076039
JPRS 82706

21 January 1983

East Europe Report

ECONOMIC AND INDUSTRIAL AFFAIRS

e

FBIS FOREIGN BROADCAST INFORMATION SERVICE

" REPRODUCED BY
NATIONAL TECHNICAL
iNFORMATiON SERVICE

U.S. DEPARTMENT OF COMMERCE
SPR!NGFIELD VA 22161 i




NOTE

JPRS publications contain information primarily from foreign
newspapers, periodicals and books, but also from news agency
transmissions and broadcasts. Materials from foreign-language
sources are translated; those from English-language sources
are transcribed or reprinted, with the original phrasing and
other characteristics retained.

Headlines, editorial reports, and material enclosed in brackets
[] are supplied by JPRS. Processing indicators such as [Text]
or [Excerpt] in the first line of each item, or following the
last line of a brief, indicate how the original information was
processed. Where no processing indicator is given, -the infor-
mation was summarized or extracted.

Unfamiliar names rendered phonetically or transliterated are
enclosed in parentheses. Words or names preceded by a ques-
tion mark and enclosed in parentheses were not clear in the
original but have been supplied as appropriate in context.
Other unattributed parenthetical notes within the body of an
item originate with the source. Times within items are as
given by source.

The contents of this publication in no way represent the poli-
cies, views or attitudes of the U.S. Government.

PROCUREMENT OF PUBLICATIONS

JPRS publications may be ordered from the National Technical
Information Service, Springfield, Virginia 22161. 1In order-
ing, it is recommended that the JPRS number, title, date and
author, if applicable, of publication be cited.

Current JPRS publications are announced in Government Reports
Announcements issued semi-monthly by the National Technical
Information Service, and are listed in the Monthly Catalog of
U.S. Government Publications issued by the Superintendent of
Documents, U.S. Government Printing Office, Washington, D.C.
20402. '

Correspondence pertaining to matters other than procurement
may be addressed to Joint Publications Research Service,
1000 North Glebe Road, Arlington, Virginia 22201.




JPRS 82706

21 January 1983

| EAST EUROPE REPORT
Ecouomxc AND INDUSTRIAL | AFFAIRS

No, 2360
CONTENTS
; CzECHoSLOVAKIA

Pr1ce AdJustments Discussed by Pr1ce Office Official » ' -
(Vaclav Janecek' PLANOVANE HOSPODARSTVI, No 8, 1982) - 1

Selectlon Process for Industr1a1 Management P051tlons Cr1t1C1zed C
(Ed1t0r1a1 PRAVDA, 9 Nov 82) B 13

fGERMAN DEMDCRATIC REPUBLIC

Importance of Cybernetlcs for Economic Strateglc Dlscussed P
(DIE WIRTSCHAFT Varlous dates) .lt.ll..lll..l..l".‘ll‘l ) .‘ 17 '

Greater Flex1b111ty in Planning, by Kelmut Koz101ek ‘
' Mathematical Modeling Advocated, by Wolfgang Lassmann -

HUNGARY

Hungar1an—Yugoslav Trade Relations Descrlbed o o :
(FIGYELO 18 Nov 82) .l..l..‘..l..ll.l...‘.l."..“.l.l'.‘.'.’v...v' “ 27 N

Further Pos31b111t1es of Inst1tut1ona1 Reform Explored '_ T
(LaJOS BOkrOS, FIGYELO 11 NOV 82) ooo-cooaoo.ucoa."c:-coou’»" ., 29

" Economic Difficulties Call for Tlght 1983 Budget e L
(Antal Pongracz, FIGYELO ‘16 Dec 82) ...;...............,.“ 33

"s_POLAND
Inflatlon, Investments, Expendltures V1ewed _ o e :
(ZYCIE GOSPODARCZE, 5 Dec 82) . ....;.......;..g.;;;;..,, -39

-‘ Strugg1e Against Inflatlon, by W1told B1en U
Incomes and Expenditures .
Inflationary Gap

.. Financing Investments
vInvestment Credlts

e ,ff"bi LT - EE f‘64].,01




Pr1nc1pa1 Goals of 1983 Economlc Plan Presented : ; -
(Janusz Obodowskl, "TRYBUNA LUDU varlous dates)_........g, 49

,Nat1ona1 Economic Situation Rev1ewed B oo : S
' (FAKTI i KOMENTARZE 5 ‘Dec 82) - 1

':"Mlnlng Industry Developments Outllned A A . . )
' (ZYCIE GOSPODARCZE 5 Dec 82) .............'.........;;;;A -65 -

55Var1ants of 1983 -85 Economlc Plan Assessed ‘ ' ST
' (AndrzeJ Karplnskl, GOSPODARKA PLANOWA Sep 82) ceeesease 68

Econom1st Analyzes Antl-Monopoly Pollcy T o
(Jan Mujzel; PRZEGLAD TECHNICZNY, 7 Nov 82) PRI 80 .

Transportatlon Viewed as Roadblock to Econom1c Recovery o .
(ZYCIE WARSZAWY 8Dec 82) 0.l.ll.ll..‘.......b.!..l‘. -0 90 .

' ROMANIA'

Cond1t1ons Necessary for Mlcrohydroelectrlc PlantS"‘ S e
' (Romulus Sflchl"ERA SOCIALISTA 20 Jul 82) vivsshesaisiess 92

Relat1onsh1p Between Industry, Agrlculture _ ' Lo
(Tralan Lazar ERA SOCIALISTA 20 Jul 82) ...;.....;.;,;. S99

Problems in 0il Well Maintenance Program D1scussed : Pl
' (V1ctor Murea Interv1ew, SCINTEIA,’ 12 Nov 82) ievesevaeen 104




CZECHOSLOVAKTA

PRICE ADJUSTMENTS DISCUSSED BY PRICE OFFICE OFFICIAL
Prague PLANOVANE HOSPODARSTVI in Czech No 8, 1982 pp 18—26

[Article by Eng Vaclav Janecek, Federal Price Offlce. "On Some Methods ‘of
Streamlining the Price System'; portions within slantllnes in boldface]

[Text] The key goal of economic policy set by the 16th CPCZ Congress is to
maintain and improve the already attained living standard and social securi-
ties of the population in accordance with the results achieved in the
development of the national economy. Due to the increasingly difficult
.external and domestic conditions of economic development, the fulfillment
of this task requires a much more consistent implementation of the long-
term strategy of high production efficiency and quality of all work.

The requirements are known: to carry out effective structural changes; to
make rational use of production potential; to make more economical and more
effective use of all resources, particularly by speeding up and maximum .
application of scientific~technological achievements, and by greater par-
ticipation of our economy in socialist economic integration and inter-
national diviSion of labor. Coping with these tasks calls for changes in
the mechanism of ‘management of the national economy. -This role is per-
formed by the Set of Measures which, among other things, emphasizes and
ensures paying more attention to economic criteria and motivation ‘imgthe
decisionmaking processes in all areas of the planned management system of
the natlonal economy.

Increasing Effect of Priees

The area of prices must also play a positive role. Prices make possible and
simultaneously objectify the valuation of inputs and outputs of processes
taking place at the various levels of the national economy which is the-
essence of measuring the1r economic effectiveness.

/The Set of Méasures asks the price system to intensify its two basic
economic functions: to measure effectiveness and to economically affect
(stimulate) its further increase at the same time. The price system

should provide correct and also demanding criteria, norms, stimuli and’
motives for optimum decisionmaking by management subjects in the economic ©

sphere, and thereby contribute not only to the conservation of all



“production factors, but also to the effective proce351ng of materials used ,
in the production process, to balanced productlon and "’ consumptlon, and also ‘
~affect other related economic phenomena./’ : : ‘

The basic Way of making prices economically more effective is to bring them
closer to the socially necessary cost. A successful solution of funda-
mental material problems of the national economic plan makes it necessary
- for the state, in order to speed up sc1ent1f1c—technolog1ca1 progress, to
increase economi¢ pressure on reducing costs, to ensure planned harmony
between resources and needs, and so on, to allow deviations (differentia— ~
tions in- the profit ‘rate, application of price relations, use of incentive
"systems) of prices from the development of value. The effect of these
‘vdev1at10ns designed to help attain the objectives of economic policy s

:31gn1f1cant1y increased if the decision on them is made sufficiently in

advance and if they are closely linked to the plan targets, economic tools

" and system of monetary 1ncent1ves. :

Effectiveness of Foreign Trade and Export Criteria ,

Under the conditions of the Czechoslovak national economy (its great
dependence on the import of v1rtua11y all basic¢ raw materials -and a con-

. siderable- proportion of food, and export of products of proce831ng indus-
tries, that is, the exchange of national labor), the increase in effectlve-
'ness--apart from the factors-in intensive economic growth——is affected by

- the effectiveness" of 1mports and exports. For thlS reason, we should not

see the goal merely in’ 1ncreasing importsanid export volumeés, but also in
1mport1ng——under khe -best- p0331ble economic. terms-~-not only .the necessary’
raw materlals for our 1ndustry, but also suich materials and products whose
" foreign prices are below our domestlc Wholesale prices. 'Vice versa, we - ..
‘should prImarilyiexport ‘those products. in regard to whlch the price ratio
.is inverse...Only thus .can we mltigate the consequences resulting for our
national economy from the - 1ncrease in forelgn prices of 1mported raw mate—
rials,’ energy ‘and food. ' -

The condltions of 1nternationa1 division of labor, particularly in 1mports,
‘have significantly deteriorated for our national economy within the last
decade: This unfavorable process persists, or rather continués, at :the
beginning of this 5-year plan, too. It reflects not only the price
increases on world markets which began toward the end of 1973 and at the
”beginning of 1974 (the price level increased approximately 3.5-fold pri-
“marily due to the sharp increase in the prices of fuels, energy and raw
materials) but also the separation of gold prices from currency values (an
approximately 20-fold increase in the price of gold) and of crude oil from
. the prices of. products (approximately a 10~ fold increase in the prlce of
crude oil). :

_TThe increase in prices of imported goods, together with the aggravated
‘conditions of obtaining raw materials, slows down both the development of

~ industry and production of the national income. The way out of this situa-

~tion 11es in the neutralization of these negative impacts of external '
sty e palgitons o EV Ctewet T g L et T
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economic relations by the systematic 1mp1ementation of scientific-
technological achievements and economy measures in the utilization of
imported raw materials, and also by increasing the value added by more
effectlve processing and also in exports. '

Unquestionably, a substantial portion of these negative impacts must be
compensated, in accordance with the worldwide trend in prices, by higher
foreign prices for our exported products. This urgent requirement follows
from the fact that the increases in world prices of material inputs are also
gradually reflected in the prices of products of processing industries on
the world markets. Within this compensation, we must not only reflect the
trend in prices of féreign-made end products in our existing product mix,
but also achieve good price relations in new export products by their high
- technical standards, quality and systematic increase in the effectiveness
of the export structure. This procedure should result in.reducing the cost
" of obtaining foreign exchange and in strengthening currency coefficients
used for calculation of prices of imported goods.

 /The planned transition of our national economy to intensive development'

" must, therefore, take into account the fact that the promotion of dynamism
and stability of future economic development will take place in the
1ncreasingly sharper. confrontation of our national economy with the changes
in the world economy./ »

How successful.we'have been in this confrontation and what remains to be
done is brought out by the compazison of social labor expended on produc-
tion (domestic wholesale price--VC) with the internationally attained level
of cost (foreign price--ZC). The foreign price fetched by the exported.
goods thus essentially verifies social usefulness (effectiveness) of
mnational labor expended. By .expressing a ratio between these two values

,(sg) we obtain the so—called 'export-margin indicator" (rozdilovy ukazatel--

; RU) . Although a number of additional indicators are used for determining

‘the effectiveness of foreign commodity exchange, it must be said that the
export-margin indicator is one of the most commonly used. It is used both
in foreign trade (that is, in exports and imports) and in production. If RU
exceeds 100 (that is, ZC is bigger ‘than VC), export (production) is regarded
as effective (while in imports the opposite i grue).

Naturally, the reliability of determining the degree of effectiveness of
export (import) and of domestlc production is affected essentially by two
factors:

——Correctness of valuation of Kcs receipts (cost) on the basis of FOB
Czechoslovak border prices in export (import). This involves in the first
place the rationality of currency-conversion rates in comparison with the
actual cost of acquiring foreign exchange in export to the territorial area
in question (SZ [socialist countries], NSZ [nonsocialist countries]) or
representativeness of the respective foreign market, conditions of foreign
operation (standard of merchandising of 0ZO [foreign trade organizatlon],
trade and polltical barrlers) and so onj;



——Rationality:of wholesale prices used (effective).
Significance of WholeSale Prices in Evaluation of Effectiveness‘

As to wholesale prices we can say that the above indlcator of export
effectiveness (RU) will correctly express the effectiveness of foreign
commodity exchange if the wholesale prices used reflect the socially
necessary cost of productlon and distribution of products exchanged, that
“is, if the indicator is computed on the basis of rational wholesale :
prices—-reflecting average, objectlfled costs and profit rate in the
sector--which provide fior expanded socialist reproduction, a rationally
* functioning financial credlt system and a system of monetary incentlves

for the organlzatlons. ~

The application of scientific—technological achievements and of other .
‘economy measures in the reproduction process changes both internal economic
conditions of production and external conditions of production (development
" of foreign prices and reproduction cost of exports). This affects the cost
~ basis of the system of wholesale prices and causes deviations of socially
necessary costs from the effective wholesale prices. -Systematic adjust-
ments of wholesale prices (price levels, price relations) to the soc1a11y
necessary cost is the objective of streamlining of the wholesale prices
_system which restores its functionsas a criterion in the national economy.

/A fundamental measure in this direction was the comprehensive revision of
wholesale prices as of 1 January 1977./ It involved a reassessment of all
production factors (raw materials, labor, capital assets) as well as a
numbetr of additional adjustments in the price structure (objectification
of cost, profit and introduction of a price of the production type). The
prices of domestic ‘and imported raw materials were radlcally revised. In
~the basic set of raw materials, prices on the average increased approxi-
mately 52 percent, which was reflected in the material inputs at the
related technological levels. At all these levels, possibilities were
explored of lessening the impact of price increases at the expense of
‘excessive profit (derived from the planned reduction of production costs).
Due to the varying changes in the price levels in sectors, branches, groups
and of individual products (according to the intensity of the price effect
 ‘and the possibility of mitigating it), the general price level in the
‘national economy was essentially preserved despite the above price revi-
sion. Moreover, not only the price structure, but also the value relatlons"
in planned management were put on a more reallstlc ba31s. ‘

The streamllnlng of the price system, however, did not end with the compre-
hensive price revision. It continued through further changes in wholesale
'prices during the 1977-1980 period which were carried out in the plans of
price development, through operative changes outside of these plans and
also by measures in price setting and price incentives. To sum up the
vdevelopment, we can say that during the above period: o

—=Changes in wholesale prlces ‘during the 1978—1980 period affected products'
-worth approx1mate1y Kcs 215 billion and amounted to an increase of :



-approximately Kcs 20 billion in the price level (including the increase in
wholesale prices of coffee, cocoa beans, precious metals as well as gradual

. increases in VC of fuel and energy amounting to a total of Kcs 16.2 b11110n)
and their reduction by approximately Kcs 2.5 billion;

~ —=Price incentives designed to promote higher technical standards, quality,
fashionable innovations and luxury products totaled approximately Kcs 6.6
billion during the 1977-1980 period (including preferential pricing
amounting to Kes 7.2 billion and punitive price reduction amounting to
Kes 636 million).

The system of wholesale prices with which we started the Seventh 5-Year
Plan was updated for about two-thirds of the production of the national
"economy through a one=~time revision of wholesale prices during the 1981- -
1982 period. Within this revision:

-—/The prices of all imported and domestlc fuels energy and of some other .
important raw materials were increased by more than 50 percent. 'Due to the
higher purchase prices for agricultural products gradually raised prior to
1982, the price level of inputs for the food 1ndustry also 31gn1f1cantly
'1ncreased :

r-/Despite the measures designed to cushion the impact [of price increases]
at the expense of the excessive profit of the processing industry (which
_absorb approximately one—third of the increase in the price of material
inputs) the general level of wholesale prices increased 9.8 percent. There
are considerable differences between price increases in iddividual sectors,
branches and products which can be characterized as follows: while the
average increase in wholesale prices of deliveries for manufacturing con-—.
-sumption amounts to 12.5 percent, that of deliveries for final consumption
is only 7.2 percent./ ' :

. The revision of wholesale prices of fuels, energy and some raw materials,
and its projection into the wholesale prices of industry, construction and
transportation altered the basic price relations in the system of wholesale
prices and also the position of individual sectors in the national economy.
It has affected the indicators of the national economic plan, budgets of
construction projects, central price regulation of imports and general
ctiteria of effectiveness in domestic production and foreign trade.

The one-time revision of wholesale prices at the beginning of the Seventh
5-¥ear Plan must be regarded as a necessary step toward the streamlining of
the price system which is in fundamental agreement with the effort to
create realistic and demanding economic criteria for further development of -
the national economy. This streamlining of the price system will continue
in the future. The 16th CPCZ Congress formulated this task as follows: "To
contlnuously update wholesale prices in accordance with the actual trend in
the purchase cost of imports and of domestic production while exerting
systematic pressure for more economical and more effective use of fuels,
energy and raw materials in [manufacturing] consumption at the same time."



The price system thus faces an exceedingly complex task whose fulfillment
will have implications for and significantly affect other areas of the
planned management system. In the future, we must not allow the price
system to lag behind, to separate it from the development of conditions in
- production and sales.  On the contrary, the rationalization of the price
system must be regarded as a permanent process which must be carried out
continuously. This naturally lays big demands on all tools of state price
control (planning of and changes in prices, price setting and incentive
prices). It is not the subject of this article to describe in detail the
approaches to the implementation of this task which are to be worked out
‘and incorporated in the practical methodological and organizational pro-
cedures during this year, and included in the program of price updating
beginning in 1983, ' v

It is certain, however that:

-—/The transition to the continuous updating of the price system can be
‘carried -out gradually and must be closely linked to the plans for the
~gradual improvement of the price system as well as to the conditions which
will be created for this procedure in other areas of the planned manage-—

ment system as Well'

—PRedilistic adjustmentSvof'prices to changes in the economic conditions
and material needs 8& further economic development is the basic road to
restoring the effectiveness and effect of prices and allthheir functions

“in the national economy./

Nevertheless it is necessary to realize that even under these conditions
there will not be automatism between the changes in socially necessary cost
and prices, between the development of prices of inputs and outputs for a

" number of reasons. Let us mention at least the fundamental ones: :

a. [/The prices of inputs will be based on the actual cost of their imports
or of domestic production./ :

The realistic nature of actual cost must be interpreted in the following way:
the setting of wholesale prices must take into consideration both the actual
costs already imcurred and their permanent tendencies (that is, their future
development which can be realistically estimated), and must maintain a :
certain appropriate excess of the wholesale price level over the level of
actual cost. In determining the cost of imports, it is extraordinarily
important that the computation of actual cost take into account the antici- -
pated development of foreign—exchangé conversion rates; ’

b. /It is not necessary, desirable or possible to prOJect (promptly) every
change in cost into prices./ :

It is rather complex to give a general answer to the question as to what time
lag (interval) between the development of production cost and price stabillty
is admissible. This tolerance must always be judged in accordance with
speeific circumstances, namely, what will be the economic effect of the



price in the area of production and consumption. It must be anticipated,

- however, that the changes in socially necessary cost, up to a certain .
point, w1ll not result in price revisions or setting new prices. Moreover,
~ this tolerance may vary according to the nature of products (raw materlals,'
,semlflnished goods, products) . :

‘In a number’ of instances, it will not be desirable to project every change
in cost (inputs) into the prices of the related processing stage. On the
contrary, the congress directive makes it clear that price changes must be
combined with more intensive pressure on more economlcai and more- effectlve'
- processing of raw materlals in the future. : :

‘Finally, despite the 1nterest in prompt projection of ‘changes in the
external and internal production conditions and sales into the related -
prices at all processing levels and group of prices, this projection will
take some time before the new prices are determined, verified, approved,
- published and practically applied. . Apart from the fact that price revi-
"51ons are 1aborlous and expensive, it is necessary to realize that price in
" the ‘planned economy does not work in #$olation. It is the foundation stone
~of value plamming, and permeates all its tools (intraenterprise price .
catalogues, consumption standards, calculations, indicators of the national
economic plan, state budget ‘budgets of construction projects and so on)
It has not been 31mple so far to prOJect the impact of changes in wholesale
prices 1nto these areas; - : - v Y

c. /[Also in the future, prlces w111 be based not on the 1nd1v1dual but on
the average costs incurred by parallel producers "in securing planned produc-
tion, and in socially de51rable cases will dev1ate from the soc1a11y neces—
sary cost./

For this reason, even a significant change in individual production cost
which will not substantially affect average production cost in the sector
will not result in a price revision. There will also be continuation in
the rationalization of price relations, in- incentives for domestic social
priorities, particularly high technical standards and quality, and also in
. the effective alteration of the product mix. More attention will be paid
to the effectivness of products exported to demanding foreign markets.

This deferring of price changes, their deliberate nonapplication or devia-
‘tion or their application ahead of schedule (if the trend in perspective

- cost is taken into account) thus gives rise to a situation which can more
or less distort the 1ndicators ‘of effectiveness related to the effectlve

- wholesale prices.

‘Calculation of Projected Prices and Their Application

What has been said of ‘the realistic p0531b111t1es of carrylng out correspond—
ing changes in wholesate prices and of the much more significant changes’ ;
in the actual cost of imports during the recent period led to the idea /to
“'bulld into the system a new tool in state price control which would provide
comprehensive information on the scope of deviations of necessary costs from



the effective level of wholesale prices./ The Federal Price Office started
to calculate projected prices as early as 1975. Naturally, they cannot
substitute for the above—described basie way of. a realistic updating of
pr1ces but:

——can provide somewhat more accurate criteria of production, exports,
‘savings, social contribution and so on for control of effectiveness in
various areas, and

--may serve as one of the background documents for the decision on the
inevitability of price changes. :

For this reason, their further processing can be regarded as an integral
‘part of the system which ensures further rationalization of the price '
system and is an important precondition for the improvement in other areas
of management. ' In thlS sense, the Set of Measures instructed [the Federal
Price Offlce]

~-/To intensify work on the calculation of projected prices reflectlng the ‘
actual cost of imports, valuatlon of other productlon factors (productlon

assets and 1abor), costs and so.on;

- ==/To!make use of these data; particularly when sfudylng the levels of
efficiency of work in establishing plan obJectlves and in the area of

monetary 1ncent1ves /

It. 1s important ‘to make these calculations known to a much larger number of

interested workplaces and to work them out in more detail according to
 their needs.  This is also the purpose of this article, in whose subsequent
section we shall concentrate on the brief description of the essential
method of calculation of projected prices and on thelr potential improve- -
ment. .

The caloulations of projected prices make use of the structural price model
in the sector and of more advanced computers which make possible a compre-
hensive projection of inppt price effects and determination of their impacts
on the entire price system of the national economy. They are aggregated by
the national economic sectors for 408 production branches in accordance with
the -uniform classification of sectors and products. ,

‘/By'projected wholesale prices are meant the indexes of changes in whole-
sale prices in individual sectors and branches which in their basic calcu-
lation indicate how the price level in sectors and branches would change
if the average import prices during a certain period were projected into the
material costs included in the prices, and prices were revised in all con-
nections, while maintaining the present profit rate, economic tools in the
area of foreign trade, and taxes and levies existing in the present system
of wholesale prices, that is, other items in the price calculation./

Simultaneously with these sectorial and branch indexee, projected prices
are calculated according to the directions in which products are used, that



.ov

is, de11ver1es for manufacturlng, personal and social consumptlon, cap1tal
investment prOJects ane exports.

The building of the organizatlonal models for sectors created pferequisites
for calculating projected prices also by individual industrial sectors and -
VHJ [economic production unlts] ‘

Apart from the use of calculated projected prices for the obJectlflcation ‘
of the price system, the related calculations are made which make it pos51—
ble to objectify the level of the export-margin indicator (rozdilovy
ukazatel vyvozu) (or reproduction costs) by the national economic sectors
and production branches. These /projected export-margin indicators/ indi--
cate how their level (actual, planned) would change, if the effective '
wholesale prices were adjusted to the level of calculated projected whole-
sale prices, For purposes of this article, the following typical compara-

tive calculations can be listed (in percentages)

Changes in VC

‘Calculation resulting from Calculation
of projected _ VC revision on of projected
VC prior to =~ 1 January 1977 VC after VC

~revisien =~ - (according to revision
December 1976 price lists) = -May 1978

Change in VC level for the
" national economy + 8.7 v - 0.5 -1.2
Changes in VE level accord- ‘ ) '

ing to the use of produc—

tion: ~

—-personal consumption + 6.9 + 1.7 - 0.2
-=social consumption + 7.5 - 4.0 -0.7
~-investments + 8.6 - 10.2 -.0.7
—-—exports + 7.3 - 2.5 - 1.0
Distortion of reproductlon
costs of export to:

--~socialist countries -+ 8.9% . o = 1.5%%
--capitalist states - 4+ 9.9% o - 1.2%%

* The reported export reproduction costs were below the wholesale prices ‘as
of 1 January 1977. o : -
%% The reported export reproduction costs were higher than actual contracted

foreign prices of imports. ' : i :

These calculations show how undervalued (8.7 percent), due to the higher
prices of imports, the wholesale price system was prior to the comprehensive
price revision, then the results of revision reflecting the effect of price-
increase mitigating measures (0.5 percent reduction of the wholesale price
level), and finally also the effect of inclusion of projected import price
level in the revised wholesale prices as compared with actual import prlces
in 1977 (to cope with .the further development of foreign prices of imports,
a reserve -amounting to 1.2 percent of the general price 1eve1 was set up
durlgg the Sixth 5-Year Plan)
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What is valuable in these calculations is the fact that they afford a more

'“detailed structural view of sectors, branches, directions of use, minis-~

tries and VHJ. ‘As already pointed out above, the basic obJectlve of

" calculations of prOJected wholesale prices was to demonstrate';

a,v To what extent and for Whlch areas the system of effective Wholesale

- prices is or is not satisfactory from the standpoint of the price level _;"

(of purchase costs) which our economy actually pays for imports of raw
materials, fuels; energy, materials and products both from the capitalist
and socialist states. The conclusions are then used for the preparatiOn

-of necessary price measures, their optimum schedullng particularly in the

plans of price development°

b. What increase in the pr1ce level would occur, if the state pr1ce control o
~were not to regulate the projection of the boom or inflationary development

of foreign prices of raw matefials and products through the central price
regulation of imports, and this development were to be reflected without =
restraint in our economy. On the other hand, this method can serve as the

‘basis for the procedure employed in price regulations, when the'possibilities_

are explored of mitigating the impact [of higher prices] at the expense of -
excessive profit at all levels of the processing industry, and the goal is-
the stabilization of minimization of increase in the wholesale price level,
particularly in the area of final production. The conclusions can be used

for measures within the central regulation of import prices;

c. What related"pressures would be exerted, if the increases in import
prices were not controlled, on the system of wholesale prices in individual
spheres of use of end products or in other price groups, particularly in the:
area of retail prices (personal consumption), economic tools of foreign
trade (export), in further reproduction of the price system (through .

‘investments). The conclusions can be used for exploring the possibilities

of mitigating the effect of price increases in individual sectors and
branches.

Similarly, the principal purpose of calculating proJected reproductlon costs .
and export—margln indicators is to demonstrate:

——How the reproduction costs of exports actuallyﬂdev1ate from the effectlve
conversion rates and ‘what measures should be enacted in this respect;

”-—What the actual margin indicators and reproduction costs of,exports in

the respective aggregations are, how the effectiveness of structure can be
evaluated more accurately in accordance with them (both in planning and
operative management) and how the existing rules (criteria) of monetary

“incentives could be more effectively linked to the tasks in export effec-
- tiveness.’

" The results of these calculations are stimulatiwe. :.The calculations of both’

projected wholesale prices and projected reprodudtion costs of exports can
serve as the basis for measures in other areas of management. It is, there-
fore, essential that these: calculations should be used in the future not only
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by the price agencies, SPK [State Planning Commission], SBCs [Czechoslovak

State Bank] and FMZO [Federal Ministry of Foreign Trade], but also by other

central agencies (FMTIR [Ministry of Technological and Investment Develop-
ment], FMPSv [Federal Ministry of Labor and Social Affairs], central
sectoral organs), 00Z, VHJ, research centers—-not only for operative
management, but also for the preparation of long-term measures.

Calculations Can Be Improved

The system of pfojected prices can be further improved in accordance with

‘the specific needs of users., It is, for example, possible:

—-To make add1t10nal variant calculatlons, partlcularly of projected whole-
sale prices, export-margin indicators and export reprodudtion -costs,
separately for individual territories. To assume that everything is

~ Imported at the prices paid only on the capitalist markets or at the con-
tradt prices used among the socialist countries only, and then to objectify

the limits in effectiveness (increase in FOB prices, RU) for 00Z and VHJ.
Differently adjusted conver31on ratios must, of course, be taken into
account. .

It is likewise possible to make variant calculations not only from the
standpoint of purchase prices of imports, but also from the standpoint of

- domestic output and production, that is, to take into account subsgidies

given in individual sectors, to assess differently other production factors
as well (for example, labor) or to combine these variants in different ways;

--To make calculations in various aggregations, particularly from the

organizational, but also products, aspect (in addition to the sectbrial
and sectorial-organizational models, products models also are being
developed);

-=To make calculations with the inputs &t ‘different times, that is, not

only in relation to the actual imports in the past, but also to the con-
tracted, planned prices of the current year, to medium-range and long-term
forecasts. In addition to the already mentioned typical areas of use -
(preparation of price measures, measures affecting the structure of external
economic relations), the projected price forecast could be used also in
capital investment and technological development, in assessment of calcu-
lated economic contributions, setting the price limits on their outputs and
so on.

These calculations also provide information on the change in the assessment
of material consumption, and on the share of material cost in the price.
These data can be used for processing of foreign-exchange calculations,
partlcularly in those comparable business transactions where due to the high
degree of cooperation and complexity of products with a very heterogenéus=
material structure it is difficult to process foreign-exchange calculation
reliably and rationally.

11



/The streamlining of the price system will be of primary importance for

- further improvement of the planned management system. It appears, how-
ever, that for a number of reasons effective wholesale prices will deviate
from the socially necessary cost and that heterogenous aspects and require-
ments of other areas of management can hardly be satisfied with the effec-
~ tive price only. There are well-founded reasons for making parallel,
systematic, variant calculations of projected prices which will be used

not only as background, operative and analytical material, but also as
indispensable data for conceptual work, for determining and evaluating
plan fulfillment also in the area of monetary incentives. The processing
of these calculations is rather laborious. For this reason, their further
elaboration will be directly linked to the ant1c1pated scope and method of
application by their users./

10501
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'CZECHOSLOVAKIA -

>:SELECTION PROCESS FOR INDUSTRIAL MANAGEMENT POSITIONS CRITICIZED
.Bratislava PRAVDA in Slovak 9 Nov 82 P l

'~J[Ed1tor1al' "Influence of Party on Economlc Management Stafging"]

[Teit]' Further intensification of party 1nf1uence on the economy is one of

. the most important ways of systematically furthering the intensive devel--
‘opment of our economy.. This applies many times over to one especially

;,i'important area-—to industrial management staffing.. The high demands placed
' . on management work and the constant .increases of these demands compel.

" communists in the various elements of the management.sphere to reflect on
“whether their basic organization has really done everything possible to
‘raise performance standards of economic staffs. " Preparations for the annual

f,.membershlp meetings of basic party organizations provide the occasion for
f‘_not only thinking about this, but also. increasing activity in this area. o

The annual membership meetings w111 also adopt, among other things, the main”

:;f~agenda of party organizations for the upcoming- period. The substance of

these tasks is being formulated. now during the time of preparation for the
. annual deliberations when, during committee meetings, in party groups and
L preparatory ‘collectives we evaluate how successful or unsuccessful we were
in carrying out the resolutions of.the 16th CPCZ Congress.. .It is precisely
. ‘while preparing ‘the annual meetings that we will see whether communist
. members are sufficiently critical and self-critical infapprgaching the
results of work so far and whether they have the proper measure of deter-
mination. ' That is why the" basic oranizations of the various' management ,
. elements also must evenunow:redlizerthat:theimainzéfforts 6f: cémmnnistslat.'
" these work ‘centers should be directed toward improving management making
- it more efficient, overcoming certain improper administrative procedures
“and substantially raising the effectiveness of - staff work. = In this _
connection, ‘we must set up procedures to raise the standards and personal»
responsibility of management personnel in taking care of societywide needs
"and consolidating work discipline. It is ‘important . to .look at these tasks :
" specifically and to figure out how communists, especially those holding ~ -
- responsible positions on 1ndustr1a1 staffs, are fulfilling the tasks en-
trusted to them, how. they are reinforcing party, state and economic dlSCl—'mv:F?

- pline, high principles, ‘considering new ideas, using initiative in creative
~ approaches and determination in overcoming bureaucratism, stereotypes,

_conservatism and tolerance of shortcomings.. A responsible obJective and

[
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matter—of—fact approach to these problems is an essential requi31te for
consolidating party influence on the economy. Let us take a closer look at .
‘the attitude and activity of a party organization at, for. example, the =
middle management level. General management sometimes works not far from
the main plant but often tens or even hundreds of kilometers.from the other
enterprises and plants of . the VHJ [economic production unit]. These are,
however, distances which should neither primarily influence the style of work
nor the level of management, even though this factor often leads to prefer-
ence in administrative methods. Important aspects to consider in evaluating
the style of work are whether they employ personal contacts in management
work with subordinate elements, whether employees reécognize people and
situations in the factories directly and whether they personally go about

. solving problems and promoting the requlrements of the party s economic

' policles. :

' The guage of critical demands ‘on the actial work of party organizations in
‘economic staffing is their attitude toward the development and shigher quali-

- fication of the party s membership base. In this: connection, we have found

that incorrect views have become rooted in some general managements. These
stem largely from ignorance or from: inconsistent application of the Guide-
‘lines of the CPCZ Central Committee Presidium for Further Improving the
: Performance of Party Organizations in Central, State and Social Bodies and
Institutions, .dated October 1977. These guldellnes clearly require "raising
" the ‘quality of party ranks by more organically linking overall implementa-
tion of cadre policy with conscientious cadre work and by selecting party
members already specially and politlcally.prepared and elevating them from .
lower level management, enterprises’ and work centers." . .This method, above
all, must be used to strengthen direct party influence in decisive manage-
 ment units which hold key positions on economic staffs. .Contrary to this,
. the practlce of general managements. and basic party organizations which are
" active on their staffs is often an effort to go a different way, a way
offering less resistance. Instead of identifying and patiently and consci- -
entiously recruiting capable people from lower management echelons, they o
. often stubbornly attempt to set .up ‘cadre reserves primarily from their own -
. ranks, - They shut themselves off within themselves and think that the ,
~strengthening of party influence is some kind of internal affair. This kind
of practice leads to an ostensible tension between the requirements and =~
possibilities of accepting new party candidates and members. It manifests
.itself as an objective difficulty, as a reliable argument.. In fact, how-
ever, it overlooks the pertinent guidelines of the CPCZ Central Committee:
Presidium that they associate the building of cadre staffs with strength-
- ening party 1nf1uence only from their own resources.-

The argument attractive at first glance, that the management staff is :
trying to build from "its own" promising young people is, in fact, ‘hard to -
defend. After all, in practice that means filling and building the -economic
management staff with inexperienced or less experienced people, often
graduates fresh out of college. They often say about this practice: You
know that in other work areas criteria are different. One who proves him-
self in one place will not necessarily also do so in general management."
This is strange logic, the more so when one hears it from the deputy chairman
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of the CPSL Basic Organization. It can only be termed as misunderstanding
the correctness of the CPCZ Central Committee Presidium guidelines on
further improv1ng the performance ‘of party organizations in management
,bod1es.~ The apparent: logic of the argumentation given is, however,. mlstaken,
not ‘only because it is contrary to the requirement of the guldelines, but
also because it causes considerable cadre problems' in building management
staffs.  After all, it is obvious that management staffs. cannot be built
up from graduates fresh out of school who are to gain .their experience
eimmedlately as members .of highly placed. managing centers. A person must
- first work on various lower levels in order to be able to become a super—
grade. And that only if he proves hlmself to be versatile. :

Attempts to follow the easier path of less’ re51stance has often been o
 justified this way: "We would have filled ‘positions on .the management staff
by people from lower levels except that this has not proved to be a good
idea., Many come from enterprises. to general. management with exaggerated
1llu31ons ‘about this work and ‘when they come face-to-face with' reallty they
are dlsapp01nted,and leave." Views like this only show that someone someliow
created these exaggerated illusions and that "with honeyed words they catch'
‘the birds." Furthermore, in such a case the question properly arises, why
do they direct their cadre Work at these management bodies toward those who

" want to attain higher levels of management, why not on those whom this high

level needs? ‘After all, the criterion is not whether you can get someone
on to the management staff easily but whether this staff really needs him.
And the person on a lower level, no matter how much they need him on the

~* branch staff or at the VHJ, can be identified and fought.for:only if one
< knows the people in enterprlses and by long-range working with them.

2 Properly 1ink1ng cadre work With strengthenlng party 1nfluence on middle
levels of management cannot be done without difficulties,. easily or without .
conflicts. Here is what happened at one ministry--they found  a capable

. ~worker at a ‘building enterprise who had the qualifications; for a job on

_the branch management staff. Such employees are a: rare find, all you have -

- to do is count how many science candidates are working in enterprises these

. days.. After much persuasion, when they finally succeeded in getting the o
selected comrade, upon leaving his enterprise the CPSL CZV [expansion unknownj;
' ZV possibly "factory committee"] prevented him. They prevailed on him ‘saying,
"We took you into. the party, trained you and if you leave it is a sign of
ingratitude.- Such narrowminded, parochial or one could .even say enter-

v  prise-selfish opinions, do also exist. .As though it were not in .the interest

of the enterprise sphere, the enterprisewide party organization on the lower
level, to strengthen the cadres of the staff immediately above. It should
have been not only in their interest, but.their obligation. It is true that
staffing industrial management bodies with communists from the enterprises

* . who are politically" and technically mature does involve. ceértain personal

deterrents. A person.who has attained a high position in his enterprise is

" esteemed and recognized in' his surroundings. Often it is hard for him to

leave the environment in which'he has' grown up, to leave his friends and
_acquaintances and "make a start" somewhere else. But it is precisely in
,'overcoming these deterrents that he clearly demonstrates his social commit-
_' ment, his political maturity.
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, On the eve of preparations for the annual evaluation of the work of
.communists, we are not at all avoiding the main point if, din connection
with strengthening party influence on management staffs, we speak mostly

" - about cadre work. This is because it is precisely in this area that view-

‘points and opinions are often distorted,.especially‘Under the guise of
being practical " "rational" and "passable" and,.one must admit, sometlmes’
even as apparently acceptable solutions to problems. -

8491 |
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GERMAN DEMOCRATIC REPUBLIC |

, IMPORTANCE OF CYBERNETICS FOR ECONOMIC STRATEGY DISCUSSED
Greater Flex1b111ty in Plannlng
East Berlln DIE WIRTSCHAFT in German Vol 37 No 11 4 Nov 82 ) 16

‘["Excerpts from address by Prof Dr Kelmut Koz1olek d1rector, Central
Institute for Socialist’ Economic Management, SED Central Commlttee, to the
Seventh Scientific Conferénce on '"Mathematics and Cybernetics in the
Economy" held 26-29 October 1982 in Halle: '"Mathematics and Computer
Technology in the Service of Economic Strategy.'" A translation of the
‘]art1cle by Dr Lassmann c1ted in footnote 2 follows this artlcle] ’

[Text] The Seventh Conference on mathematlcs and
Cybernetics in the Economy" was held in Halle 26 to
29 October 1982. Professor Koziolek del1vered a
- widely acclalmed keynote paper before many
. participants from the economy and academic 1nst1tutes o
- of the GDR and other socialist countrles. Excerpts’ .
of his talk are reprlnted here. Y -

%‘Mathematlcal knowledge and 1ts practlcal soc1a1 appl1cat1ons have always'l

. been fundamental for grasping the regular correlations ‘in nature and
.soc1ety.' Effective application of mathematics and computer ‘science is ed
,espec1a11y important today when the greatest demands are being placed on us

. as we ‘continue to shape the advanced socialist society of the GDR, master -

the sc1ent1f1c—techn1cal revolution and manage the compllcated .tasks of Pl
. international socialist cooperatlon. They are. becom1ng 1nd1spen81ble tools = = .
~ for the realization of the program defined by the 10th SED (Socialist Unity
fParty) Party Congress as our economic strategy for the 80's. . The main idea

of ‘this economic strategy can be summarized as ‘the attempt to gain economic -

'f;effectlveness ‘through modern science and thereby to respond constructively

to the changed demands of the 1980's, under which the primary goal cont1nues

“;to be pursued in its unity of economic and social policy. It is important

- to. emphasize that we must take into account more than the factors impeding

“ the conditions of reproduction. .Our economic strategy rests essentially on -

i the fact that the possibilities of‘produoing economic growth by scientific- -

. ‘technical progress have increased in past years and will continue to increase.’
~The development of such key technologies as micro ‘electronics, robotics,
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electronic controls and data processing demonstrates clearly‘that‘there is
real worldwide acceleratlon of sc1ent1f1c—techn1cal progress. ‘And mathe-
 matics and computer sc1ence are playlng a maJor role 1n thls. .

'Instruments for Analys1s and Dec151on Plannlng

'The executlon of our economic strategy emphatlcally requlres the appllcatlon

of modern scientific methods in planning and decision making. Decision

situations are so complex today that they are hardly manageable in

‘tradltlonal ways. With scientific-technical progress, the needs and

. demands are changing more rapidly and the structure of production is being
;transformed in a shorter span of time. It is prec1se1y this problem that

" confronts us so acutely at the present time.. With deliberate and

© thoroughly calculated dec1s1ons, ‘management must react quickly to present

and future situations. The role of economic decisions as the link between

knowledge and action was aptly expressed by the Soviet expert on management,

Schorin:  '""The decision of .a manager can result in either a profit or a

“.loss of millions of rubles. The first is possible only if, out of many

“.plausible ones, the best dec131on was 1dent1f1ed One must understand how

- to- flnd that one." : N ’

It tnan be 111ustrated by several examples ‘to what extent the rea11zat10n

- of our economlc strategy increases the demand for mathematics and computer

“science, and indeed even invites creative achievement in this field. The
 first is the use of mathematics and computer science 'in science and

* ¢ technology. We need mathematics and computer science, the appllcatlon of .

" “modern econometric methods for construction, for static calculatlons. “We~
"need computer supported data banks for research and development in energy
-and materials. We need to be able to calculate process sequences and

o to provide for the optimal layout of technologies. Mathematlcs and

computer science can also be used in managing the processes: of science and
~ technology. How ‘else can the labor of thousands of workers and the

extensive ‘material and financial resources be coordinated eff1c1ent1y and
objectively"’ for setting and ach1ev1ng high goals how can favorable times
_and short ‘deadlines be met, ‘and the w1de appllcatlon of effectlve solutlons
= be 1mp1emented7 : : , :

vI belleve that the Carl Zelss Jena Combine serves as an example in- thls
respect. 'For a long time they have been using a system that énables them
to make a balanced high-quality research and development plan, promptly
‘and with constantly up-dated information for the management of the total
process. This goal was attained gradually through an EDP-project and -
'~ through the integration of research and development planning into the
"combine's total system of long and middle-term planning. Critical path
) methods are primarily employed. The EDP-system connects the time ‘
:,sequences of the individual theme elaborations, ‘indicates their. expendlture
" and contains precise data on work assignments, important aux1llary '
-partners, contractors, beneficiaries and users. - This offers pos31b111t1es

:‘ﬁ,of an overview of the balance of scientific=technical work in the year

~to come and knowledge of cr1t1ca1 areas needlng encouragement and” support.
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"_dThe years—long Work w1th the EDP—prOJect ‘has made it p0331b1e to apply
' normatives con31stant1y even in sc1ent1f1c-techn1cal work and thereby to
“obtain a hlghly ‘uniform standard for all sc1ent1f1c-techn1cal areas. - Weak

. 'spots in research de31gns can be detected in time. One can take steps to

‘deal with jeopardized areas. Representatives of many combines are SR
_*thoroughly informed about this project.  But thére are still very few
',,comblnes putt1ng thls knowledge to use. . o o : :

'jThe use of mathemat1cs and computer sc1ence in’ 1ower1ng consumpt1on durlng
" production’ is a second example. An important way of decreas1ng the :
- consumption of energy, raw materlals, and supplies in production is

the significant reduction of transport costs. Along with this, lower .
“materlal outlays go together with cost reductlons, reductions and

i,'redemptlons on imports, expanded opportunities for economies in use of

materials, and greater’ refinement." Slgnlflcant results were achleved

*.in the reduction of transport cost by optimizing the transport ‘and dellvery

»arrangements. Numerous examples of this were mentioned at a colloqulum1
‘held early this year ‘at the SED :Central Committee. 0f course, we must be

. aware that no matter how significant the opt1m1zat10n of dellvery and trans—d"'
‘;,port arrangements is, even greater effects will result of the tran31t10n B

. to optlmlzatlon of both productlon -and transport in our economy.
’jTo‘Better"Controltlntens1f1cat10n

" And thirdly, the use of mathematics and computer science is an important

' frcondltlon for the scheduléd increase in eff1c1ency, a key’ p01nt in the

economic strategy. .That is also to be seen- 1n the optlmlzatlon of - ;-
‘lproductlon plans in factorles and combines. Optimization calculat1onS‘jj
‘are one of the most impértant methods of max1mally increasing the

’”leff1c1ency of productlon under both fixed and changlng conditions. - In the

" 'GDR we have 31gn1f1cant experience above all in optimizing the annual

'ﬁrproduct1on plans. But now we face novel cond1t1ons for using productlon—'f'

plan optlmlzatlon. ‘Production changes, retail changes, rapid reaction to
‘market demands and, indeed, great flexibility in general require that we

..~optimize ‘the’ productlon ‘process to a much greater degree--not just for the'l

cnyear, but within the year ‘as well.” Only with the aid of optimization

M.%calculatlons will we be able to actually manage these dynamic processes. |

It is of great ‘importance for the formulation of the plan that everywhere

“‘-Hpos31ble it 1is supported by the' production=plan optimization or other"

g_opt1m1z1ng calculatlons for attaining the intensively expanded reproduction -
;Program L L T T I e

;The Complex Method 1n plan optlmlzatlon 1ncorporates the state-of—the—art, -
“and has thus become a’ necessity today.2 ‘One of the chief dlrectlons in the -

. .use of mathemat1cs and computer science is in the perfection of management

’ fplannlng in the natlonal economy,'1n comblnes and factorles. We know that

Asge ertschaft No. 2, 1982, D 5-9. , 3 . S
‘Dr. Lassmann Wlll report on Complex Method in a 1ater issue.
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 one of the’ greatest advantages of the socialist planned economy is the
. possibility of calculating the total national economy. - This 1nc1udes the
ftotal accounting, balanc1ng and budgeting of the national economy. In -

- improving the economy 's ‘balance, -the emphasis presently lies in ensurlng

the growing 1ntegrat10n within production and between productlon ‘and

';‘fore1gn trade.  The integration balance has shown itself to be an espec1ally

suitable instrument for this purpose. Its results help to formulate an

?fgheconom1cs—based effective foreign-trade and production structure. ' The

most significant economic proportions thus become more reliable.
2_Further work'muSt‘be done on developing this planning’inStrument.5 e

'.At the fourth conference of the SED Central Commlttee, ‘the reserves of the j.
‘“greatly expanded reproductlon plan were discussed from the viewpoint of the

-, .economy. We are aware that we must learn to control coherently the’ ent1re

“cycle of greatly increased ‘reproduction in planning, management and
economic accounting. It is necessary that we employ more than before all
7pert1nent scientific knowledge, methods and disciplines, and develop any
needed new instruments.  Above -all, we must avail ourselves of those

. methods which are un1quely approprlate to improved management of the total

. .system, the systems approach and the description of the dynam1cs of large
< systems. Also in this category is applied systems analysis. It is
‘.currently regarded as one of the most effective methods for solving complex -
problems which are brought on by scientific-technical progress and frequently’
must be resolved under the conditions of many unknown factors and contra— :
g*dlctory data. I am of the opinion that sc1ent1f1c—techn1cal progress'
 requires a ‘systems-theory approach. How else are we to understand the
“results of structural changes, to grasp the correlations of new products -
* .and technologies, to address the question of greater refinement with total
consistency, i.e., to deal with the entire complexity of these problems?’
. Systems research is, of course, a tool intended for decision problems
““that cross the spectrum of responsibilities. I wish to emphasize strongly
that the use of systems analysis is vital to the application of advanced
;fsc1ent1f1c—techn1cal potentlal, with all 1ts problems--from plannlng to :
executlon.' : o

fWhere are"the MainiReserves?‘

“The main reserves in the use of mathemat1cs and computer sc1ence for the

¢ realization of our economic strategy lie first in the proper use of :
_personnel educated in the fields of mathematics, computer science, stat1st1cs,
" cybernetics, and in'the full employment of their skills and initiatives.

. Secondly, software production must be organized and coordinated on a natlonal
© scdle. Thirdly, we must focus our computer potential on.the modern
»‘developments of computer ‘science and on the most effect1ve use of local

: data process1ng. ' : '

s far as personnel ‘we have approximately 70,000 people. of these, there - fi:-

’are around 1,500 university-trained people employed in planning and
;programmlng, ‘about one-half of these in industry. ~Around 6,000 of our"
8,500 mathemat1c1ans are employed in production sectors, again about 50
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- percent in. induStry. To these we must add the approx1mate1y 2, 500 economlsts"
-with special - training’ in mathematics and computer science. But all remalnlng'
- .economists have been receiving for the past ten years about 300 h0urs of
.~ 'mathematics tra1n1ng ‘equivalent to that of eng1neer1ng and superior dn
' - breadth to that of most natural-science programs. It is essential that. this
- standard of mathematical training be maintained. We cannot’ complain of a
”shortage of spec1allsts, but we must ensure that they are used properly
_We 'think that the primary challenge in the use of this potent1a1 is the
. ‘proper grouping of- workers, their concentration in the“economically’ and
f"techn1cally critical areas, the composition of the collective in ways
. consistent’ w1th its tasks, and in some cases thé re=grouping of the
“ fpotentlal We -expect from the young workers especially that they flght B
fw1th commltment for' new 1deas and thelr practlcal appllcatlon. : '

1iNow let us address the software problem.; The development of" software 1s no
‘vlonger 31mply a problem of computer science or data proces51ng., On this -
" point, I would like to make an elementary observation on the role of soft-

‘. ware in modern production process. Marx emphasized that" all developed

machinery consists of three essentially dlfferent parts: the motor, the“

. transmission, and the tool or work component. : ‘Today we hear about ' the

- four-member mach1ne system. [The fourth member is the ‘information machine =

.. which consists of the information component, the software, and the mechanical . -

- component the hardware. All software represents man's concretlzed knowledge'
‘»Nabout ‘the process.  ‘The sof tware ‘together with the hardware and worklng tool v
,can surmount the 11m1ts of human performance. oo TR

»In one sense it is a matter of a use value comparable to the bas1c medlum,"
~which possesses the excellent quality of being contained in a’ very small.
fapaekage. - Software is consequently an. 1nte111gence—inten51ve refinement
‘which serves to reinforce the quality of the technical basis. When we . .
consider that 1nternat10nally the "expenditure for software is now already :

-f'hlgher than for hardware, it is c¢lear that greater attentlon must be glven

" to.software in the future in order to tap out "efficiency potential and to

”;develop the necessary economic structure. We face the ‘problem of how to
organize- software production. Th1s is all ‘the more imperative since -

~ the development of hardware and computer sc¢ience ‘will place contlnulng

'3demands on us. w1th the trend to local technology :

Mathemat1ca1 Model1ng Advocated

"-"'East Berlln DIE WIRTSCHAFT in German Vol 37 No 12 2 Dec 82 P 13
[Artlcle by Dr Wolfgang Lassmann, Martin Luther Unlver51ty, Halle—Wlttenberg,»
3?based on paper presented to the Seventh Scientific Conference on Mathe- =
matics and Cybernetlcs in the Economy held. .26-29 October 1982 in Halle:

,;"Reactlng Faster and More Flex1bly w1th Optlmlzatlon Calculat1ons"]

.g[Text] Edltor s comment" The artlcle summarizes a keynote paper read _
“on the occas1on of the Seventh Conference "Mathemat1cs and Cybernetlcs in
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E-che Economy.‘ The acknowledgement of the sc1ent1f1c and practlcal v

’5ach1evements of many scientists and professionals on thlS subject contained
in the original version could not. be repr:mted here due to 11m1tat10ns '
of space. - ~ : :

“Wlth the merg1ng of many factorles 1nto comblnes the reproductlve process
" in these large economic units has become not only more efficient, but more"
gcomprehen51ve and complicated as well. As Prof Dr Koziolek demonstrated - ,
in the last issue of WIRTSCHAFT. (No 11, 4 Nov 82 p 16), the need for the e
g appllcatlon of mathematics and computer science in the economy has e '
ugs1gn1f1cantly 1ncreased recently for thlS reason too. L o

j Effic1ent mathematlcal models, partlcularly opt1m1z1ng accountlng, together',m
“Wlth computer science, increase the ability of management to react to the = -
.more complicated external and 1nterna1 cond1t10ns of reproductlon; ‘This
makes p0531b1e ' . s

=ka betteriorganization'of management and planning, . -
f~?—a*betterfcontent'COntrol;of'the ‘economic processes and -
 =—a“more effectlve ‘use of resources.

jdHowever, studles at the Central Instltute for Soc1a11st Bus1ness Management
"of the SED Central Committee and in' the Economics Department of the

- Martin’ Luther University show that presently a very small fraction of the -

_important industrial management decisions are prepared with mathematlcal v
- and computer-sc1ence support. ‘When we stop to consider that we in the GDR
‘obtain savings of 4 to 18 percent by practlcal optlmlzlng accountlng
".compared to. ‘traditional methods of calculation, then we cannot stress

 .enough the productive power of mathematics and computer science for the

. ‘increased performance of our economy. The time advantage which can’ be ,
'1ach1eved ‘with computer—ass1sted decisions has not even been cons1dered yet.,:

fExample' Experlment and Dlspen31ng Plannlng

1'A Ploneerlng example of what economic effects can be achleved orlglnated

‘“',1n the VEB Elienburger Chemical Works, a- factory belonging to the Buna

. Combine. Within the framework of a dissertation and a spec1al research -
a351stantsh1p, the optimal experiment and dispensing planning was here

solved in a new way using mathematics and computer technology. - ‘This factory,: 2

 -whichproduces special-order plastic materials (or semi-finished plastics) -

. for its customers, has to cope with high experimental costs in f1nd1ng a .-
“spec1al dispensing formula of high quality and at an affordable cost for
each customer. By combining the statistical" experimental planning with the
‘mathematical linear optimization in association with the Complex Method and
“ by using ESER-computéer technology, the research effort and the development e
; t1me for f1nd1ng optlmal d1spen31ng were reduced by 75 percent. L

.~ Here there were sav1ngs of : 4 200 marks in experlmental materlal for each

“d1spens1ng and 7,400 marks in development costs and a total annual reduction r”*' EE
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'1n materlal “and costs of about a mllllon marks. At the same time, the

"‘fprOJect tested the best substitution for expensive imported materials

[subJect ‘to surcharge with cheaper. domestic counterparts. The greatest -
importance for the factory, however, is the enormous time savings. When

-t ds a matter of foreign-currency contracts, it makes a great difference

“§1n the’ negot1at10ns with ‘foreign competition whether it takes 6 months or
6 Weeks from the 1n1t1al trade contacts to the dlspen31ng and prlclng

:vTheSe methods haVe been used in other operatlons Wlth s1m11ar problem-
.tsolv1ng needs and have resulted in significant economies. We mention a

i few: the VEB Buna Comblne, the parent factory, VEB Orbltaplast Golzau,

,;VEB Molding Works Ottendorf-Okrilla, VEB Insulat1on Works Zehdenlck and
_the VEB Rubber Works Thurlngen in Waltershausen.

Uquample. Complex 0pt1m1zat10n of Productlon Plan ‘

'«In the VEB—Weimarwerk whlch produces agrlcultural mach1nery and employes
5,600 ‘workers, several internship and university projects introducted a

‘f;new mathematical’ method for complex optimization of productlon planning °

.-and carried it out with the ESER computer technology. -Under exact observa-
tion of over 500 restrictions of work-time, machine-time and material ‘
_@capac1t1es, market and cooperation conditions, the intensification focus

1;,"was calculated w1th1n the aggregate complex factory operation, the optimal
,productlon 'plan was determined, the labor time of 22 people was ‘'saved and all

‘time and value balances were made. - Here too, the t1me sav1ngs effected in
formulatlng the plan are “of maJor s1gn1f1cance. : L :

'i'_For the first t1me in- the Welmarwerk ‘an opt1m1zed productlon—plan draft
' for the follow1ng year was presented to the management at the beginning of
‘May of the base year and thus an important temporal. and qualltatlve head

l.start was made in the work of planning. But also for recalculations on the

current-year plan due to sudden changes in production conditions, the
~computer-based plan optimization decisively increased the reaction ability
of management. ‘Other projects of complex optimization of production planning
“carried out in the provence of Halle produced high economic yields. No :
less important are the savings obtained in projects for optimal transport

" 'planning. - These resulted from close cooperation’ between faculty and students *

‘of mathematics and computer science as applied to the economy. Transport
,,,opt1m1zat10n in the provence of Halle was done, for instance, in the Vng
‘Dairy Combine Halle-Merseburg, in the VEB Coffee Halle (lead- factory in the
_ Combine Food and Gourmet Items),.in the VEB Bakery Combine Halle, in the '
Meat-Proces31ng Combine Halle, in the VEB Furniture Combine Halle, in
U;the VEB Beverage Combine Dessau, in ‘the. VEB Transport Combine Halle, and 1n
fcooperatlon with the council of the provénce of Halle, Offlce of’ Trafflc
,‘Plann1ng and the Halle Mun1c1pal Council. ‘o

rIn all of these optlmlzatlons, a sav1ng in transport costs of from 10 to'*;.b
-5 percent was real1zed S :
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The appllcatlon of mathemat1ca1 models applles as well to. the optlmlzatlon
of the investment plan in' the VEB Pump ‘and Washer Combine Halle, the

‘h‘_optlmal maintenance plannlng in the VEB Motor Works Nordhausen and the

~Jopt1mal productlon run planning for palnt factories of. the VEB Chem1ca1

. - Combine Bitterfeld and even to n01se-reduct10n prOJects 1n the VEB Indus—
«T tr1a1 Works Karl Marx Stadt. » : :“
. New Demands on Mathematlcs and Computer Technology

’ pThe economy 's new demands on mathematlcs ‘and computer technology w1ll

E promote the development of these tools. Of the many new and current démands -

*g;made by the economy on mathematics and computer technology research I will
’mentlon the" follow1ng pertlnant ones: ‘ :

."[l. The economic strategy of the 80 s is orlented dec1ded1y to greatly

_,expanded reproduction. In high demand are mathemat1ca1 models and methods
- for qualitative and quantitative computation of a combine's focus of
,_'1nten31f1cat10n, where the greatest result 1s achleved with the least -
"feffort. ’ v : - :

T2, The demand for 1nterna1 proportlonallty of all elements of the

~ .reproduction process requires a complex production-plan optimization which
“identifies  any disproportions in the entlre comblne, quantlfles bottlenecks
' and d1rects redlstrlbutlons.“ : R - =

3. Research must be done in the area of managlng dlfflcult model structures

" 'due to the greater degree of production 1nterdependencies. The ‘ensurance .
- of the combine benefits-demands a practical union of all closely related
mater1a1 and financial elements of the total reproductlon process. o

4. The formation of 1arge economlc units 1ed abruptly to thevlncreaSed
magnltude of optimizing tasks. There is no need for rational solution

; . processes of large linear and non-linear optimizing tasks and, by all
. - “means, need for algorithms for automatic evaluat1on of the nearly unmanage-

"able amounts of ‘data that result.

'5. Wlth the contlnulng centrallzatlon of the management funct1on of
\,plannlng, there is .increased need for prOJects of optlmal ‘plan allotment
. and -for projects of optimal plan runs and run—throughs for boostlng the 5

'executlon of the plan and in order to minimize breakdowns.

,6. In the new large economlc unlts, d1v1s1on of 1abor, spec1a11zat10n and
~cooperat10n are being developed increasingly. - This results in declining

r,productlon costs, but, along with this, transport costs are climbing.

-;There exists here'an economlcally 1mportant problem of optimal productlon—
_transport plannlng. ' , , S

,“7' A_management problem'that'deserves mention is that'ofvcoordinating v
. local production decisions with the central decisions of the combine. The
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management of multl—level modeling and multl—level optimi21ng is a E

hjchlgh—prlorlty task.

8. To ensure the beneflts of 1ntegrat10n and of optimal dec1s1on maklng

o inall phases of the reproductlon ‘process, research is needed in the area of

" model systems, of ASU—plannlng [expansion unknown] and of 1ntegrated data
process1ng. A . : c '

}.9.’~ To overcome the dlfferences in standards in the 1arge economic units, '
'vf‘mathemat1cal—stat1st1ca1 models should be developed and computer processed
o for performance comparlsons. . : . c

:gle. The necess1ty of produc1ng new products w1th high use properties under
‘tightetr external conditions requires from management and planning great

’i;dynamlsm, flex1b111ty and ability to react quickly. That is possible only

' ‘when ‘the casual connections of production are mathematlcally expressed and
'stored for computer use. " : o .

'”ll,’ F1nally, a un1f0rm ‘combine organlzatlon is needed one in whlch there‘fi' -
is' a very clear role for the departments for operatlons research, organlza— B
tlon and data centers and other offices of eff1c1ency programs.; R

7”The chlef problem of econometric modellng is the mostly 81multaneous o
- "appearance of stochastic, dynamic and indistinct c¢haracteristics of economic B
" corrélations. This greatly 1mpedes the mathematical descrlption of '
economic’ processes., S : : : :

"7In mathematlcal modellng w1th the Complex Method, we have trled to satlsfy
..in a feasible way these stochastic, dynamic and indistinct characteristics. -
- The Complex Method was developed according to the example of optimization -
of productlon plans. Production plan optlmlzation can with few ekceptions
be ‘used with the methods of linear optimization in combines and factorles.'”

.Such models possess, according to Kantorowich the following four -
advantages' - SO .

fl. Universallty and flex1b111ty, i,e., the model structure permits many -
applications s1nce it can describe very different real situations for very"*
,g>d1fferent economlc branches and levels under 1ts control.-

2. SlmpllClty, 1. e., “in splte of its unlversallty and great accuracy, the
.~ linear model is very simple in its technical tools which are primarily
Jthose of llnear algebra. : : : : * .

5:3. Effective computabillty, i.e., the algorithmlc structure made it
‘_poss1ble to write ‘computer programs that with today's computers rapidly
: solve problems w1th hundreds and thousands of llmltations and varlables.v-

Quantitatlve analys1s of the results, i. e., together w1th the optimal

ﬁplanning solutions, the model gives valuable 1ndicators for quantltatrve
’analy31s of concrete tasks and of the total’ problem.: R
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With the Complex Method we solve a basic task and then 1mmed1ately re-connect;”‘

’/lfrom the solution to the task. Thus, just after the solution’ of the basic
' task, the variables of the task are examined in order’ intentionally to

modify the task ditself in a second optimizing step. An improved plan task is -

“then” to be solved in 1ts turn with the optlmlz1ng calculatlon, etc._‘

?The pr1nc1pal approach in complex optlmlzlng beglns, then, w1th the
optimizing of the. first plan formulation with incomplete information.
_wThrough this solutlon,.early ‘bottlenecks and disproportions become visible.
In further optimizing, there is feedback from the optimal solution to the
:plan task through computer dialogue and use of the initial solution data.
.The novelty of it consists.in the fact that the departure point, expressed
as constant in a traditional optimizing plan, is descrlbed w1th varlable'

s quantltles inits varlable segment.,

ThlS means ‘that in contrast to the trad1t10nal productlon program plan,:i
not only decision leaway in the numbers of items can be used in optimizing,
but all technical, technological, and economic quantltles contained in the
- econometric model are defined within their variable range as variable -
quantities,: and in' the subsequent optimizing step the optimal values for .
‘these quantities are calculated. ' In this way, an optimal modification of .

" bottlenecks and disproportions is determined and in such a way that the'

.-greatest productlon effect can be achieved w1th the least expense of
performance measures. S S S

" The d1rect10ns of modlflcatlon 1nd1cated by the model at the same t1me "
render v131ble the economlcally most effect1ve 1ntens1f1cat1on ‘centers of

‘ fhﬂthe operation. .These optimizings can be repeated as often as necessary,
ountdl all management and - competition measures of the factory have been

~used; or the plan expectations are attained. 1In th1s way, mathematlcal,_ ‘
_ Optllelng becomes the dlrectlng pr1nc1ple of plannlng sessions.

°'Interrelat1ons of the operatlon that have become unclear are exam1ned for

'ffthe1r weak spots and made intelligible with the aid of the mathematical

_,apparatus ‘and modern computer ‘science. - The management collective in this
way gains possession of new information for sc1ent1f1cally based dec131on
“making in their entire area of respons1b111ty. The Complex Method can be

. used in the most varled approaches to improving a planning task. The -

.;present priority lies in the exact calculation of the pos51b111t1es for
._1nten31vely expanded production.  The opt1m121ng effect can be about =

double that of the traditional steps in determining a production plan.-,Of .
rlgreater 1mportance, however, is the many—s1ded appllcablllty at any stage
‘lof draftlng or mod1fy1ng the plan.

9992 o
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~ HUNGARY

HUNCARIAN-YUGOSLAV TRADE RELATIONS DESCRIBED
Budapest FIGYELO it Hungarian No 46, 18 Nov 82 p 9
[Article: "Hungarlan-Yugoslav Exchange of Goods and Serv1ces ']

[Text] From our standpoint, economic cooperatlon between Hungary and Yugo—
slavia has a numberrof peculiar features. Socialist Yugoslavia is not a member
of CEMA, but at the same time it has been an active participant in bilateral
and multilateral cooperation with CEMA countries since 1964. The result

of this is that Hungary and Yugoslavia have used essentlally the same methods
inthe organization and development of their economic relationships =~ long-
range agreements, annual records and targets of goods exchanged, production
cooperatives, and continual cooperation == that have characterlzed bilateral
cooperatlon among CEMA countries. : ﬂ _ -

It is also a spec1a1 characteristic of economic cooperation between the two

. countries that within its framework a direct relationship has evolved between
Hungary and some of the individual republics of the Yugoslav Socialist Federal
Republics. Further: not only goods but also in a relatively large proportion
services are participants in the exchange; the long-range and annual agreements
contain targets:for both delivery of goods and exchange of services. It is
also noteworthy that in every area of bilateral cooperatlon between Hungary and
Yugoslavia accountlng and payment take place in convertlble currency.

The exchange of goOds between Hungary and Yugoslavia -~ as generally the trade
with the CEMA countries —-- is characterized by a h1ghfproport10n, some 40
percent, of goods arlslng from joint cooperatives.  Cooperation in the paper-
cellulose and fertilizer industries is especilly important for the long range
and in their volume. Another important branch of cooperation is the machinery
industry, and within this the manufactue of vehicles for public transportation.
(Particularly the Raba and Zasztava cooperatives.) It is characteristic of
the Hungarian-Yugoslavian cooperatives that they are not the type that make
end-products; the Hungarian and Yugoslavian enterprises have mainly entered
intozcooperatives for the manufacture of pr1nc1pa1 and small components and
spare parts
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A,All thlS plays a role in the fact that the composition of products in the’
_exchange differs from the structure that characterizes the trade between
Hungary and the CEMA countries. In the Hungarlan—Yugoslav1an ‘exchange the

role and high proportion of raw materials, semi- finished goods, and spare parts
are critical factors, and their share in the items delivered far ‘éxceeds 50
percent. -Besides all this, the composition of products that has developed

up to our day also differs from the" structure that is characteristic of the
traffic that is conducted in convertible currency with developed capltallst
countties. On the one hand the share of agrlcultural products exchanged is
low, and on the other the share of machine-industry goods in Hungarlan export—-
: 1nc1ud1ng spare parts and components——ls well above 20 percent. :

" The development of Hungar1an-Yugoslav1an trade in the 1970's was greatly
_‘influenced by internal and world economic conditions. The value of inter--
national trade of the two countries was about equal iw1970; computed in dollars,f
hungary s ‘export was about 4.8 billion and Yugoslavia's 4.6 billion. - In the
~ past decade,Yugoslav1a s foreign trade has grown faster than Hungary's, and _
- its imports [have grown] even more. (From $2.9 billion in 1970 to $14 billion.)
Until recent times, the development of Hungarian-Yugoslavian trade was erratic
‘and ‘unbalanced. There were years when the value of Hungarian exports was double
_that of imports. 1n this regard the changes that have been made in Yugoslav1an
forelgn trade ~- each republic and enterprise must provide for its own hard-
currency needs -- began to make their influence felt already in 1981, and they
- brought about a situation of near balance also in Hungarlan-Yugoslav1an trade.
Balance in the total of goods and services exchanged is a desirable goal for
the unlnterrupted development of b11ateral cooperatlon.‘

The exchange of goods between Hungary and Yugoslav1a thlS year has 1ncreased
Cat a noteworthy rate, even if not as much as planned -- about 30 percent

But it must not be ignored that the similar forelgn—trade problems and tasks
of the two countries. -~ for example the necessity 6f moderating imports and
‘increasing exports~——‘w111 make it more difficult than before to.achieve :
- balanced development of economic cooperation in a harmonious fashion. Accord-
ing to the experience of past years the production cooperatives that have been
formed "in the past decade have proved to be viable in spite of internal and
external economic changes, [so] it seems that in the decade of the 80's
foreign-trade cooperation should be based more on the permanent relatlonshlps
tof such productlon—cooperatlves

9611 B
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HUNGARY

FURTHER POSSIBILITIES OF INSTITUTIONAL REFORM EXPLORED
Budapest FIGYELO in Hungarian 11 Nov 82 p 2
[Article by Lajos Bokros: "Directions of Change in the Institutional Systeﬁ“ll

[Text] The question of transforming the institutional system of major enterprises
has been brought up in the debate about the complex further development of
economic management. In my opinion the term "institution" includes: the ' y
central economic management of major enterprlses, the state's exercise of its
right of ownershlp, the énterprise's organlzatlon and its internal operatlng
mechanlsm, the 1nterests, and the sum of the various behav1oral rules.

Over the long range we cannot build on the present alternatlve-—operatlon or
equilibrium--in developing the economic management system. Growth and equ111br1um
. must be implemented together, and at the same time export efficiency must be
increased and the need for the specific energy resource for growth decreased,

all of which are preconditions for increasing the standard of 1living.

Increasing efficiency requires continuous adjustment of the supply structure,
and this in turn presumes constant retiring and investment of capital, that is,
-a constant regrouping of the energy resources. And thus we have already moved
closer to the basic question: How can surplus productlon and efficient use of
the replacement fund be ensured?

Efficiency is an "elastic concept” and as such, it is unable to be a direct
guide for the daily act1v1t1es of economic operations. Wé must assume that
effictency demonstrates first of all profitability--at least in the competitive
sector, and also that the market mechanism is sufficiently self-requlating, ,
and a 31tuat10n cannot occur in which something is profitable at the enterprise
level but cause a loss at the national level, or vice-versa. :

Based on this, the goal of reforming the movement of capital and strengthening
the incentive system can be defined as: profit being the basic measure to
evaluate investments, moreover as a result of the decisionmakers interests.
The question is what kind of an institutional system can best ensure 1mp1e—
mentation of the proflt motive at all levels of management.
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Good Intentions

It is not because of subjective reasons that the profit concept is not spreading
in the national economy, but because the plahning system still has a de0151vely
natural-supply concept, and even in the cases of branches which otherw1se

belong in the competitive sector it prefers to make decisions first about the -
utilitarian developments and allocates the financial resources to suit these,
rather than the other way around. And no wonder this is so, since the process
of plan preparation, the branch interests of those partlc1pat1ng in coordi- ,
nation, and/or their CEMA obligations, etc. make nothing else really possible.
The other important reason is the decision making system, which due to the
objective situation of the national management's institutional system can not
make its decisions the same way as an economic operating organization which is
forced to stand its ground on the market day after day. However, the 51tuat10n
today is that at a very high ratio of developments in the competitive sector ,
the national management organs do not simply "influence" but actually they make '
‘the decisions.  During the sixth 5-year plan period they would centrally dls—
tribute about two—thlrds of the development resources.

Spreadlng of the profltablllty viewpoint is hindered also by the 1ncent1ve
system. Even in enterprise development decisions primarily ‘the natural-supply

. viewpoint governs. What else could the main line of action be as long as even
‘now the enterprises are hindered by a myriad of formal and informal requirements
in the free selection of their product structure, and as long as prof1tab111ty
calculated on the basis of the prices in effect and of the subsidies and deductlons
does not necessarily coincide with efficiency? From this viewpoint the price
system's shortcomings are also playing a role because they do not make it pos-
sible for the enterprises to make reliable calculations. And ‘under such cir- v
cumstances the enterprlse, even if it wants to, can not take into consideration -
-profitability to the extent to be able to assume full respon51b111ty for
development. So of course they elect ‘the path of least resistance, and don't
even try.: The support and deduction system also has a similaily deformlng

role. That systemis theoretically necessary because prof1tab111ty as relayed
by the price system does not necessarily coincide with efficiency at the
national economic level. This system does not eliminate the shortcomings of -

the price system, and the two together do not result in making profitability

and efficiency coincide. But an even greater problem is that this completely
softens up the budget limitations of the enterprises ana makes it totally
1mp0551b1e to clearly establlsh respon51b111ty.

. The list of reasons could go on, but even this much is sufficient to prove that
the state's administrative and ownership structure which still fundamentally ‘

.. follows natural- -supply goals and goals outside the economy, must be further

developed into a property—1ncrea51ng and value- -oriented structure of enter—
preneurlal-ownershlp. :
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EnterpfeneUfial—Ownetship Organization

The idea of creating a holding organization was mentioned in connection with
further developing the enterpreneurial-ownership organization. Representatives

of this organization operate the property belonging to the holding as their own,
as owners, that is, they themselves determine at all times the optimum combination
of the production factors, and the product stracture at all times, that is,

they can not only freely regroup the after-tax 1ncome but also the capital

© itself. :

Before examining the réasons in favor of and against the holding organization,
interpretation of the property must also be mentioned. 1In the economic sense, :
property can hot be separated from economic management, since this latter is
nothing else than a series of orders made by the owner. In the usual inter-
pretation of holding organization exercising the ownership function and
economic management should be separated from each other. According to the
legal interpretation of ownership the natural or legal person has the exclusive
right to be in command of the property, thus in the final analysis he can sell
it, use it up, or destroy it. 1In this sense even the holding concept should
not desire to separate the state' s functions of economic management and
ownersh1p of the capital, because even assuming an ideal typical holding
- situation organizationally independent of the state administration, the most
&t can do is to shape the property's composition in terms of its utilitarian
value as it wants to, but it is obligated to not only preserve but also ,
“increase its value. If it does not do this, it gets replaced, it fails or
.ceases, etc., thus in the final analysis it is responsible to the state for -
its activity. (But this last link of the chain cannot be left out of the
constructlon.")

In the proposals most of the time the role of the holding [company] is to-
regroup capital and to exercise the rights of an employer towards the enter-.
. prise leaders. Legally in these two respects the holding can become inde-
pendent of the national administration. But is this limited independence
sufficient to make profitability the primary consideration in development
dec1s1ons7 :

Increased organizational and legal independence is necessary, but it is far
from being a sufficient condition for creating the economic operating environ-
ment which focuses interest on profitability. We can create such an environ-
ment only by changing the institutional system, that is, together with making
the appropriate changes in planning, in the decisionmaking incentives, prices,
wages, taxation, etc. "It is impossible to list all those measures which would
be necessary, but perhaps it is sufficient to circumscribe the goal here: an
environment must be developed in which price is the basic objective for the
economic operating organizations as much as possible; the state regulations
are as free of contradictions as possible, its changes are predictable, thus
it becomes possible to make well founded c¢alculations, and based on this the
responsibility can be clearly established; the consequences'of operating at a
loss are borne by the actual decisionmaker: and thus there is no other alter-
native to a de0151onmak1ng behavior which focuses on profltablllty.
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It can be asked: Is the holding form an indispensible organizational condition

for creating an environment which forces the behavior of the enterprises? 1In
,'order to answer this questlon one must rev1ew the internal: orderlng structure
- of: the holdlng format. : :

In the economlc sense, operatlon for the holdlng means hardly anythlng more
than g1v1ng foreman~type orders about the everyday technical and economic
tasks of simple production; only this latter remains at the enterprise because
the holdlng does the managing, that.is, makes decisions about the product ¢ -
structure of produ¢tion, and about the combination of resources. . Actually
~ the holding operates the same way.as a trust, the enterprises. of whlch are
acting primarily not on the basis of signals from the market but on the basis
of central directives. ‘This deteriorates the ability to adjust to the market.
Of course,; the holding may make decisions according to profltablllty view- i
points, if and inasmuch as the outside environment is such that it requires
‘this. However, to a great extent this outside environment would be created by
these very same holding mammoths for each other. The broader the fronts they
wish to operate on, the larger they are, but at the same time the fewer of
them there are, and thus the danger of forming cartels and making oligopolistis
agreements is much greater. In addition, it is also easier for the national
administrative organlzatlon to make agreements with these glant centers, and
indeed the environment is 1nherently a hot bed for at least informally
reshaplng the directive- -type relatlonshlps. Regardless of legal regulation,
the economic directive system's "sociological fiber" would soon bring back the
non-market type relatlonshlps, ‘for the organlzatlonal structure 1s to bargaln
about plans, regulators, and prlces. -

Stock Corporation
There is only one way to avoid this: -if all member holdlng enterprlses gain as o

‘much independence on the market as possible. The member enterprises have
~ independence not only in the area of operation but also with respect to productk

' “composition and the- optlmum combination of resources, In this case the

holding can no longer regroup freely the capital and profits, at the most it
"may exercise the rights of employer and take a share of the profits. But in ;
this way we are no longer talking about separating the functions of owning the =
capital and operating it, but about the separation of the so-called capital
ownership® and capital function, where ownership means only the right to control
the yield of the financial capltal while the full entirety of economic =
operation belongs within the authority of the enterprlsebwhlch exercises the
capital function. This format is no longer holding, but the classic stock’
corporation. S : :

The format of real stock corporation would be much better for our major enter- .

' prises than holding, but this would still have to be proven theoretically. I

am certain that:the holding organization would not necessarily mean ‘a step
forward even