science, Financial and
Credit System Research Institute: '"The Path to the Realization of Ecomomic

Advantages: Joint Ventures Within the CEMA Framework']

[Text] Among the near-term prospects for the socialist integrational process,
increased emphasis is being placed on the development of direct relationships
between interested organs and organization of the CEMA member countries.
Joint ventures are a significant component of these relations, even though
the setting up and operation of them is only in its initial phases. Prior to
the adoption of the Comprehensive Program, it was a matter in this area of
sporadic cases which took advantage of the specific conditions of a given
production process on a bilateral basis. Throughout the seventies and at the
beginning of the eighties this process speeded up a little bit, even though
there still exists in this field a considerable amount of underutilized
potential. This article follows one published in HOSPODARSKE NOVINY, No
4/1983, entitled "Emphasis on Expanding Direct Relations." Broadly speaking,
it clarifies the correctness of the current orientation toward the develop-
ment of direct relationships within the framework of CEMA.

Within the CEMA roughly 55 international economic organizations are currently
in operation, of which 8 are joint ventures (2 arose prior to the adoption

of the Comprehensive Program, 6 during its subsequent implementation). An
answer to the question of why there had not been greater development in the
past of this clearly progressive form of socialist economic integration may
be based on a thorough analysis of the practical findings and experiences
which have so far been gained and based on a definition of the essential pre-
conditions and conditions for the successful khozraschet operation of such an
entity.

Current Development

It is a very interesting paradox that despite their relatively small numbers
joint ventures are among the most successful international economic organ-
izations of the CEMA member countries, whether one is speaking of an obvious
way to satisfy requirements for certain products and services that are in
short supply or of the actual financial management of these organizations. At




the same time, it is not very difficult to explain this paradox. The founding
of a joint venture requires strong incentives for all participating parties to
solve a given problematical economic situation. In the past, the most
favorable conditions for these incentives have existed primarily at the
bilateral level, which is attested to by the fact that to date within the

CEMA only a single multilateral joint venture (Interlichter) has been set up.

The bilateral character of economic cooperation within a joint venture also
makes it feasible to resolve a further serious problem in their existence,
that is, the need for compromise in overcoming the shortcomings which still
exist in the mechanism of socialist economic integration, the higher forms of
which also place qualitatively new demands on the functioning of individual
national planning and management systems. A bilateral union makes it possible
to resolve a number of these complex issues (planning, material and technical
deliveries, financial and foreign currency relations, price formation, etc.),
even if this sometimes occurs at the expense of exceptions and a need for
constructing special measures.

If one leaves out the two joint ventures which at the present time are just in
the organizational stage (by coincidence, both are enterprises with
Czechoslovak participation--Mongolcechoslovakmetall and Haldex in Ostrava),
the reamining six are fine examples of the inappropriateness of skeptical
comments concerning the possibilities for their existence at the present
time. On the other hand, the organization of a joint venture has to be
preceded by thorough and comprehensive preparation, which in many instances
necessitates time-consuming negotiations between the potential partners.  If,
however, there exists a truly strong interest by the partners in the activi-
ties of the proposed joint venture, then it is possible, after a bilateral
agreement has been arrived at, to reach the desired resolution even under the
complex systemic conditions of today.

Practical Experience

A joint enterprise of CEMA member countries may be understood as an
organization jointly managed by the participants and occupying itself with
economic activities in certain predetermined areas. The chosen areas dictate
the necessary asset base, which is then formed from contributions from the
joint venture participants, after which the joint venture has these assets
entirely at its disposal and may negotiate in its own name as a legal entity.
In contrast to targeted long-range capital investment agreements (the Soyuz
pipeline, the combine for cellulose production in Ust-ilim, etc.) a joint
venture establishes ongoing property-rights relationships among the interested
parties, which are as a rule khozraschet organizations of CEMA member coun-
tries (economic production units [VHT], foreign-trade enterprises, and the
like). The joint venture participants, therefore, have the right over the
entire period of its existence to make joint decisions concerning its activi-
ties and to participate, in direct proportion to their respective shares in
the joint venture, in its economic performance (profits as well as losses).

Experience indicates that a joint venture may become an ongoing source of the
product in question (not only raw materials) for the participating sides. In




such instances, though, there need be no mutual distribution of the economic
results, because the realized profits may be either aggregated in the market
price of the final products or services, or may be allocated to an expansion
of enterprise production. The chief area of applicability for joint ventures
lies primarily where it is otherwise impossible to create a guarantee of the
long-term use of the contributions of the participating parties. A rapid
return on investment resources in the form of long-term targeted investment
credits would mean, given this situation, a relatively short payback period
for the resources'provided, which would in turn lead to the untimely demise
of the rights and demands of the participants.

A joint venture likewise creates the preconditions for increased effectiveness
of the capital investment process, when compared with investments undertaken
separately within the framework of individual national economies. This comes
about because the investment resources in question may be allocated, in
optimal amounts to the most appropriate localities in terms of the avail-
ability of raw materials, fuel, labor, etc. It is often also possible in

this way to overcome existing limits on material and financial resources and
achieve a greater agglomeration of resources and concentration of production.

For instance, the oldest joint enterprise, Katowice Haldex, is engaged in the
extraction of quality bituminous coal and other valuable raw materials for

the construction and ceramics industries from mined-out coal dumps which
otherwise would detract from the environment in coalmining centers. A newly
constructed joint enterprise, Ostrava Haldex, has a similar purpose. The
Intransmas joint venture is concerned with the very pressing activities of

the development, construction and delivery of systems for internal enterprise
transportation and warehousing, which are also being applied in the CSSR.

The Mongolian-Soviet Erdenet joint venture, which extracts and processes
copper and other ore concentrates, currently is among the largest in the world
and continues to develop. Also successful have been the operations of the
first multilateral joint venture within the CEMA--Interlichter——which provides
transportation of goods between docks on the Black, Mediterranean and South
China seas and ports of call along the Danube.

The experiences of these joint ventures indicate that complex and multifaceted
relationships and ties are formed among the immediate participants of a given
cooperative effort, as well as between national khozraschet enterprises and
the joint venture. It would, therefore, be a great mistake to regard a joint
venture as a mechanical transformation of individual national enterprises.
They represent rather a new element in international socialist production
relations related to the integration of the forces of production.

Related to this as well is the great sifnificance of these enterprises for
the gradual improvement of the overall mechanism of socialist economic
integration. The sphere of their activity may become the foundation for more
specific as well as more multilateral cooperation in planning in both a
material sense and in terms of time. They can also contribute to the gradual
simplification of the planning and management systems of national socialist
economices (price formation, economic mechanisms, the operations of foreign-
trade organizations, and the like).




Current developments in this area, moreover, unambiguously confirm the
correctness of this orientation toward the development of direct relation-
ships within the CEMA framework, with joint ventures being one of the
vehicles for this. The use of underutilized potential is in this way linked
with a number of as yet unresolved issues, an awareness of and the gradual
resolution of which can very much accelerate the international socialist
division of labor.

Pressing Questions

The development of joint ventures among CEMA member countries within the
framework of direct relationships is directly tied to the gradual development
of elements of joint planning and additional forms of planning cooperation
between these countries. Current problems in this area are related to the
fact that:

——current forms of cooperation in planning are oriented primarily toward
outputs, while in join ventures the entire production process must be taken
into consideration;

——there is not as yet sufficient material, temporal and methodological
integration between joint planning and other forms of cooperation in planning
and the planning process within the relevant national socialist economies;

——there is a painful lack of an adequately formulated and practically utilized
technique for choosing projects and measuring the effectiveness of their
implementation;

——in a number of cases, there has been insufficient knowledge at the beginning
stages of the development of direct relations, of needs and resources, and

the possiblities for covering these needs and making use of these resources

at the level of khozraschet organizations.

To be sure, harmonizing the interests of the joint venture participants may
in specific instances cover over these problems, but this requires further
support from the viewpoint of the broader development of integration. As far
as the CSSR is concerned, it may be responsibly stated that the applicable
legal standards and reghlations do not constitute a serious obstacle to the
setting up and operation of joint ventures on our territory. In particular,
one may cite the issuance of the law concerning economic contacts with foreign
interests, No 42/1980, Laws of the CSSR, the amendment to the Economic Code,
Section 389, the amendment of the Labor Code, etc. The organs which have
jurisdiction over this also respect all approved model documents, even though
their role is a facilitative one ("The Joint Resolution on the Establishment
and Operation of International Economic Organizations," approved by the
executive committee of the CEMA and others).

In this context and under our conditions, there exists a certain amount of
underutilized potential in the area of the development of the khozraschet
independence of enterprises and VHJ, which may be reflected in the overall
approach of these facilities to joint ventures within the context of the CEMA.




At the same time, khozraschet principles are an important characteristic of a
joint venture, because they create the preconditions for an optimal valuation
of the actual member contributions. From this viewpoint, the principles of
the extraterritoriality of a joint venture must be rejected because the .
assurance of a specific production process requires numerous and extensive
ties with the economic organism of its host country.

This is connected as well to the assurance of a unified approach to the
concept of efficiency and its introduction into the system of plan indicators
at all necessary levels, as well as into material incentive mechanisms.

Price formation plays a key role here, even though it is not a question of the
mechanical merger of domestic and foreign prices, but rather of the flexible
adaptability of domestic wholesale prices to the objective conditions of
foreign markets. ‘

A joint venture creates very favorable conditions for the joint analysis and
comparison of internal costs and existing wholesale prices within the partic-
ipating countries, an exercise which has great significance for the choice of
the most effective variants of cooperation. At the level of both inputs and
outputs, the level of contract, and therefore world prices, should be respected.
A joint venture should be able to create the preconditions for the achievement
of production costs which will be comparable to international norms.

In the interest of the rational functioning of khozraschet within the joint
venture, there must be continuity in the valuing of its production inputs

and outputs. At the same time, the sales price can become a channel for the
allocation of the overall economic performance of the enterprise, as has
already been shown by the examples of several existing joint ventures (Druzba
Haldex, etc.) At the same time, it must be kept in mind that a final and
definitive resolution of the price-formation issue cannot.yet be provided,
because this is an area that is in an ongoing state of development.

Close Ties

The existence of quite complex problems in the futher development of joint
ventures between CEMA member countries cannot in and of itself be used as an
alibi for rejecting them out of hand. It must be perceived that they can
serve as a means for realizing needed economic advantages and for reducing
national investment intensiveness, while simultaneously bringing about pro-
gressive structural changes within individual national economies. It is
natural that this is a matter of a long-range process which is furthermore
closely linked to other forms of integration--cooperation and specialization
of production, scientific and technical cooperation, etc.

Last year's 36th CEMA session provided very valuable suggestions in this
regard, in keeping with its emphasis on deepening the coordination of the
overall economic policy of the CEMA member countries. From the viewpoint of
further opportunities for joint ventures, it is mainly a question of the
development of production facilities which do not. as yet exist within the
CEMA of which are functioning at an inadequate level either because they are
technically and technologically unsophisticated or because they do not
correspond to the necessity for locating facilities rationally in terms of the
natural and economic conditions of the socialist community.




The participation of individual CEMA countries in joint ventures is, in
accordance with fundamental CEMA documents, voluntary, which only confirms

the importance of a national approach to this sphere. The consistency of
these individual national approaches is, therefore, of great importance. The
profile of national participation in international socialist integration under
current conditions still lacks, in most member countries, a precise definition
of national and international inputs in terms of technical-economic criteria.
This sometimes causes in the case of joint ventures, a lack of the requisite
orientation as early as the stage of preliminary requests. The resolution of
this difficult problem, at the. same time, can also contribute to a bringing
into line of the material and value aspects of a given production process.

In connection with the implementation of long-term target cooperative programs
and of other program documents adopted within the CEMA, one must count on the
further development of joint ventures between interested CEMA member countries,
despite existing problems and as yet unresolved questions. It is, however,
essential to base our actions on the assumption that this cannot be a process
that is an end in itself, but rather a conscientious attempt by all interested
participants to meet pressing needs of individual national economies.

In firm conjunction with cooperation and production specialization, with
scientific and technical cooperation and other progessive forms of economic
integration, joint ventures have become a kind of point of intersection where
long-term types of cooperative activities may effectively flow together to
form the principal content of the international socialist division of labor
within the CEMA.
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BULGARTIA

LONG-TERM PROGRAM FOR ECONOMIC COOPERATTON WITH GREECE
Sofia DURZHAVEN VESTNIK in Bulgarian 10 May 83 pp 483-485

[Ministry of Foreign Affairs--Long-Term Program regarding Basic Principles for
Further Development of Economic Cooperation between Bulgarian People's Republic
and Republic of Greece, ratified by Ukase No 333 of State Council dated 3 Febru-
ary 1983, DURZHAVEN VESTNIK No 18 of 1983, with entry into force as of 26 June
1982]

[Text] The Bulgarian People's Republic and the Republic of Greece, guided by
the desire to develop still friendlier and more good—neighborly relations in
keeping with the long-term interests of both countries and of the peace in the
Balkan region and in Europe,

And mindful that the present growth of trade and economic relations, as well as
the existing forms of cooperation, only partially reflect the actual possibili-
ties of both countries,

And guided by the desire to take advantage of the objective preconditions and
opportunities resulting from the degree of development of the national econo-
mies of Bulgaria and Greece in order to achieve further dynamic growth and
diversification of economic relations on a firm and long-term basis,

And appreciating the necessity of long-term treaties and programs in order to
assure stable, balanced and long-term development on a reciprocally advantageous
basis,

Have agreed to direct their respective state agencies, as well as their respec-
tive economic organizations and firms towards cooperation and joint activity
within the framework of national legislation and the international obligations
that each country has assumed, in the following areas indicated by way of illus-
tration:

I. Trade and Banking Cooperation

1. Both countries have agreed that in trade and economic relations a more dy-
namic growth of commerce is possible, having as its objective a stable and bal-
anced increase in the volume thereof and a diversification of the goods ex-
changed.




2. Both countries will enlarge the range of coverage of information data re-
garding the main lines of development in their national investment programs
with a view to the implementation of joint projects of mutual interest. For
this purpose the competent planning agencies will make contacts among them-
selves, taking into account the specific features of the national programs.

3. To facilitate industrial cooperation and reciprocal deliveries of equipment
and appurtenances in jointly selected fields, both countries have agreed to es-
tablish enterprises to meet the needs on the basis of long-term contracts.

4, Both countries believe that the implementation of the above-indicated long-
term contracts will promote the expansion of trade and will contribute in the
future to finding appropriate means for the achievement of this goal.

5. It has been ascertained that the further expansion of trade and economic
cooperation will be accomplished with greater success through the establishment
of joint companies in the areas of production, trade, transportation and engi-
neering activity for satisfying the needs not only of the Greek and Bulgarian
markets, but also the markets of third countries.

To facilitate these forms of cooperation, both countries will require their com-
petent agencies to investigate the possibilities and, in the event of mutual
interest, to sign an intergovernmental agreement to encourage and guarantee in-
vestments and an agreement for the avoidance of double taxation.

6. Both countries have agreed to take action in the matter of cooperation in
third markets in the following more important areas: joint planning and build-
ing of construction and industrial projects, and the same for the infrastructure
in third countries; cooperation in the sale of Bulgarian and Greek goods in
third markets.

7. In view of the specific conditions of the different international markets,
both countries regard it as necessary to make joint studies of the markets in
question. On the basis of these studies and provided there is mutual interest,
they will develop joint production capacities within the framework of mixed
companies for satisfying the requirements of the targeted markets.

8. TFor the development of bilateral cooperation, including cooperation in third
markets, both countries have given special attention to questions of the exten~
sion of credit and will, within the framework of legislation in effect in both
countries, make efforts to solve these in the best way possible.

9. Both countries have contracted to recommend to their banking institutiomns
that they help interested enterprises and firms of both countries in their deal-
ings with each other, as follows: by making available appropriate facilities
which the above-mentioned banking institutions will negotiate mutually; by ex-
pansion of the correspondent network; by studying opportunities and, in the
event of mutual interest, organizing mixed banking institutions, including those
organized by attracting capital from third countries.




II. Industrial and Technical Cooperation

Taking into account the structure of the national economies of the two coun-—
tries and the national programs of development, the degree of specialization
attained in certain areas, and production methods, both countries have ascer-
tained that there are favorable opportunities for the development of broad in-
dustrial, economic, technical and market cooperation and have agreed to encour-
age, on a mutually advantageous basis, specific projects for economic and tech-
nical cooperation between state and public organizations, cooperatives, organ-—
izations for the encouragement of exports, commercial and industrial pavilions
and private firms in the following areas indicated by way of illustration:

1. Machine Building and Electronics
Cooperation in the following areas:

a) Construction of equipment for the production of metal-cutting machinery and
sale thereof in third markets;

b) Production and sale of buses, minibuses, warehouse trucks, transportation
equipment and systems;

¢) Production and assembly of certain types of electric motors, transformers,
low—voltage apparatus, communication equipment, industrial electronics, printed
circuits, electric cash registers, electric taxi meters, systems for the con-
trol and distribution of water, power and other resources.

2. Cooperation in Chemical Industry

Cooperation in production and sale of: polyurethane lacquer coatings for the
furniture industry; extruded rubber products; equipment made of synthetic mate-
rials for stadiums, concert halls, gymnasiums and other public buildings; syn-
thetic materials for construction and electronics; medicines, cosmetics and
perfumes.

3. Coopertion in Metallurgy and Mineral Resources
Geological explorations and drilling in search of ore and nonmetalliferous min-
eral deposits, cooperation in technology, extraction and processing of raw ma-

terials, intermediate products and semifinished goods.

Joint exploration, planning and working of bauxite, lead and zinc, copper,
nickel, chrome and gold deposits and their processing into metal.

Exploration, planning and joint extraction and processing of nonmetalliferous
mineral resources: magnesium, marble etc.

It has been agreed that payment for equipment and services provided can be made
in the output of the developed projects.




4. Light Industry

Both countries have found that the relatiyely high degree of development
achieved by light industry in Bulgaria and Greece creates fayorable opportuni-
ties to organize the efficient and competitiye joint production and sale of a
number of modern products.

They have agreed to lend support and to encourage cooperation in the production
of and trade in ready-to-wear clothing, knitwear, shoes, leather goods etc.

5. Agriculture and Food Industry

Both countries are mindful of the importance of agriculture and the food, wine
and tobacco industry and believe that cooperation in these areas must be concen-
trated preferentially on the following sectors and activities:

Investigation, planning and delivery of equipment and construction of agroin-
dustrial complexes including animal husbandry and poultry sections, industrial
enterprises for processing agricultural output etc.;

Investigation, planning and delivery of equipment and construction of silos,
cold storage plants and appurtenances, feed plants, hothouses (all kinds),
dairy enterprises etc.;

Investigation, planning and construction of amelioration projects, reservoirs,
irrigation fields, drainage systems, biological treatment plants etc.;

Joint finishing of livestock, meat and milk production, and the manufacture of
dairy products with a high degree of processing into delicacies and specialties;

Long-term cooperation in the processing of vegetables and fruits (including
citrus) and the production of canned goods, concentrates, juices and other prod-
ucts;

Joint wine making, bottling and trading;

Joint production, processing and trading in tobaccos and tobacco products, de-
velopment and sale of a Bulgarian-Greek cigarette;

Cooperation in processing and trading in industrial raw materials of agricul-
tural origin: cotton, hides etc.

6. Power Supply

Both countries have ascertained with satisfaction that the first stage of the
power line link between the power systems of the Bulgarian People's Republic
and the Republic of Greece has been successfully completed and have charged

their competent agencies with making preliminary studies so that during the

session of the Mixed Intergovernmental Bulgarian—Greek Commission on Economic
and Scientific—and-Technical Cooperation in Sofia (12-16 July 1982) they may
spell out the questions of the second stage of the link and the linking of a
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220-megavolt power block of the electrical system (Boboy Dol) with the Greek
network in order to supply Greece with the necessary electric power during the
transition period.

In conformity with the decision of the Eighth Session of the Mixed Intergovern-
mental Bulgarian-Greek Commission on Economic and Scientific-and-Technical Co-
operation a mixed task force will study the existing possibilities for the ex-
pansion of cooperation in power engineering, with priority in areas to be de-
termined by the coincidence of both countries' mutual interests.

The following areas are indicated by way of illustration:
1) Geological explorations for energy resources.

2) Study, planning and construction of hydraulic projects and hydroelectric pow-
er plants.

3) Planning and construction of systems for the transfer, transformation and
distribution of electric power.

4) Study, planning and construction of new power capacities for the utilization
of new energy sources.

5) Maintenance and repair of power facilities; use of existing—-and building of
new--means for the transfer of power and raw materials.

6) Modernization, reconstruction and automation of power plants and systems.
7) Study, planning and building of coal-mining projects.

8) Study, planning and building of thermoelectric power plants.

7. Transportation

Both countries believe that the further development of economic cooperation and
trade between them will disclose favorable prospects for expansion in trans-
portation.

For this purpose they will encourage all forms of cooperation within the frame-~
work of existing trends and on a mutually advantageous basis.

They recommend that their competent ministries and organizations continue in-
vestigation of the advisability and possibilities of further development of the
existing rail, air and highway connections and border check points between the
two countries, as well as the creation of new transportation connections.

Both countries will encourage contacts between their competent state organiza-
tions and firms for the discovery of new possibilities and, in the event of
mutual interest, contracts are to be signed for the joint planning and construc-
tion in the Bulgarian People's Republic, the Republic of Greece and in third
countries, of the following projects: signaling systems of railroad lines;
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reconstruction, modernization and electrification of rail lines; reconstruction
and modernization of harbors; planning and building of road projects; building
of the infrastructure of construction projects.

8. Communications

Both countries have ascertained with satisfaction that relations between the
Bulgarian People's Republic and the Republic of Greece have progressed actively
in the field of communications during recent years. Close contacts are main-
tained between their respective organizations during the development and com-
pletion of postal and telecommunication links

In order to expand cooperation in this area it is recommended that the compe-
tent agencies of the two countries concentrate their efforts in the following
directions: expansion of telex communications; automation of telephone commu-
nications and advance planning of trunk groups for términal and transit traffic
of both countries; cooperation in telecommunications and in servicing traffic
from Western and Central Europe for countries of the Near East and Northern
Africa.

III. Scientific and Technical Cooperation

Both countries have taken note that the Mixed Intergovernmental Bulgarian-Greek
Commission for Economic and Scientific-and-Technical Cooperation has achieved
significant results.

It has been noted that there is a need to discuss the possibilities for an ex-
pansion of the forms of cooperation, as well as in new fields such as program-
ming and planning, medical research etc. Both countries will study the possi-
bilities of granting scholarships on a reciprocal basis for long-term special-
ized training of scientists and specialists in various fields.

IV. Tourism
For the purpose of developing cooperation in tourism, both countries have agreed:

To require that their competent agencies develop joint measures aimed at the
further expansion of tourist travel between the two countries and at investiga-
tion of the possibilities of cooperation in the planning, financing and construc-
tion of tourist facilities;

To investigate, through their competent agencies, and to employ the best-suited
forms of advertising the tourist possibilities of Bulgaria and Greece, as well
as organizing combined tours with a view to attracting tourists from third
countries. Interested state organizations and companies of both countries are
to clarify the necessity of establishing a mixed company for this purpose.

Both countries emphasize the great importance of the plans for cooperation con-
tained in this Long-Term Program and will assure the most favorable conditions

for their implementation on the basis of existing legislation in the two coun-

tries.
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They will encourage the carrying ocut of initiatives aimed at a better familiar-
ization with the opportunities of the two countries and at the development of
economic cooperation, more especially through the organization of fairs, exhi-
bitions, specialized rooms, symposiums, technical days etc.

As opportunities are discovered, by mutual agreement between the countries this
Long-Term Program can be amplified by the inclusion of new projects and new
areas of cooperation.

Both countries entrust the Mixed Intergovernmental Bulgarian-Greek Commission
on Economic and Scientific-and-Technical Cooperation with organizing and coor-
dinating the implementation of this program. During its next session (12-16
July 1982) the commission is to prepare a program of future activity in -order
to facilitate direct contacts at different levels with the object of reaching
agreements between the competent agencies of the two countries and the signing
of specific contracts between economic organizations and firms.

This Long-Term Program has been entered into for a period of 5 years. It
shall take effect provisionally from the day of its signature and definitively
from the day of its publication after ratification by the competent bodies of
the two countries. On the expiration of .this period it shall automatically
continue for each succeeding year unless denounced by one of the parties with
6 months' advance notice.

Done at Varna on 26 June 1982 in two original copies in the Bulgarian and Greek
languages, both texts being equally valid.

For the Bulgarian People's Republic: For the Republic of Greece:

T. Zhivkov G. Papandreou

6474
CSo: 2200/87
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CZECHOSLOVAKIA

ZDOBINA REJECTS REFORM, ARGUES FOR KHOZRASCHET IMPLEMENTATION
Bratislava PRAVDA in Slovak 15 Mar 83 p 3 :
[Article by Frantisek Zdobina: "A Powerful Takeoff Run But a Short Flight"]

[Text] It is no secret that in some places there are fewer people working
than there should be, that some people meet their norms in 5 or 6 hours and
then walk around with their hands in their pockets, and that our streets are
so busy all day because it is very easy for many people to put a "Back soon"
sign on their office desk, while extending that "soon" into dozens of minutes
spent wandering through the shops. '

There is no method of calculating what we have lost and are still losing in
this way, but there is no doubt that it is a huge amount. Let us first
consider some suggested ways of preventing this dispersion or loss of working
time.

—-It is frequently held that it would be helpful to increase the authority of
the foremen. Every suggestion should be studied attentively, but authority
is not acquired by decree, and even if the foremen's words meant more than
they have so far, this would not be a complete solution.

—-In some "circles" it is popular to assert that "if people were properly
paid, they would work more." Wages should be in accordance with performance,
but who is so bold as to state that if more wages were given to the slipshod
worker, the loafer or the absentee, they would change into pacesetters?

~—We also hear it said that it would help to arrange for a low level of
unemployment: many would then value work more. Experience in this area was
obtained in the pre-Munich republic, and we have knowledge of conditions in
the West, where the number of unemployed is growing by the millions, where
people conceal illness to prevent being fired, and sometimes, as in Japan,
give up part of their vacations. But this suggestion is also unacceptable.
According to our constitution, the right to work is the right of every citi-
zen; in this way the constitution embodies one of the most important
achievements of socialism. This is not only a social and political matter,
but an economic matter as well. The planned economy has the best potential
for using all of society's productive forces; why, therefore, should we move
backward and condemn people, the main productive capacity, to unemployment?
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Sensitive, But Not to Be Avoided

We could continue our survey of such suggestions, but it is unnecesary.
Experience enables us to state that sporadic, unconnected measures will not
do. The problem, which has troubled us for years, requires a fundamental
solution in keeping with life in socialist society.

But what fundamental solution?

There could be several answers to this question, for the question of utiliza-
tion of manpower and everything associated with it, labor value added, is
extremely important. More than that, it is considered politically and
socially sensitive. In general, the idea that this circumstance is "extra-
ordinarily sensitive" is correct, but the discussion is often pushed to an
incorrect extreme: the sensitivity of the topic supposedly requires that we
avoid possible conflicts and disagreements. And what happens then? 1In a
wage conflict, for example, a slipshod worker puts on the boxing gloves and
the functionaries or economic personnel who have summoned him take a defensive
posture; for this slipshod worker may threaten a complaint to the plant ROH
[Revolutionary Trade Union Movement] committee, or may go on the attack by
declaring that we are all equal and there is no reason for one person to have
more and another person less. ‘

We are not abandoning persuasion, but there are people who scoff at goodwill
and misuse kindness. They must be instructed as to their duty, or--let us
not be afraid of the word--compelled to do it.

A Precise Orientation

Problems related to the amount of labor consumed per unit output and ways of
replacing it have worsened particularly in connection with the economic
experiments and the introuction of the Set of Measures for Improving Planned
Management of the National Economy. What at first could be ignored forces
itself on our attention. Only 46.6 percent of the workers in the main
federally managed production sectors had worked in accordance with the labor
consumption norms by the end of the last decade. Certain norms had been
upheld by one one-third of the workers subject to labor-consumption norms.
The nationwide average agrees almost precisely with the situation in the SSR
and CSR.

We had to improve management, and the norms, one of the main tools of
management, were low and of poor quality.

Accordingly, in Decree No 382/1980,. the CSSR Government announced the Program
for Increasing the Economic Effectiveness of Wages in the First Years of the
Seventh 5-Year Plan, as well as procedures to improve the quality of the
labor-consumption norms and expand them. Each follows from the other and is
a prerequisite for the other.

The government.decree was conceived "primarily to support an orientation
toward intensive methods of development." We stress this to bring out the
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fact that the program for rationalizing labor inputs is an inseparable
component of the new upcoming economic undertakings, one of a set of inter-
connected fronts of which the struggle to achieve the strategic objectives
mapped out by the 16th CPCZ Congress is proceeding.

The program required most ministries to do the following in 1981-1983:

——to review all labor consumption norms in use and to bring them into
agreement with actual technical conditions;

-—to expand the set of labor-consumption norms so that the number of workers
not subject to norms would decrease by at least 15 percnet, and in subsequent
years by 10 percent annually.

These were and continue to be essential measures, and if we were to add to
them, it would only be that they would have helped the rationalization of .

- labor if they had come sooner. We had the conditions for it. We could have
drawn on our experience, particularly from the 1950's. Theoretically, the
subjects in question are clear. In 1919, in a report on subbotniks . [volunteer
labor during time off], V.I. Lenin wrote some things which sound relevant
today: '"Socialism presupposes...social labor with extremely precise documen-
tation, monitoring and supervision by the organized vanguard, the most mature
component of the workers, in addition to establishment of measures of labor
and compensation for it."

Lenin devoted particular attention to rationalization and was, for example,
fully conversant with the Taylor system; he rejected its exploitative
character but valued its scientific bdsis of measuring labor expended.

What are the lessons from this? One is that our populace should know more
about the way capitalist corporations are run. Many believe that people in
them can work as they wish, that they are simply masters of their time as
employees. A doctor who had returned from a 2-year tour of duty in a well-
known Western clinic helped dispel this illusion. No sooner had he taken off
his coat in the maternity hospital than he was surrounded by doctors and
nurses who wanted him to talk. He talked, and after 2 hours he looked at his
watch, stopped in mid-sentence, and said: "All of you who have been here for
2 hours would have been fired by the chief resident there for failure to
carry out your duties."

One sentence, but it had the effect of a cold shower.

Another lesson is that economic propaganda and agitation should deal much
more actively with questions of labor rationalization than it has. In
addition to praise where it is merited (for example, forms of cooperation
between standard-setters, workers and technical personnel, instances of the
creation of new job types and elimination of old ones, examples of the use of
technology and organization to change working conditions), it should specif-
ically criticize negative phenomena, photograph a line of people waiting at
peak hours, while nobody is there to serve them, an abandoned machine at
which a lathe operator should be standing, and the like, So far we have been
dealing in praise more than in criticism, with unfortunate results.
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A Good Decree, but Delayed Implementation

Considerable time elapsed after the adoption of Government Decree No 382
before there began to be progress in rationalizing labor and strengthening
the economic function of wages. It should have shown its effects primarily:

——in increased labor productivity (even though this is affected by many
factors);

—-in strengthened work and technical disipline and better use of working time;
—-by underscoring the authority of wages and wage forms.

Even though mobilizing reserves in the labor value added area may give quick
results, we are finding that the growth of labor productivity has recently
been slowing. In 1981 it showed a drop, while last year labor productivity
in industry increased half a percent in terms of gross output, while labor
productivity in construction dropped 2.9 percent. It was thought that 1
percent of the increase in labor productivity in industry and construction
would result from labor rationalization measures.

Utilization of worktime stands at 91.5 percent; just as in the preceding year:
there has been no progress.

Wages have increase by Kes 82 in industry, while in construction the average
wage is a few halers less than Kecs 3,000!

Although these data should, in the interest of completeness, be given in a
wider context (for example, labor productivity is affected by many factors),
it is apparent even at first glance that these are not exactly the most
favorable kinds of figures. In other words, the slowing of the rate of growth
of output is manifesting itself in a slowing of the rate of growth of labor
productivity, but not in a saving of manpower and labor. Even if such savings
had occurred, they would have resulted primarily from another cause, i.e.,
"insufficient manpower."

Thus the objectivization and review of norms did not proceed as the government
has prescribed, and the economic function of wages has still not evolved to
the specified breadth and depth.

Let us give some more specific instances.

When the government adopted its decree, at the Bratislavske electrotechnicke
zavody k. p. [Bratislava Electrotechnical Works Concern] in Bratislava the
average fulfillment of output norms was 123.9 percent, while in November 1982
it had increased to 131.5 percent. Does someone assert that an overfulfill-
ment of norms is possible where norms are scientifically based? At ETZ
[Electrotechnical Works] Bystrany, fulfillment of the norms was similarly
129.2 percent at the end of 1980, while 2 years later it was 135.2 percent;
at Sigma Lutin the figures were 126 percent and 133 percent.
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More proof hardly seems to be needed. Labor and labor consumption are not
measured accurately anywhere. The SST Ministry of Labor and Social Affairs
confirms that "in the SSR a considerable range of activities are not covered
by labor-consumption norms, or, while the norms exist, they are not enforced."

And what about wages? Differences in earnings are considerably less than
differences in results, because (the conclusion is the same) in many cases
there is no monitoring of the amount and quality of labor. Increasing of
wages 1s also helped by the so-called "social view," for example, "let's give
it to him, he's building a house, he's paying alimony, his family is growing,
he wants to buy a car,'" and so on.

People who take this approach or who urge the social viewpoint where it is
not appropriate most often believe that somehow that koruna gets lost in the
complex workings of the economy and the financial plans.

Nothing gets lost! Losses are totaled up, and today we see that a single
minute of unused working time throughout industry is equivalent to the value
of Kes 6 million.

Everything affects everyone, whether it is at the other end of the republic or
in the next workshop. If wages are higher than performance, they do not
provide a stimulus to increase output. Worker morale drops, output does not
correspond to capabilities and fewer products go on the market. The market
reacts further. It is not capable of realizing income, because money not
matched by labor comes into circulation. The first to criticize is the
citizen who has obtained more money without corresponding performance. The
honest purchaser is also out of temper: he rightly does not measure his
well-being in terms of an increased rate of material consumption (which often
is not implied, because it has different forms at different times), but in
terms of how easy or difficult it is for him to get the desired goods or
services with his earnings.

Thus we criticize commerce and production for what is their responsibility,
but we should sometimes ask our own consciences whether we are helping to
obey one of the basic laws of socialism, the law of distribution according

to work, and whether we consider wages as the main form in which it manifests
itself.

Voluntarism Is not Enough

It is estimated that CSSR Government Decree No 382 is being implemented about
half a year later than the specificed schedule. Apparently nobody is to
blame. The instructions came down in time, the ministries gave out their
instructions, activities and briefings were held at all management levels.

In order to intensify the economic function of wages, it has been decided,
among other things, that a limit on wage commitments should be the only
compulsory indicator in the labor and wage plan.

Everything changed for the better: norms that nobody had thought about for

years were reviewed, but the fulfillment of Decree No 382 was supposed to
involve much more.
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This is explained in a variety of ways: that the teams that set .the labor
norms were undermanned or underqualified, that the organizational structures
were not uniform, that there is a prevailing fear of conflict situations,

a universal unwillingness to discover unused potential, and the like.

Additional measures have been prepared to correct the situation. An
intersectorial commission is being formed to organize the creation and
introduction of individual norms and standards, new instructions and warnings
are being sent down, and so on. One should not curse what has not yet begun
to function, but certainly we do nobody wrong if we state that what has been
reported in party documents on the subject is still valid, namely that the
entire existing system of labor rationalization is based primarily on volun-
tary initiative and activitism: it has not become a tool of management

within the enterprise, it has not yet led to a search for and mobilization
of resources and potential for conservation of labor.

Rationalization, and especially labor rationalization, is not and cannot be
based only on voluntarism. Every initiative, and espec1a11y displays of
voluntarism, as for example in the early 1950's, when a movement for objecti-
vization of the norms and discovery of latent potential developed in the
enterprises, should be given thanks and welcomed. But, rationalization of
labor, which is a part of the broader intensification effort, and "which
involves particularly improved division of, cooperation in, and structuring
of labor, improvement of labor organization and methods, improvement of
working conditions and environments, further improvement," is not a matter

of voluntarism, but of necessity. Voluntarism can only support it and come to
meet it halfway. '

Unfortunately, the principle of necessity was not explained and consistently
implemented.

What, then, can we expect? New instructions and orders? The enterprises are
now vehemently calling for more help from above. This is traditiomal in this
country. But if we take account of all that the center has done, we realize
that the greater debt now rests with the VHJ's and enterprises. The question
of why the enterprises and VHJ's have recently neglected objectivization and
expansion of norms and have ignored the economic function or wages merits
further consideration. But it is most important at present to ask ourselves
where we can find a stimulus which would act constantly for rationalization
and help cleanse wages of everything that has adhered to them over time.

This question may appear rhetorical, for the answer to it is not known. It
suggests the statement which is underlined in every solid textbook of political
economy: "There is no relation or process in economic life of which we can
say that it expresses the isolated action of only one single economic law."

In other words, there is no process which can be arranged without reference
to another.

In relation to the present subject, we quote the eminent Soviet economist

Leonid Abalkin: "The main area of work with the enterprises is activation of
economic methods of management and decisive strengthening of khozraschet."
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And Comrade Jozef Lenart said in a recent conversation with editors in chief
about our problems: It is necessary "to decrease the consumption of both
past labor inputs and value added per unit of utility, which have all the
more become constantly acting factors," And in connection with improvement
of consumption and output norms, we must "introduce khozraschet more
aggressively."

Rudolf Netik, a department head of the CPSL [Slovak Communist Party] Central
Committee says: '"Without reinforcing khozraschet it is impossible...to
increase the economic collectives' stake in improving the ultimate results
of production."

These three quotes merit more thorough consideration. They contain the answer
to our question as to why we have so neglected the process of review, objec-
tivization and expansion of norms and the economic function of wages, why

CSSR Government Decree No 382 is not being carried out consistently and in
timely fashion; but primarily they contain a summons to more rapid introduction
of khozraschet and utilization of its advantages. Khozraschet enables us to
solve the problems we were discussing in connection with others which
condition each other; it has an integrating function, and is capable of
assuring satisfaction of enterprise, collective and personnel needs in
accordance with the results they have already obtained and their contributions
to the national economy.

Unfortunately, khozraschet does not have a firm position in many enterprises
and some VHJ's, and in some places it has actually not yet been introduced.
These organizations have probably forgotten -the economic wisdom that "the

only route to plenty is saving of time and improvement of labor productivity."

8480 -
CSO: 2400/189
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CZECHOSLOVAKTA

'"EXPERIMENT' IN FOREIGN-TRADE CONDUCT DISCUSSED
Prague HOSPODARSKE NOVINY in Czech 8 Apr 83 p 6

[Article by Eng Dusan Hrncirik, economic manager, Chirana Syndicate, Stara
Tura: "Chirana Is Experimenting--Change in the Management of Foreign Trade"]

[Text] Foreign trade is one of the main factors which determine
the prosperity of Czechoslovak economy. It is therefore under-
standable that our central authorities, VHJ [economic production
units] and organizations of foreign trade are seeking ways to
improve the efficiency of foreign-trade exchange and in partic-
ular, the efficiency of exports, on the basis of objective as
well as systematic policies because experience has shown that
management represents precisely one of the decisive assets which,
if full utilized, may bring considerable societywide benefits.

That is the objective of new policies for improving the efficiency of economic
relations which will be experimentally tested in selected VHJ and foreign-
trade organizations in the last 3 years of the 5-year plan. Published
regulations for the experiment in this area have further intensified the Set

of Measures.

The Chirana Syndicate in Stara Tura is one of the VHJ selected for the
experiment. One of the reasons for that decision is the fact that for more
than a decade the production and foreign trade of this VHJ have been inter-
related in terms of organization and economy on the basis of an authorization
granted by the Federal Ministry of Foreign Trade. Thus far the authorization
included the possibility of directly exporting products of medical technology
manufactures by Chirana or by other VHJ. As of 1 January 1983, this program
was further expanded in the same sector by direct imports transferred from
the Kovo foreign trade enterprise on the basis of delimitation.

When some time ago Chirana applied for the authorization to conduct foreign
trade, its objective was primarily higher export efficiency. The devices
to reach that objective are mutually interrelated economic incentives based
on the principle of merit of individuals and teams.

The same principle also provided the source for policies concerning
experimental testing of the new measures for improving foreign economic
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relations. The regulations distinguish two types of interrelation of
production and foreign trade. One, which will be tested in Chirana, is an
organizational and economic interrelation whereby the organization of foreign
trade will be integrated in the VHJ as a trust or syndicate, or as a unit of
the general directorate. In that case the general director is responsible,
in addition to his subordination to the sectorial ministry, to the minister
of foreign trade for the observation of the principles of state monopoly of
foreign trade, the objectives stipulated by the Federal Ministry of Foreign
Trade, for example, in the area of price policy, contracts and conduct of
foreign-trade transactions and other regulations issued for this area. It is
self-evident that a part of organizational interrelations also involves
economic interrelations which proceed from the principles of VHJ khozraschet
i.e., economic achievements in the tramsactions of foreign trade are a part

of total results of the VHIJ.
The Significance of the New Policy

A question may arise about the nature of this experiment, since the production
and foreign trade in this VHJ have already been combined for more than two
5-year plans. What is in essence the purpose of the new policy?

The changes are distinctly qualitative. While in relation to the socialist
state the indicators of the plan and the degree of their linkage remain
unchanged, the mandatory indicator coming to the fore in our relations toward
the nonsocialist countries is foreign-exchange collection in commercial
parity (including interest on long-term credits) after deducting planned
direct costs of foreign trade. The emphasis on the importance of this
indicator is closely connected with the need to achieve a balance of payments
which in the final analysis is decisive for national economy.

Thus, our objective is to 1ink the economy of the syndicate and its individual
enterprises with state economy in an appropriate fashion, which means that the
financial situation, the creation of funds, foreign exchange and wages payable
including individual incomes, do not depend solely on the question of whether
the goods are exported, but mainly on the question of whether, when and to
what extent the syndicate and the enterprises receive payments for their
goods. Naturally, that calls for far greater concern about the conditions

of trade agreements, their credit requirements, the selection of partners,
enforcement of claims, etc. Such problems are certain to diminish if we offer
goods of high technological standards and quality, without the need to make
concessions in prices of in terms of payment. '

Mandatory indicators have been expanded by exports in prices quoted as "all
charges paid" at the CSSR border and by the differential indicator, or as the
case may be, foreign-exchange valuation of the costs of exported products.
Among the indicators for orientation are exports in prices quoted as "all
charges paid" at the CSSR border, in wholesale prices and in trade parity,
and also a change of export claims abroad. '
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Pressing for Fulfillment

A relevant change is based on the fact that the crossing of the CSSR border
is regarded as the place (moment) of the fulfillment of export tasks in both
territories. Thus, in effect, the "delivery for export indicator" become

the "export" indicator, and there is no possibility of fulfilling the task by
loading [the goods] in.a wagon or delivering them in the storage of foreign-
trade organizations. As compared with the past years or with the VHJ which
are not engaged in the experiment, this change strongly reinforces the
assigned tasks, especially as concerns deliveries made toward the end of the
planning period. Deliveries are not considered as fulfilled until they cross
the border, which means more pressure for regular fulfillment in production
and sales if we wish to avoid suffering the consequences of possible rush
work to produce supplies for the market. Despite the ensuing problems, the
decision is logical and correct because it removes unfair differences in
accounting and, moreover, this method far better reflects the viewpoints of
the national economy in assessing the fulfillment of export tasks. That is
not all. It brings all partners closer and whets their interest in the
fulfillment of their tasks.

As a matter of fact, in our recommendations to the proposals for
intensification of the Set of Measures we were already seeking another change
which has now been introduced in planning and accounting of national economic
results.

According to the regulations of the experiment, economic results (profits or
losses) derived from wholesale prices and from foreign trade (exports or
imports) are combined in the balance of profits for the purpose of
determination of the relations to the state budget and for the purpose of
allocations. Wholesale prices will be further applied for assessment of
exported goods in indicators of receipts, outputs and adjusted value added.
However, in conjunction with the attitude of the superior branch, during
1983 we intend to study an alternative method for assessment of exported
products in current purchase prices valid as of 1 January 1984. Naturally,
this calls for adjustments of the methodology of the plan, accounting and
statistics.

Despite all ensuing complications, I regard this alternative as an important
and vital step toward greater commitment to the efficiency not only of
exports but of the whole process of reproduction. Obviously, this means that
this regulation must not remain on the top, on the level of management of the
VHJ or its enterprises, but must be followed to the moment where the level of
the future export prices is decided several years in advance--in other words,
to scientific-technological development.

The fact is that the creation of price limits and, consequently, also of
wholesale prices is today determined primarily by the level of wholesale
prices and not according to attainable foreign prices, and thus it will be a
very difficult and ineffective effort to convince interested personnel that
the profits for the enterprise and society materialize only from the price
paid for our goods by foreign customers. That also must be the decisive
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criterion of the efficiency of the management and quality of work in the
preproduction stages, no matter whether preferential pricing applies to the
product according to the certificate of first quality or techmnological
progress. ’

Discussions about the standard of the differential indicator will become
redundant, not to mention the disputes between production and foreign trade
about wholesale prices of new products.

Consistent Economic Incentives

The changes in the management of foreign-trade operations concern mainly
economic stimulation of teams and individuals. They follow the new concept
of applying certain indicators as stated above. In this conjunction their
linkage to accumulation of funds at the disposal of the syndicate and the
enterprises will be accentuated, among them also foreign exchange for imports,
which will depend on the fulfillment of the plan for collection of foreign
exchange. From that amount, the bank will calculate the share stipulated by
the plan for imports and add it to a special account of the syndicate. This
account will be debited for fulfilled imports and the unused balance will be
transferred to the following year.

If the plan of foreign-exchange collection falls short of its fulfillment,
the imports of the syndicate will be reduced by the absolute amount of the
uncollected claims; with the exception of justified cases, the claim will be
reduced in the following year by the excess, if any, over the claim adjusted
in this manner. Credits in Czechoslovak currency derived from the interest
earned on the balance of the special account are reflected in wages payable
of the syndicate in accordance with the stipulated method.

Combined profits (from wholesale prices and foreign trade) constitute the
basis for taxation in the sense of pertinent stipulations on financial
management for the VHJ and enterprises according to Ordinance No 61/1980 of
the Collection of Laws issued by the CSSR Government. Disposable profits are
then the source of allocations to the funds of economic incentives which, in
addition, depend on the fulfillment of export indicators, such as the volume,
the differential indicator and collection of foreign exchange for nonsocialist
states.

Wages payable seem to be probably the most sensitive area on which the
experiment focuses. Here we are switching to the single-channel method of
their accumulation by means of the adjusted value added indicator, corrected
by a part of thedifference (its extent will be determined by superior
authorities) between the planned and actual foreign-exchange collection for
exports to nonsocialist states and furthermore, by the amount corresponding
to 50 percent of preferential prices paid for technically advanced goods and
first-quality products and 4 percent of the receipts in basic wholesale
nonpreferential prices for products included by control in the first-quality
category, or 50 percent of price reductions as penalty for technically
outdated products and third-quality goods. The method of adjustment of the
decisive indicator is based, among other things, on the fact that price
incentives (preferential pricing and penal price reduction on all titles) no
longer apply for exported products.
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As compared with the method applied thus far, several changes have been made
here. 1In terms of incentives to promote export, sales categories cease to be
merely an indicator determining potential application of relative conversion
in case of overfulfillment of the plan of adjusted value added. Instead, for
example, collections for exports to nonsocialist states have become in essence
a part of the determining indicator and, thus, the failure to fulfill it may
not only prevent potential conversion of wages payable in case of
overfulfillment of adjusted value added, but also reduce its accumulation. of
course, overfulfillment of the collection plan may lead, on the other hand,

to higher accumulation of wages payable both during the creation of the plan
at a 1:1 ratio and to a lesser extent, during its implementation with the
application of the reducing coefficient determined by superior authorities.

Naturally, a closer linkage of wage control with the fulfillment of export
tasks must also be reflected in personal economic incentives, not only
indirectly, in the form of disposable funds in the basic and flexible component
of workers wages, but primarily directly, in appropriate wage forms. It

seems necessary to expand the ranks of employees interested in the fulfillment
of export tasks so that they are not confined to employees of trade sectors
alone.

The fulfillment of this objective is a complex task especially for workers in
the preproduction states which affect to a major degree the acceptance or
nonacceptance of goods in sophisticated foreign markets. The problem stems
from the lapse of time between the development of new products and their
actual production. It may be difficult to apply the global indicator of
export or collection to encourage the interest of the researchers and
developers. Therefore, when launching a development program, we stipulate
such parameters for new products that meet the requirements of demanding
markets. The achievement of those parameters must guarantee marketability
which is also the target of economic incentives.

Specific Responsibility

New policies for improving the efficiency of foreign economic relations will
surely miss their target if they are not consistently focused on the center

of the syndicate and its organizational units, on the organizational system
and economic regulations. We have a certain advantage because in our
syndicate the organizational groundwork has already been done. Export and
import transactions are conducted by the foreign-trade sector of the syndicate,
which is an independent economic center of the general directorate. The
foreign-trade sector is managed according to the principle of enterprise
subdivision khozrashchet. It has an independent accounting department where
the accounts from the transactions in foreign trade and claims and obligations
of the syndicate are kept independent of domestic tramsactions. In charge of
those operations is the Czechoslovak Bank of Trade, a financial institute with
a branch in Bratislava.

The director of the foreign-trade sector, who is one of the manager-specialists

of the syndicate, was appointed to the office of general director and is
responsible to the minister of foreign trade. He attends regular sessions of
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the collegium of general directors, the council of directors and consultations
for directors of the enterprise where information is directly exchanged and
coordinated with top management executives. The director of the foreign-trade
sector is responsible for the objectives of foreign trade and price policies
stipulated by the Federal Ministry of Foreign Trade, and for observation of
procedures set by that ministry for contracting and conducting foreign-trade
transactions. Furthermore, he is accountable for the fulfillment of foreign-
trade policies of the syndicate in accordance with approved concepts; he is
personally responsible for the marketability of our products in foreign
markets, for the fulfillment of orders, for attention to foreign claims and
for the fulfillment of essential tasks of the state plan, in particular
material exports, collections and foreign-exchange plans.

When we are prepaing specifications of statewide regulations for the
experiment, we are especially concerned about maintaining as much as possible
the linkage and interrelations of economic incentives for the syndicate as a
whole with the incentives for the manufacturing enterprises, in order to
prevent any disproportions in assets accumulated in different ways or even by
mutually contradictory methods. This demand is closely connected inparticular
with reducing foreign claims to the lowest possible levels.

The complexity of this issue stems from the fact that numerous partners in the
syndicate frequently participate in individual commercial transactions and
furthermore, from potential influence of manufacturing enterprises on
payability of foreign claims. Although it is undeniable that their collection
if affected by the technical standard and quality of products, the fulfillment
of delivery terms, availability of service, the supply of spare parts, etc.,
nevertheless, I believe that the foreign-trade sector has the decisive word in
this respect because it chooses its foreign partmers and is responsible for
his integrity and for the whole procedure involving the transfer of
foreign-exchange funds.

In view of that fact and of the limited time for specification and
introduction of the new policies valid as of 1 Januarvy 1983, we put forth a
method according to which collections of foreign exchange from nonsocialist
states will be reflected in the financial situation of the syndicate, up to
the level of the foreign-trade sector; at the same time, the manufacturing
enterprises will be involved in such collections by means of export indicators
in prices quoted as all charges paid, corrected by claims uncollected for
reasons caused by the enterprises, for instance, inferior quality, incomplete
delivery and so on. In spite of that, we adopted a task to test and assess
potential intensifaction of the effect of foreign-exchange collections on

the economy of individual enterprises during 1983, with the proviso that
additional measures based on . its results be adopted as of 1 January 1984.

*

Some risk is involved in every experiment. In our case, for instance, certain

risks emerge from the far more serious effect of several indicators on
economic incentives. Some indicators will have to be thought through and

definitely resolved.
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It seems, however, that the greatest risk stems from the situation in the
fulfillment of exports to nonsocialist countries. General crises in those
countries and the stepped-up discriminatory policies against socialist states
have raised the demands of the plan precisely at the moment when we shall be
conducting experimental tests of our new policies. For that reasonm, they must
be accompanied by a whole series of objective measures in technological
development, in the production and commercial area in order to meet the
demanding tasks of the plan. That is the only way that will enable us in the
future to make a positive assessment of the effect produced by the new policy.
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CZECHOSLOVAKIA

DISCUSSION ON MEASURING WORTH OF ENTERPRISE CONTINUES
Prague HOSPODARSKE NOVINY in Czech 1 Apr 83 p 5

[Article by Doc Milos Cermak, CSc.: '"How to Measure the Worth of an
Enterprise? The Key Question Is the Price"]

[Text] Compared to the existing practice, the topics in the article "We Know
the Objective, We Are Looking for Criteria" are no doubt advanced. However,
I fear that they will not be able to bring about a fundamental change to
intensification of our economy by themselves.

Discussion

A transition from an extensive to an intensive development is a very complex
process which is becoming ever more topical. The basic weakness in the
current approach lies in the oversimplification and superficiality in answer-
ing the decisive questions. The complexity and the standardized approach to
planned management is generally recognized but its deeper understanding is
not that simple. A solution is being sought in incomplete questions and also
in symptomatic forms without a deeper analysis of its economic basis and
mutual interactions. . '

As shown by our long-term experiences with inventories, for instance, it is
impossible to achieve a positive reversal by applying only an administrative

or a partial economic solution. Such solutions have led to a limited
reduction in production inventories but have not prevented their disproportion-
ate growth because the measures taken in a given period were only directed at
the effects without solving any of the causes.

To improve the economic mechanism means, above all, to reconcile the economic
interests of the socialist producers with the interests of the society. The
conflicts of interest have, in the present stage of socialism, an objective
material basis which a moral incentive alone cannot solve. The moral
motivation is ineffective if the economic incentives promote the enterprise
interests at a detriment to the society. If, however, the economic incentives
influence the enterprise to act in consonance with the interests of society,
then the moral incentive multiplies these effects.
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It is not by accident that in improving their economic mechanism, all
socialist countries stress that "what is good for the society has to be good
for the individual enterprise." This principle applies not only to the entire
economic mechanism, i.e., its principal economic elements, such as planning,
khozraschet [cost accountingl, and organizational structure, but also to all
the other elements which make the economy work, such as forces of a political,
social and legal character. And therein we need to look for the basis of a
comprehensive approach toward improving the economic tools which is, of
course, a complicated problem.

The present stage of transition from extensive to intensive development of
the economy demands substantially new approaches to problems of economic
mechanism as a whole, but above all, of its decisive economic elements.
Therein I see the contribution of Doc Vladimir Kyzlink's article which within
the framework of planned management, tries to analyze the possibility of a
more effective utilization of the money-to-market relations and the law of
value.

As to the plan problematic, the argument of Doc Vliadimir Kyzlink that: "In

a socialistic economy, the only criterian for measuring the contribution of

an organization to the task of increasing quality and efficiency must be

plan fulfillment," seems to me to be too categorical. It is also inconsistent
with his views of the economic mechanism when, for instance, he claims that:
"The basic indicator through which the central authorities would influence

the activity of the organizations would have to be profit."

It is true that even today we meet with the prejudiced opinions of some
officials of the central sphere who consider efficiency and plan to be the
same. The question arises, what happens when the plan, as the result of our
subjective activity, is wrong as, for instance, was the case with the
unrealistic Third 5-Year Plan? A federal plan is undisputably the basic
instrument for the management of a socialist economy. Only such a plan can
ensure the effectiveness of the national economic structure.

However, planning is a subjective activity which is dependent on a number of
factors, also of a subjective character and, therefore, mistakes cannot be
completely eliminated. Moreover, an effective fulfillment of these plans
depends mostly on the initiative and capabilities of the socialistically
organized producers—-from the worker and foreman to the top plant or VHIJ.

I fully agree with Doc Vladimir Kyzlink's view that price, profit, and return
on investment together with a system of individual and enterpise economic
incentives are the most important economic tools and measurements. An
especially important question is the formation and effects of wholesale
prices. The function and effect of other. economic instruments, which are
included in the price even though they have a certain relative independence,
depend on its [the wholesale price] quality. In order to fulfill. its
function as an indicator of management efficiency of the individual economic
units, it must include the socially necessary labor costs--its value.
Already its composition, which originated in conditions of extensive
development, contradicts this principle. On the average, the wholesale

29




price is set below its value. This way the amount and structure of production
and distribution costs are affected because industries purchase their
production materials at wholesale prices.

I also agree with Doc Vladimir Kyzlink about the need for uniformity and
maximum objectivity in pricing in relation to world prices. Price differenti-
ation which takes into consideration the different plant conditions leads for
the most part to a conservation of antiquated methods and does not favor
innovations in enterprises. A transition to world prices is certainly a
complex and long-term process. Yet, I think it can be achieved. For a stated
time, the individual enterprises would be accorded constant price subsidies
and thus it would be clear by how much their individual worth differs from
the social costs of labor. At the same time, it would be important to provide
incentives for a gradual erosion of this difference.

Prices diverge from value both up and down. This movement could be made into
a much more efficient and flexible management tool. Not only to project the
world market prices into our own production costs but also to utilize the

price movements in foreign trade an an incentive for the enterprises to become

interested in a competitive selling of their goods. This would provide a
stronger motivation for the enterprises to introduce new and better quality

goods and spare parts, improvement of services, etc.
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HUNGARY

COUNCIL OF MINISTERS APPROVES DISSOLUTION OF CSEPEL TRUST
Budapest FIGYELO in Hungarian 7 Apr 83 p 2

[Text] 1., a) The Council of Ministers approves the dissolution of the
Iron and Metal Works of the Csepel Trust as of 30 June 1983.

b) The Minister of Industry converts the companies and certain institutions
under the direction of the Trust into independent companies with full powers
functioning under the supervision of the Ministry. The Council of Ministers
acknowledges that certain companies shall continue their activities in the
form of collective companies.

c) The Ministers Qf Industry appoints the directors of the independent
companies and exercises the employer's rights related to directors.

2. The Council of Ministers establishes, as of 1 July 1983, on the basis
of (2) of paragraph 53 of Law VI of 1977 concerning national companies:

a) A Council of Directors of the Csepel Works (Council of Directors);

and
b) An Industrial Center of the Csepel Works (Industrial Center).

3. The members of the Council of Directors are: the president of the
Industrial Center and the directors of the independent companies. The
president of the Council of Directors is the President of the Indus-
trial Center. '

The Council of Directors decides on:

- Common infrastructural improvements;

- Utilization of company territories for investment programs of expan-
sion; '

- Reconciliation of internal or external strategies in case of collective
marketing of the companies and common tasks of international coopera-
tion;

-~ The conditions of the use of a common trade name, and the tasks of
merchandise and firm advertisement of common interest;

- The organizational and functional system of the Industrial Center.
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The Council of Directors will determine its own system of activity,
including that of decisionmaking, subject to approval by the Minister of
Industry.

4.

The Industrial Center is a corporate body, and the president is its chief

executive officer.

In matters belonging to the jurisdiction of the Council of Directors,
the Industrial Center examines and analyzes the problems of economic

interdependence for the Council and takes care of all work concerning
preparation, organization and coordination related to the activities

of the Council of Directors.

The Minister of Industry establishes the fundamental rules of the
Industrial Center, thus determining its tasks.

Employer's rights concerning the president of the Industrial Center rest

with the Minister of Industry.

The quota of staffing and the system of management of the Industrial
Center is determined by the Minister of Industry.

The Industrial Center's maintenance expenses are borne by the companies,
according to a proportional system determined by the Council of
Directors.

5. The Minister of Industry, in cooperation with the concerned cabinet
ministers (and directors of organizations of national significance), is
responsible for the execution of the tasks related to the modernization
of the organization and leadership of the Csepel Works.

6. This decision takes effect on the day of its proclamation.
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HUNGARY

ENTERPRISE BALANCE SHEETS REVEAL PROBLEMS

Analysis of Financial Woes

Budapest FIGYELO in Hungarian 21 Apr 83 p 4
[Article by Mrs Janos Urban: "In A Difficult Financial Situation"]

[Text] It is a regularly recurring task of the Finance Ministry's Control
Department to prepare a report about those economic operators which are in
difficult financial situations--which operated at a loss, lack distribution
funds and are expected to lack development funds next year—-based on the
year-end balance sheets of the enterprises and cooperatives.

Based on the data of the 1982 balance sheets, 77 enterprises and coopera-
tives® can be considered to be in a difficult financial situation. of
these 77 economic operators:

—-Seven have losses and lack distribution and development funds,

--Six units have losses and lack distribution funds,

—--Five economic operators have losses and lack development funds,
—-Twenty-two enterprises and cooperatives have losses "only,"

—-Five economic operators lack distribution and development funds,
—-Nineteen "only" lack distribution funds, and

—-Thirteen "only" lack development funds.

Reasons for the Losses

The number of economic operators finding themselves in a difficult situation
is very high--compared not only with last year but also with the last
decade. The national economy's incressingly difficult situation is
demonstrably reflected in this.

Not only the number of economic operators had gotten into difficult

financial situations but also the amount of financial shortage were the
highest in 1982. Of the 77 economic operators, 43 are industrial enterprises
or cooperatives, and 91.5 percent of the shortage shown was concentrated
here,

*Without trust headquarters, trust member enterprises, agricultural coopera-
tives public works associations of a local character and savings associations.
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Development of the number of units in a difficult financial
situation, and the amount of the shortage, in the last five years

Years Number of units with Anount of loss
losses or lack of funds or lack of funds
' billion forints)

1978 43 1.2
1979 - 42 1.1
1980 35 0.8
1981 34 7.5
1982 77 10.4

There were 5.5 billion forints of loss in the national economy as a whole in
1982—--without the water works associations of local character and the

savings associations--0.7 billion forints (14.2 percent) more than in the
previous year. Of the losses, 2.8 billion forints are losses of a technical
nature at the 11 trust centers and trust member enterprises, 0.7 billion
forints of loss occurred at 86 economic operators of agriculture and forestry
management and 2 billion forints of loss were generated at 40--other than
agricultural--independent enterprises and cooperatives.

In the nonagricultural branches the number of economic operating enterprises
and cooperatives operating in the red doubled compared with the previous
year, and the amount of the loss increased more than one and a half times.
This increase in the amount of loss was caused by losses at a few '"large
economic operators." One year earlier, losses exceeded 100 million forints
at 2 economic operators, while they did so at 6 in 1982. The number of
economic operators--seven—--repeatedly in the red, is also higher than last
year. Losses for three of them further increased as a result of defective
implementation of last year's plans of action, while at four enterprises

the measures during the year decreased the losses but the decrease of losses
reached and even exceeded the planned losses only at the Heves Megye's State
Construction Industrial Enterprise.

The factor that caused losses most frequently is decrease of production.
Increased costs are seen at almost all economic operating units with losses.
But we must think not only of those cost items (raw materials, energy,
banking costs, etc.), the increase of which affected all the economic
operators in the national economy, but rather of the costs of those new
facilities which operated at low levels of utilization of their capacities;
the payment of wages without performance; the costs of quality rejects and
other quality problems; car standby fees, punitive interest rates, forfei-
tures, late payments and interests, all of which increased. All these are
items which cut into the profits and which at the same time qualify the
economic operation. '

Shortcomings in management and in production organization, production control

and laxness in work discipline as well as the lack of planning in sales
also contributed to operating in the red.
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Lack of Funds

Last year, a 111.3 million-forint shortage of distribution funds developed

at 37 economic operators. The number of operators with lack of funds in-
creased more than fivefold, while the amount of funds lacking doubled. At

13 economic operators the lack of distribution funds was related to operating
at a loss, while at the other units it was related to decreased profits.

The situation of the economic operators was made more difficult by the
central measures taken during the year which also affected the rules of wage
management. One of these prohibited the use of the reserve fund for supple-
menting the distribution fund in a case where the fund shortage occurred due
to wage improvement payments [made to the budget, i.e., taxes on raises.]
Thus, 10 economic operators developed a lack of distribution funds in spite
of the fact that they have reserve funds in excess of the amount of the
shortage.

For economic operators with distribution fund shortages the extent of
increase in wage level is generally small. For one-third of them, it does
not reach three percent, and for another third it is between three and five
percent. But there were exceptions, and for five economic operators—-the
Szeghalom Construction Industrial KV [expansion unknown], the Hungarian
Communication Technology Association, the Nograd Megye AEV [State Construc-
tion Enterprise], the Heves Megye AEV and the Bridge Construction Enter-
prise--wage increases were well above average (between 8.1 and 16.0 percent) .
Almost every one of these are construction industrial economic operators
and three of them not only lacked distribution funds but also are operating
in the red.

For 30 units of the national economy's enterprises and cooperatives, the
development resources which are formed from profits and supplemented in case
of need from the reserve fund as well as formed in other ways will not be
sufficient to cover the obligations of the development fund. The shortage
is 8.3 billion forints, 2.1 billion forints more than in the previous year.
Some 80 percent of this is concentrated at 2 economic operators--Csepel
Iron and Metal Works and United Incandescent. The increase in the number
of economic operators expected to have shortages in their development funds
(nearly twice that of the 1981 figure) indicates that the differentiation
among the economic operating units has also increased from the viewpoint of
development resources.

The cause of the fund shortages is the obligation to repay the large number
of loans taken out in previous years. At seven enterprises the obligation
to replenish their revolving funds also contributed to the shortage of
finances. Some factories and factory units which became independent during
the course of reorganization of the large enterprises and trusts inherited
obligations of such an extent that their development funds--usually repay-
ments of loans--for the coverage of which they do not have the necessary
resources were burdened.
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The Method for Putting Things in Order

Of the 40 economic operators operating in the red, 29 can handle their
losses from their own resources. Intervention is needed at 11 enterprises
and cooperatives, and at these the loss after drawing in their own resources
is 0.6 billion forints. At several economic operators the opportunity will
open up for putting their distribution fund shortages in order after the
1983 profits are disbributed. For some of the economic operators the
supervisory organs will make decisions about the methods for putting their
fund shortages into order, within the framework of salvage procedures.

At more than half of the economic operators with development fund shortages—-
mainly at the smaller economic operators——the lack of resources can be
considered temporary. For another portion of the economic operators, the
excessive amounts of indebtedness can be eliminated only over the longer
range. Loan reschedulings repeated each year will not solve their problems.

Greater Number Involved

Budapest NEPSZABADSAG in Hungarian 19 Apr 83 p 4
[Article by K. B.: '"More Enterprises Are in a Difficult Situation']

[Text] Last year——as a result of the effects of the world market and of the
stricter economic operating requirements-—-the financial situation of the
enterprises and cooperatives became differentiated to a greater extent than
before. As a result of this, a total loss of 5.5 billion forints was
generated at the enterprises and cooperatives which operated in the red, and
this is 14.2 percent more than in the previous year. The number of economic
operating units operating in the red or with a shortage of funds decreased
in agriculture, but the amount of financial shortage here also increased

by seven percent. A total of 108 agricultural cooperatives closed the year
with losses, and at 62 of them the financial shortage will have to be
alleviated by central means.

The number of economic operators operating in the red has doubled in industry
in comparison with the previous year, and the amount of losses has increased
more than one and a half times. The increase in the amount of losses was
caused by a few major enterprises going into the red. (In 1981 2 economic
operators had losses in excess of 100 million forints, but last year 6 of
them had such losses.) The number of those who are in the red again has

also increased.

Ninety percent of the losses are concentrated at 15 industrial enterprises
supervised by ministries. One-half of the economic operators in the red in
the construction industry are also supervised by ministries. The number

of economic operators in the red has also doubled at the council-supervised
enterprises, but the amount of losses decreased from 70 million forints to
20 million forints.

According to the analysis done by the Control Department of the Ministry of
Finance, the most frequent reasons for developing losses are decrease of
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production, changes in the market demand as well as increased costs and, in
general, slow response to the changing economic environment. The short- -
comings of management and production organization are also contributing
significantly to the losses at some enterprises. Of the above 40 enter-
prises and cooperatives in the red, 29 can put their financial situations
into order with their own resources, self-liquidation or mergers may take
place at 4. It is justified to perform the salvaging procedure at 3 of the
economic operators, while it is expected that the government will make the
decision about the future financial organization of 3 significant enterprises.

The financial difficulties are illustrated by the fact that the number of
enterprises with distribution fund shortages increased more than fivefold
last year, and the amount of the shortage has doubled. Based on the enter-
prise balance sheets, it is expected that this year 30 enterprises and
cooperatives will be struggling with development fund shortages. Compared
with last year, their number increased by 12, and the shortage is 1.2
billion forints higher than last year. This is the first time for 23 enter-
prises in such a difficult situation. But there are also seven enterprises
in this group which for years have been unable to reestablish their financial
equilibria, and their economic operations continue to fail to ensure the
formation of financial funds necessary to cover their obligatioms.

It must also be noted that these financial difficulties are not appearing
one at a time at the economic operators but in groups in some cases. If we
"filter" these out, then 77 enterprises and cooperatives are qualified as
being in a difficult financial situation, compared with 34 economic operators
last year. It has not happened in a decade that the number of economic
operators with losses and with a shortage of funds was so high.
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HUNGARY

TECHNICAL DEVELOPMENT FUND POLICY FOUND DEBATABLE
Budapest NEPSZABADSAG in Hungarian 14 Apr 83 p 3

[Interview with Bela Rabi, state secretary of industry, by Mihaly Tamas:
"Better Results from Less Money"]

[Text] Today, when the growth of national economies has slowed down, it

can be observed that technological development has received greater impetus
all over the world, Developed industrial countries try to decrease pro-
duction costs with new materials, products and technologies. What is the
situation in this country? We asked State Secretary Bela Rabi, first deputy
minister of industry, about this,

[Question] In your opinion, with what degree of efficiency are domestic
enterprises using the technological development monies?

[Answer] The way I see it, the great majority of them are managing them
well, As a result of economic pressure and of the central measures, tech-
nological development funds have in recent times become rather tough money.
The regulatory system which went into effect at the beginning of this year
has fundamentally changed the method of forming funds. The technical
development funds formed according to specified keys remained only in the
machine industry and chemical industry taken in the broader sense. In the
remainder of industry the enterprises (even the council-operated and
cooperative enterprises) decide for themselves whether they will form a
technical development fund, and if so, how much they will put into it. This
measure places greater responsibility on the enterprises than before. Now
it depends on them not to sacrifice tomorrow's technological level in the
interest of short-term savings. '

Unused Sums

[Question] As far as I know, last year the unused technical development
funds that the enterprises had continued to increase. This is strange also
because in the meantime we hear it all over the country that they cannot

keep up with their foreign competitors due to the lack of money.

[Answer] From 1981 to the end of 1982 the unused technical development funds
on record did in fact increase in industry by about 2 billion forints,
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However, one must be careful not to draw incorrect conclusions from this.

A more thorough analysis shows that some enterprises have been intention~-
ally saving their money for years for the purpose of some larger developments.
This is how the testing track of the Raba Hungarian Railroad Car and Machine
Factory will be built, at a cost of over half a billion. It will serve
several enterprises. The new research base of the Biogal Pharmaceutical
Factory, which is indispensable to modern pharmaceutical research, will also
be built this way. I am not saying by this that there is no lack of planning
and a management with a lack of ideas behind the remaining funds at times.

[Question] Could you give an example also of this?

[Answer] Due to the lack of a unified concept, the press industry has been
“unable to make use of its financial tools for years. There have also been
examples when due to the poor innovative ability of enterprise management,
we had to make the decision of replacing some managers, This is what
happened, for example, in the case of the Peremarton Chemical Enterprise.
Not all enterprises are able to keep up the same way with the increasing
requirements. In such cases the Ministry of Industry conducts an investiga-
tion and if the circumstances justify it, naturally it will help the enter-
prise over the critical point., But basically the development of enter-
prising ability and an increase of self-motivated activity are needed.

[Question] I would like it if you also mentioned a few enterprises where in
the judgment of the Ministry the technological development work is outstand-
ingly good.

[Answer] The comparison is very difficult. Many viewpoints must be taken
into consideration, overall evaluation has to be made, only enterprises with
similar conditions can be compared, etc. And yet, watching the economic
operation of the enterprises over a longer time, a certain picture develops.
In our opinion technical development is very good at Medicor [Medical X-Ray
Equipment Enterprise]. This enterprise does not try to be self-sufficient
in development; rather it is taking advantage of the benefits of organized
cooperation. Between 1975 and 1980 they put 165 new products on the market,
and these have also gained recognition in the developed industrial countries.
Or I could mention the Industrial Instruments Factory which has developed
links of close cooperation with enterprises making similar products in the
CEMA as well as in the capitalist countries and which has solved the problem
of producing a series of components and subassemblies considered to be scarce.
The United Pharmaceuticals Factory has developed two new plant protection
chemicals, which are considered novelties even in worldwide respects. In
light industry the technological development activity of Graboplast is
exemplary. Its products are stylish, inventive and in demand. The enter-
prise's product structure is almost completely renewed every 3 or 4 years.
Fortunately, there are several other good examples also, since I could
analyze the same way the results of the Flax Spinning and Weaving Industrial
Enterprise, the Machine Tool Industrial Works, the Kobanya Pharmaceutical
Products Factory or the Danuvia Central Tool and Equipment Factory.

[Question] The central organs, including the Ministry of Industry, are the
subject of many complaints and much criticism because of the use of the
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centralized technological development funds. Many people do not consider
investment of the money sufficiently circumspect and successful. What is
your opinion about this?

[Answer] When I look back at the earlier years, I see that there was a
better basis for this conclusion at that time. It is not so true today.
Earlier the ministries supported the various enterprise initiatives from the
centralized technological development fund, even though they were not always
convinced about the success of these. The topics included in the national
medium-range research and development plan were also financed from this fund,
where there was even less control. Then came 1975-1976, when the conditions
began to become more strict, and this became even more so with the creation
of the Ministry of Industry. Since then, the centralized monies served to
implement the central technological development policy. We had to terminate
the approach that the chemical industry, the leather industry, etc. have
toward budgets which have to be returned to where they were generated. There
are no longer any branch industry budgets; we spend the money where it pro-
duces the greatest profit. This approach was already implemented in 1982.
We have also eliminated the practice of the enterprises being able to obtain
development monies from the centralized technological development fund with-
out any restrictions and obligations. Today we are awarding 60 percent of
the money on the basis of contracts and specify what results the enterprise
is to achieve. Besides this the enterprise is also required to contribute
its own money to the development fund. Thus, financing is a joint project.
This method has led us to the point where in recent months we have created
an industrial innovation fund. We intend this to be an experiment, and if
it works out, our efforts will be that as large a portion of the centralized
technological development fund as possible should reach the industry through
this bank-like organization.

Compulsion and Recognition

[Question] If we do not want to fall even further behind in international
competition, we should use the time of the currently prevailing economic
stagnation and slow growth for the vigorous rejuvenation of industry and
technology, as the developed industrial countries are doing. Instead, we
are only maintaining our position in this country. Do you agree with this
line of thought?

[Answer] I agree completely., We must use the recession to prepare for the
business boom. And we can achieve this by research which produces results
not merely intended for the desk drawer. It is not enough to go to the
edge of development; something should also finally be done with technology.
Unfortunately, this is made more difficult by our money shortage. In 1981
the Ministry of Industry's centralized technological development fund was
2.604 billion forints. Last year this amount decreased; then this year it
shrank to 1.274 billion.

[Question] "If the enterprises are not compelled by their own conditions
and interests to technological development, directives cannot do so." I
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read this in a presentation. My question is: in your opinion, to what
extent do today's circumstances provide compulsion?

[Answer] The circumstances do compel. The only question is how well the
enterprise's management recognizes it and how fast it reacts. Thus the
essence of the question is to be sought in the conceptualization, the
ability to react and--with a stylish expression--the creativity of management.
It is a different question whether the enterprises living in terms of short-
range interests are dealing with technological development which lays down
the foundations for longer-range growth. There are good examples for this
(for example, the pharmaceutical industry, the electronics industry and part
of the machine industry), but there are also examples to the countrary. I
think, in addition to letting the independence of enterprises develop, we
must also seek those methods which strengthen the long-range interests of
the enterprises.

[Question] It can be observed at some enterprises that they equate and con-
fuse technological development with the purchase of machinery. This can be
seen clearly if we examine the use of the sums earmarked in the national
medium-range research and development plan from the viewpoint of how much

of this they intend to spend on research and development and how much on
purchasing machinery (for example, in the area of preshaping, automation

or tool manufacture). It would be good to change this attitude. What is
Comrade State Secretary's opinion?

[Answer] We have been dragging around the problem of confusing the MUFA
[Technological Development Fund] with investment money for years. We try

to supplement the hard-to-obtain investment loans with technological develop-
ment monies, which are easier to get. Of course, it must also be seen that
there is no research without equipment. But when the equipment becomes
dominating and exclusive and development stops, naturally one has to inter-
vene.

[Question] Enterprise managers and directors of engineering are saying that
they are not receiving enough assistance from the research institutions to
develop competitive products, that is, to increase the export merchandise
base. They complain mainly about two things. One: development takes too
much time, and they are late on the market because of this. The other:

most of the time they are left alone when the new products have to be
shepherded from prototype to mass production. In your opinion, how can this
be changed?

[Answer] It is true that the research institutions in many areas today are
not yet performing sufficient production and market-oriented activities. But
we have already recognized this problem earlier and taken several steps

aimed at bringing production and research into a close unit. This is served,
among other things, by an earlier decision of the Scientific Policy
Commission, according to which one half of the industrial research institu-
tions have been converted to technological development enterprises or have
become the joint research institutions for several enterprises. The
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industrial research institutions operating in the enterprise economic opera-
tion system performed about 75 percent of their work in 1981 on the basis of
assignments by the enterprises. But even today the preparedness and
personnel makeup of some of the institutions is not of the kind that they
would be able to provide appropriate assistance to the introduction of re-
search results at the plants. Hopefully, the forms of cooperation which will
also cover the joint acceptance of risks and the fact that the research
institutions will increasingly share in the profits of the enterprises will
also change this. By the way, a decided excitement has been experienced
recently in the contacts between the two parties, especially in actions aimed
at substituting for imports.

[Question] What information does the Ministry of Industry furnish to the
enterprises to enable them to make decisions about technological development
questions in accord with (in the spirit of) the long-range ideas of indus-
trial management?

[Answer] 1In addition to the regularly held information sessions for managers,
we provide information in the debates concerning the development strategy

of an industrial branch or major enterprise. We hold consultation meetings
when the annual and the medium-range plans are prepared. But the supervisory
committees as well as the various trade publications such as, for example,

the Ministry's magazine, IPARI SZEMLE [INDUSTRIAL REVIEW], provide orienta-
tion to enterprise management.

[Question] Many people criticize that the import duties on modern technology
are higher than average. It would be reasonable to change this. Has the
Ministry of Industry made such a suggestion?

[Answer] We do not agree with the high import duties on modern technology
and on imports that bear new technological information. We consider the
changes necessary. We have initiated a solution to this question within the
framework of the comprehensive modernization of economic management.

[Question] If we do not have enough money for technological development,
then we should make better use of the least costly sources of information.
But it seems that the opposite of this is taking place! The enterprises

are no longer allowed not to finance by themselves the learning trips to the
socialist countries, and the purchase of foreign trade magazines has also
been limited, cut back. Many people doubt that this was a reasonable step
of savings. Do you agree with this? :

[Answer] I am glad that you brought up this question because I consider it
important that the economic difficulties not lead to measures that have not
been thoroughly considered. We have initiated steps regarding the new system
of trips abroad and reinstating the acquisition of trade magazines to the
justified level. And beyond this we have requested that imports of spare
parts for equipment needed for research and development not be limited
administratively.
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The Excessive Number of Programs Has a Fractioning Effect

[Question] How well can the Ministry of Industry implement the unified
industrial policy ideas, or in another word, how well can it coordinate the
technological development activities of the enterprises? Opinions are heard
rather often nowadays that even though there are central programs, we are
not using the available money in a sufficiently centralized manner. Instead,
unnecessary and senseless competition exists in a number of areas. What is
your opinion about this?

[Answer] It is rather difficult for us to implement our industrial policy
considerations in the area of technological development. There are several
reasons for this, The more difficult economic conditions have a role in
this, and the basically short-range interests of the enterprises also exert

a contrary effect. Besides this, we have not yet been able really to develop
the new and more effective methods and systems of technological develop-
ment in the Ministry. We also consider the number of central development
programs selected too high. Maintaining this can lead to scattered resources
and the development of unhealthy competitive situations. We have therefore
proposed a decrease in the number of programs, for the more expedient and
selective use of the existing means. But in the present world economic
situation it is not easy to outline correctly the possible development paths
of the national economy--and from this it follows that defining the main
directions of technological development is also not a simple matter.
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MINISTRY OFFICIAL DISCUSSES TRADE WITH WESTERN COUNTRIES
Warsaw SZTANDAR MLODYCH in Polish 19 Apr 83 pp 1, 3

[Interview with Antoni Karas, Ministry of Foreignm Trade undersecretary of
state, by Jacek Swidzinski]

[Text] [Question] Minister, we have suffered a serious setback in our
trade with western countries. How does it manifest itself, and what are
its causes?

[Answer] Our trade with western countries is one of the crucial elements
involved in our nation's economic crisis. The first indications of
regression appeared as far back as the beginning of the mid-1970s.
Currently, in our trade with western nations we are dealing with a type
of stratification of negative phenomena of recent or longstanding origin.
I would like to present their general structure.

Our accepted developmental strategy in the 1970s, presumed that the
tremendous growth of credit investments from these nations would result
in the dynamic growth of our exports, allowing for the periodic repayment
of the accrued debt, and the continuation of a stable and growing trade.
Trade with the western nations, however, assumed a shape incompatible
with these assumptions.

In truth, our exports grew up until 1980, but the growth rate was too
weak. During the entire last decade we imported each year more than we
exported, in practice. This occurred despite the fact that since 1977,
import growth from these nations was checked and even decreased.

Our export earnings were not sufficient for debt repayment, nor for
satisfying the economy's needs for imported goods. The development of
the Polish economy appeared to be very import-intensive. At the sametime,
agricultural problems of the mid-1970s forced us to appropriate a major
portion of our export earnings for fodder and grain purchases, while not
resulting in any actual production or export gains.

In this situation we were continuously running up new debts, allocated in

the majority of cases not for investment purposes but for subsidizing
domestic production and consumption. They were granted on a short-term
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basis and at high interest,'éhd this quickly encoumbered our balance of
payments. As a result, an increasingly small portion of our hard currency
earnings from exports was available for imports, and had to be allocated
for debt repayment. At the beginning of the 1980's, our ability to import
on the basis of our export earnings was almost entirely eliminated.

Between 1980 and 1981, we were in no position to regulate our payments.

In April 1981, we negotiated the rescheduling of the loans falling due this
year with our principal creditors. Our trade crisis with the West
accelerated in 1981. The lack of sociopolitical stability seriously
intensified the economic difficulties. Western clients began to turn

their backs on Polish partners, and failed to guarantee deliveries of
goods. The decreased export of coal to the West, however, had the most
intense impact. The internal situation in our nation also had an unfavorable
effect on our financial dealings. In 1981, Polish imports and exports with
the West declined by approximately 25 percent.

It should be stressed that the loss of every export dollar, or a delay in
obtaining precludes or delays needed imports, on the basis of feedback,
and brings about adverse results in export production.

The year 1982 signaled the beginning of the rebuilding process of our
economic situation, to which the NATO countries responded with the well-
known politically-based economic sanctions, and isolated us from our
international financial sources. Thanks to a growth in coal extraction,
we were able to slowdown the falling exports to the West, which were 1.2
percent lower than in 1981. Because of the economic sanctions and the
continued insufficient exports, imports from these nations fell by an
additional 25 percent. Nonetheless, we achieved a small trade balance
surplus with the West for the first time since the beginning of the 70's.

[Question] What in your opinion will our trade with the West be like by
19857

[Answer] This will depend upon a series of factors, some indeterminate.
Growth of exports to the West is essential for us to overcome the currency
barrier, which limits our imports from these nations and therefore our
production. The regulation of our payment problems will be of cardinal
importance in our trade with the West. We cannot, in any case, agree to
have the amount of repayment paralyze our economy, and impair the principles
guiding our national existence. Deputy Premier Janusz Obodowski spoke
about this recently in a PAP interview. 'This is also.in the interest of
our western economic partners. They cannot expect rapid debt repayment,
and at the same time try and consciously prevent us from regaining our
national economic balance. N

Insofar as production potentlal is concerned, we possess the prerequisites
to achieve or surpass in 1985 and 1980 levels of exports to the western
nations. This, however, depends largely upon our dynamic export production
in ‘all sectors of the economy. '
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[Question]  In the near future, in what direction should our trade with
the West develop?

[Answer] Basic raw materials such as coal, sulfur, and copper will continue
to play a significant role. It is necessary, however, for us to rapidly
mkae up our export losses in the processing industries, especially in the
electromachinery sector. In the immediate future, this should become the
proverbial locomotive which will direct our export production. Specifically,
we must perfect licensed production, and develop our own technical
solutions. We must utilize all means of export production, wherever

they may be found. We must break out of thevicious cycle of insufficient
imports, exports, and production, by not neglecting our opportunities

for manufacturing effective exports. I believe that despite supply
problems, we still possess the production capabilities. We support them
with an important instrument, the hard currency allocations from our export
earnings which are to be used for the needs of the producers and for
exporters. We must seek out opportunities for increasing our exports,
especially in places where unutilized production capabilities are evident.
This is also a matter of social concern in light of the factory economic
cost, the problems concerning work done on the site, etc. I believe that
the economization program should allow for the increase in exports in all
fields, especially in the raw materials and other materials sectors.

Industrial cooperation plays a decidedly insufficient role in our relations

with our western partners. In recent years, we have observed its deteriora-
tion. I believe that this form of trade will flourish under economic

reform conditions . and the resulting factory self-management opportunities.

It is worthwhile to note that a major portion of the industrial goods
trade between the western nations consists of spare parts and production
components.

In the case of imports, it will have to be limited to the most essential
needs. I wish to underline that the slogan '"we will feed ourselves," is
currently not only a matter of great social significance insofar as the
present and the future of our nation is concerned, but i also represents
the opportunity to decrease our imports and develop our production for
export and agricultural needs.

[Question] Do you believe that our intentions concerning increased exports
to the western nations corresponds with the state of affairs which prevails
among them, and with the appearance of protectionist tendencies?

[Answer] The economic situation in the West is ill-disposed toward us.

I believe, however, that because of Poland's low export levels to the
majority of the western countries, that we continue to have the opportunity
for export growth. For a number of reasons, the current state of affairs
demands adaptation on the part of our manufacturers. In the difficult,

and intense competition which accompanies the recession, it is necessary

to adapt to its specific needs, such as prices, quality, promptness, and
technical services.
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Protectionist tendenc¢ies come about as a result of the recession, and are
often discriminatory towards the socialist nations. In such cases, the
inconsistencies of the capitalist system are manifested. Anyone who can
wants to export. Many domestic manufacturers look unfavorably upon foreign
competition. Despite many protectionist conflicts, the western nations
have up to now succeeded in avoiding total confrontation in the form of a
trade war. Indications of such conflicts have been sporadic up to now.

We must therefore act according to the conditions which exist. The various
protectionist manifestations do not escape our notice. We try to solve
these problems through bilateral agreements, and also through GATT. We
are particularly concerned with counteracting any type of discriminatory
practice which is politically motivated, or has specific economic objec-
tives. We cooperate closely with the socialist nations in this respect.

I believe, however, that our creditors are short-sighted and superficial,
considering our mutual financial relations at this time. If they attempt
to delimint the volume of our access to markets for these or other goods.
An obvious sign of discrimination is the U.S. repeal of Poland's Most
Favored Nation status. It will limit our export sales on this market

by as much as $100,000,000.

[Question] 1In light of the analysis carried out by you concerning our
trade deficits with the West, the question remains, what will the near and
distant future bring for Polish specialized exports?

[Answer] Export specialization is a "driving license" of sorts, in
current international trade. Export represents a permanent element of
technical and economic culture for contemporary society, and as such

must not be a result of chance, good intentions, or improvization.
Specialization should not be decreed or subordinated to academic proposals.
It must be a result of current necessity which comes about from the
economic needs, the status of individual flrms, and a knowledge of foreign
markets. I believe that economic reform brings us closer to this mode

of thinking. I feel, however, that we must establish the economic reform
apparatus which will force our manufacturers to be unable to exist without
exports, despite a large domestic demand.

Inasmuch as reform presents the manufacturer as the most important element
in the inspiration and implementation of specializec exports, it does not
mean that specialized exports would remain outside the widely understood
realm of economic and trade policy. In this respect, the foreign trade
apparatus is an important informational and consultative unit. The economic
administration can and should influence these processes through its
intermediary capabilities.

We must, however, realize that a serious return to spec1allzed export will
necessitate investment of capital. Even so-called "minor modernization"
will not resolve this matter. I believe, that gradually we will have to
renew our investment imports from the West. We must, however, concern
ourselves with developing the system mechanism which will enable us to
carry out a rational specialized economic policy, without infringing upon
enterprise freedom of action.
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‘We must exploit all manifestations of specialized production which exist in
the current economic structure. In spite of a lack of means, we must now
begin to shape our perception of the future, and analyze the variants and
directions for specialization which we will accomplish gradually. Insofar
as goods are concerned, it is not only machinery and industrial goods
which should be considered as specialized productién, but also certain

raw materials, and agricultural-comestible goods. One condition to be
considered would be profitability.

[Question] Won't the dependence on western imports continue to have a
negative influence on our economic situation?

[Answer] Our weakness is not so much the dependence on imports, but the
fact that the size of our exports does not correspond to the import needs
of our economy. I do not mean to say that the structure of our imports
from the West is sound and fulfills our concept of participation in the
international division of labor. I am of the opinion that today the size,
as well as the structure of our import and export trade with the West
should conform with our economic potential. In the future, this potential
must be shaped so as to decrease our dependence on imports from capitalist
countries. I would label the current payments problems which we are
experiencing with respect to imports as a transitional abnormality. Yet
it is a problem which must be seriously resolved, considering the existing
situation. We are trying to achieve an economic policy variant in which
these negative effects will be minimized. In other words, we seek an
alternative for western imports, for which there is a shortage of funds.
We have found a series of such opportunities, especially in the Soviet
Union and in other socialist nations, and to a certain degree in the
developing nations. Here, I would like to stress the role which the
socialist nations particilarly the Soviet Union play in this process.
.From them, we receive additional raw material deliveries over and above
the plan. We have initiated processing using existing Polish processing
capabilities and additional raw material deliveries, the results of

which we share 50-50, - as well as deliveries of indispensable components
which we formerly nmported from the West. We are also initiating the
manufacture of imports substiitute goods.

We must, however, consider that in the uncertain future there may be a
shortage of alternative sources of supply for certain imports from the
capitalist nations. In such cases, it will be necessary to. readapt our
production, even if this would not be the ideal solution. These are the
realities with which we must cope. The economy and society must continue

to function, and cannot come to a halt merely because of a shortage of
western imports. I believe that our western partners should also realize
this. In the near future we may be able to achieve a veritable restructuring
of our forelgn trade, and in many cases it may assume features of stability.

[Question] Are we considering more complex.forms of economic cooperatlon

with the western nations, such as joint ventures, or cooperation in third
country markets? :
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[Answer] The matter of joint ventures, here I'm thinking of major ones,

has been under discussion and consideration for a while. Legal regulation
is needed in this case. Since foreign capital is not guided by charitable
inclinations. We, in turn, must also take our interests into consideratiom.
Discovery of an appropriate formula for the fulfillment of these conditioms
will not be easy, because of the organizational and systemic difference.

The numerous unterminated investments, and the free manufacturing capability
could serve as the potential base for such cooperative efforts. The
specification of a direction or sphere of activity (aside from the legal
regulations), as well as the future economic and financial stabilization of
our nation will be essential for the achievement of this cooperation. Since
foreign capital dislikes uncertainty and risk.

Cooperation in third country markets as a subcontractor for investment
projects being fulfilled by our western partners, chiefly in Third World
nations is not novel, in fact we already have fairly broad experience in
this area. I believe that this represents a promising trend for future
cooperation.

[Question] We've talked only about the present and the near future. What
is your perspective on trade with the West after 19857

[Answer] To a certain degree it will be a projection of trends which will
be shaped within the next 3 years. In spite of the complexity of the
present-day world, I am an optimist and believe that the view will prevail
in the West that there is no alternative to the easing of tensions and
international coexistence. This would be highly advantageous for our
economic and commercial relations with the West.

Also important is the perception of how our western partners view economic
relations with Poland on the average or f