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“Rapprochement” of the Economic Systems in FEast-

ern and Western Europe?

Interview with Professor Ota Sik, Prague

INTERECONOMICS:  Professor
Sik, in recent years it has been
said increasingly that the economic
systems of Eastern and Western
Europe are moving closer together.
This conclusion is reached because
Eastern Europe has shifted some-
what from its ideological position
which, for a long time, was a very
strictly defined one, and the West
is moving further from its ideal of
free competition and a pure mar-
ket economy. For instance, we
have established that the influence
of the State is growing in the West
and State policy—for example,
central banking policy—is being
employed to influence the market
and prevent excessive cyclical
fluctuations. The State is constant-
ly influencing economic develop-
ments, including the distribution
of property, by tax measures. Now-
adays business decisions can also
be inhibited by anti-frust legisla-
tion. The development of certain
modern production techniques has
obliged the businessman to con-

duct his affairs as a “planner”.
Furthermore, our educational pol-
icy enables everybody, irrespective
of income, to reach a certain level
of education, allowing each in-
dividual to exert an influence on
the overall economy. In addition,
there are strong tendencies to in-
fluence market trends through
State planning. Thus, in Belgium,
Turkey, Norway and elsewhere,
long-term plans are already in be-
ing. Even in the USA influential
circles are beginning to favour the
introduction of planning methods.
The EEC has decided to plan, but
the extent of this plan has not yet
been agreed upon. Within the
various nations regional and struc-
tural planning has long been in
existence; this serves to promote
certain regions or economic sec-
tors. Moreover, for some time the
West has used certain forms of
wage and price controls, for in-
stance, the regulation of agricul-
tural prices in EEC,
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is today one of Eastern Europe's leading economists. He was born
in Pilsen in 1919 and whilst he was a member of the Czech Com-
munist Youth organisation, he was already interested in eco-
nomics. Since he was a political internee during the war, he was
able to start studying political economy at the Prague College of
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the post of lecturer from 1948-1950 and then occupied the chair
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Directorship of the Economic Institute at the Academy of Sciences
in 1961 and took his Doctorate of Economics. Since 1962 Prof. Dr.
Ota Sik has been Chairman of the KPC (Czech Communist Party)
and the Committee for the planning and administration of the
Economy in Czechoslovakia, was set up by the Czech Govern-
ment. In this capacity he established the basis of the new Czech
economic system, the implementation of which has since become
the function of his committee. Among Sik's more important publi-
cations is the authoritative work “The Problem of Commodity Rela-
tions in Socialism”, which appeared in Prague in 1962 and is now
being translated into English.

On the other hand, we can see
that in Eastern Europe a certain
type of “entrepreneur” or "indus-
trial manager” is also emerging.
Wage incentives are given to pro-
mote productivity. Calculation tech-
nigues have been introduced to
assess profitability. The Eastern
European economies have been
forced to consider interest rates,
when balancing accounts: these
were long neglected as a factor
affecting costs. Because of all this,
Professor Tinbergen, in an article
in the “Hamburger Jahrbuch®*
propounds the theory that the eco-
nomic systems in Eastern and
Western Europe are converging
and that this process will continue
until ultimately a mixed system
will emerge in which differences
between the two systems can no
longer be recognised. What do you
think of this theory?

SIK: I would start by saying
that everything you have said
about the economic problems is
perfectly correct. I believe that all
economists are well aware of eco-
nomic trends in Western countries.
Even where private enterprise has
the upper hand, the necessity for
State planning, or at least some
State influence upon economic de-
velopment, is slowly being realis-
ed. In this respect, there is un-
doubtedly a tendency to take on
the characteristics of a socialist
economy. The changes which are
now slowly emerging in the so-
cialist economies are of more re-
cent development. I would put it
this way—and this is what always
creates problems—: we do not, so
to say, consider these develop-
ments in the socialist economy to
be retrograde ones. Sometimes
they are so interpreted and this
makes for unnecessary “badblood”;
it is looked upon as a retrogres-
sion to capitalism,

* See Jan Tinbergen: "Kommt es zu
einer Anndherung zwischen den Xommu-
nistischen und den freiheitlichen Wirt-
schaftsordnungen?”: Hamburger Jahrbuch
fitr Wirtschafts- und Gesellschaftspolitik,
8th year (1963), page 11 ff.

INTERECONOMICS, No. 2, 1966



INTERECONOMICS: Yes, some
go so far as to talk of a return to
the period of the “"New Economic
Policy”.

SIK: T believe that there is a
rather serious misunderstanding
here. Under "NEP“ market condi-
tions, the market relationship be-
tween state-owned enterprise and
the private economy, particularly
between privately-owned agricul-
ture and private crafismen, were
to be exploited. This is common
knowledge. During this period it
was necessary so as to stimulate
the interest of private producers.
But now the problem is different.
There is no question, naturally, of
returning to private enterprise—
we don't think of this nor, as far
as I know, does any socialist
country. It is more a question of
realising that even in the case of
socialistically-owned property, mar-
ket conditions are unavoidable.
I would put it like this: there is a
deeper understanding of the es-
sence of the socialist economy
than previously. Formerly the con-
cept of a socialist economy was
grossly over-simplified.

INTERECONOMICS: You mean
socialist economies not as seen
from capitalist countries, but from
the socialist “bloc"?

SIK: Yes, I am now talking only
of socialist countries and the no-
tions about economics within so-
cialist States. Earlier people were
really under the impression—quite
apart from NEP; the NEP was rec-
ognised as a transitional stage—
that as soon as collectivisation
had been completed and private
enterprise had disappeared, the
causes of unhealthy development
in market conditions would have
been rooted out. That was the im-
pression given earlier, and it stems
directly from that period of so-
cialist development in the Soviet
Union known as the *Stalin Pe-
riod”, .1t was allowed that even
between State-owned enterprise
and the communal farms something
similar to market relationship had
to exist, but only, so-to-say, as a
necessary evil. It was regarded as
being due to communal socialism
being an inferior form of socialism.

INTERECONOMICS: Were even
the "communes” considered to be
a transitional phenomenon?

SIK: Even the “communes” were
regarded as something to be trans-
formed as soon as possible into a
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State organisation of some kind or
other, i.e. something to be mod-
ified quickly. Such out-dated im-
pressions must be eradicated now.
But in this process—Ilet us not mis-
understand each other—socialism
becomes far more realistic; it
simply becomes much sounder! It
will be able to develop more satis-
factorily as a socialist economy!
Moreover, this will demonstrate
that the essence of socialism is
not so vastly different from the
capitalist system as was previously
supposed.

INTERECONOMICS:  Professor,
can you tell us what actual eco-
nomic factors—and possibly what
technical factors, too—have led to
such a reversal of ideas in the
concept of socialism?

§IK: Yes. It is important to un-
derstand why certain things were
previously disputed. Formerly, it
was thought to be very simple to
plan a socialist economy. It was
assumed that the whole economy
could be managed from one cen-
tral point by directives and quan-
titative indices and that every-
thing could be administered from
above so that nothing was left for
the market economy to do. This
was possible for a time. Naturally,
if it had not worked at all then,
people would have asked: why did
you not know this before? This
kind of planning went right just
as long as extensive growth fac-
tors were present. Provided new
factories could be built, production
increased and new labour employ-
ed, it was sufficient to set es-
sentially expansive and quantita-
tive growth targets—and these
were met, more or less. But quali-
tative development lagged behind.
This led to an extremely uneco-
nomic and one-sided development,
and it became increasingly diffi-
cult to satisfy needs. Certain con-
tradictions arose simply because
of these conditions, demonstrating
that things could not continue in
this way.

INTERECONOMICS:  You said
that this first phase in the concept
of a socialist economy was fea-
sible. Would yvou go so far as
to say that, in the first period—
the extensive phase—it was also
necessary? Or could the first
phase—the creation of socialism—
have been completed in a different
way?

SIK: This is a difficult question
to answer because, in a certain

sense, a slightly different form of
guidance, making more use of
market relationships, prices and
so on, would have helped towards
a more effective development. On
the other hand, it must, of course,
not be overlooked that—as long
as a country has a large labour
surplus—it is, in a certain sense,
possible {o help such a country by
the fastest possible quantitative
development. If we had aimed im-
mediately at maximum effective-
ness, we should not, for instance,
have been able to extend the in-
dustrial production capacity so
rapidly. But, for a time, our labour-
force would also not have been
fully employed. In today’'s highly-
developed industrial countries this
is no longer of importance, But in
partially-developed countries or, in
general, where there is a labour
surplus this is really a serious
factor. Therefore I cannot simply
ignore it. In undeveloped coun-
tries, as in certain socialist coun-
tries—even today, for instance, the
position is somewhat different in
Poland as compared with Czecho-
slovakia—extensive plans can still
be of assistance by setting pro-
gressively higher growth targets
which are met simply by building
an increasing number of new in-
dustries, employing more and more
new labour. But you must under-
stand that this i§ only one side
of the matter, which is not to say
that, on the other side, this form
of development could not be more
effective than is allowed for by
this somewhat simplified and over-
centralised planning by directive.

INTERECONOMICS: In this case,
had it not_been possible in Czecho-
slovakia, as in other Eastern Euro-
pean countries, for certain dis-
tortions to arise in meeting de-
mand—compare, for instance, the
fulfilment of public and private
demand; even we in the West suf-
fer from this?

SIK: No, it is quite different
from what you would expect. I
believe that if we had a somewhat
different form of planning, giving
somewhat more {reedom to private
enterprise and a more logical ex-
ploitation of market conditions,
our development might have been
more rational. It may sound odd,
but it is a fact that although, after
Stalin, the talk in Czechoslovakia
was always of the law of planned
proportional development, in fact,
due to the out-moded method of
planning a very distorted develop-
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ment resulied. Indeed, it was a
decidedly lopsided development.
This form of planning, which can
be called “directive” or “adminis-
trative” planning, we call “prefer-
ence” planning so as to emphasise
its special characteristics; prefer-
ence is given to a particular sector
of production and—as you know—
this sector is industry, especially
heavy industries. In my view this
can lead to over-industrialisation;
there is much to be said about
this, but we have no time here.
To sum up, we can say that “di-
rective” planning, which is intend-
ed to overcome lack of proportion
in the economy, has, in fact, been
the cause of wvery serious dis-
tortions.

INTERECONOMICS: Can it not
also be said that today’s distortions
are the result of the circumstance
that in a comparatively undevel-
oped economy it is possible to
plan for a very long time, whereas
when the standard of living is
rising planning becomes so diffi-
cult that it has to be abandoned
and elements of market economy
have increasingly to be introduced
into a centralised economy?

SIK: 1 should like to be a little
more precise. We should not talk
of “deviating” from planning. This
is not for ideological reasons but
simply because of our knowledge
of economics, I do not believe it
isa questionof deviating from
planning, but of a completely dif-
ferent concept
When we talk of planning in gen-
eral terms, we cannot simply
equate this with the form of plan-
ning which hitherto has been ac-
cepted in socialist countries as the
only valid and possible one. It is
a question of changing a form of
planning which emerged in a cer-
tain period and even, at that time,
offered certain advantages. To be-
gin with, it helped—in the USSR,
for example—to create a not yet
existing industry, and secondly, it
was possible for a time to run this
newlv-created industry from a cen-
tral point, because, at the start, it
was nof on a wide scale. At a cer-
tain point, it was seen that this
type of planning was no longer
possible. So I must put it in this
way: We still need “planning” as
a tool and—as yvou yourself said
earlier—this is being realised in
capitalist countries too. This means
that we are not abandoning plan-
ning; quite the contrary: the ne-
cessity for planning is becoming
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of planning.

more widely recognised. But it will
be an utterly different type of
planning from the one we have
known hitherto. The idea that the
central authority can give a de-
finite answer about what and how
much is to be produced must be
scrapped. You know that: the
whole scale of indices, extent and
diversity of production, produc-
tivity, costs, size of labour force,
wages—all used to be established
by directive and this proved utterly
unworkable, This precipitated the
following situation: first, using that
type of planning it was impossible
to calculate what the most ef-
fective action would be, and sec-
ondly, it was established that the
setting of fargets had been over-
simplified. In fact, it was believed
that if we had steel, iron, coal and
power, we would have everything
else automatically. But this is not
true at all. On the contrary, al-
though we now lead the world in
per capita steel production, we do
not have all the other things we
really do need.

INTERECONOMICS:  Professor,
returning to the question of fac-
tors, your remarks lead us to con-
clude that one of the factors which
led to a change of policy on the
type of planning needed in so-
cialist countries was the following:
certain distoriions allowed at the
outset in the interests of rapid
industrialisation and development
have now become so acute as to
be intolerable.

§IK: Yes, there is something in
that. On the one hand, people re-
ally believed that industry had to
be expanded as quickly as pos-
sible, particularly in countries,
which had practically no industry
at all. But at the start it was not
foreseen that after a certain pe-
riod distortions would be created.
In brief: these distortions were not
seen as such immediately; this
only happened later. The more in-
dustrially developed a country is,
the sooner such distortions appear.
For example, Czechoslovakia is a
highly-developed industrial coun-
try; distortions appeared there
much sooner and more violently
than in countries with a lesser de-
gree of industrial development. In
under-developed countries the pop-
ulations are primarily concerned
with the quantity of consumer
goods produced. They have a com-
paratively sufficient agricultural
production and industry provides
new goods which were previously

in short supply (e.g. textiles, shoes,
etc.). Initially, it is sufficient for
these things just to be available.
But when the standard of living
reaches a certain level, they are
no longer concerned purely with
quantity. They do not want just
“shoes” or “textiles”, but certain
kinds of shoes and certain kinds
of textiles; quality and the avail-
able selection suddenly become
the dominant factors. If transport
has been neglected during this ex-
pansion, this also will act as a
brake upon industrial develop-
ment, The same applies to other
services.

INTERECONOMICS: The second
reason for modifying your eco-
nomic system is, therefore, the
rising standard of living?

SIK: Yes, but in addition there
are the technical developments
made in production. The position
is similar here. For a time, certain
production-lines are sufficient for
the purely quantitative develop-
ment of production. Do you fol-
low? For a time it was sufficient
merely to produce quantities of
machines, quantities of steel, iron
and coal. But at a certain point,
this becomes insufficient to devel-
op the productivity necessary for
a rounded economy—and there is
no progress without development
of productivity! All of a sudden
the resources necessary for ex-
pansion disappear. There is no
longer any surplus labour. At this
stage, the necessity manifests it-
self for production development on
a much more intensive technical
level and suddenly the former
level of production is no longer
sufficient. For the same applies
here: we have only produced
gquantities of machines and
have not made sufficient progress
in technically-advanced, modern
production skills in engineering.
It is no longer sufficient only to
possess steel—we suddenly need
refined steel, refined metals and
S0 on.

INTERECONOMICS: So both from
the point of view of the consumer
and from that of the manufacturer,
planning must be made more effi-
cient. Now we should like to know
how this more efficient planning
differs from the central planning
used previously.

§IK: We feel that central plan-
ning must necessarily be macro-

economic  planning — macro-eco-
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nomic in the sense that by plan-
ning the directions of investments
the basic structure of production
is being created—-that, moreover,
it influences the basic proportions
of the distribution of the national
income, but no longer attempts
definitely to determine the actual
quantities of specified products
each sector must produce. So we
must change our earlier ideas of
“planning by directive”. Plans must
take on more the character of
“planning by orientation”. Thirdly,
such plans can be only long-term
plans. Consider that centralised
plans are one-year plans. The
minimum run must be five years,
if possible with even longer-term
prognoses, covering perhaps ten
to fifteen years. Work-programmes
for terms of one year or less
should be left to the individual
businesses. Naturally, it will still
be necessary for short-term plans
to be brought to the attention of
the central planners in order to
establish if, and to what extent,
they coincide with the long-term
plan.

INTERECONOMICS: What hap-
pens if the plans of individual
enterprises do not fit in with the
central plan?

SIK: If they do not fit in, the
enterprise cannot be compelled to
alter its plan, as used to be the
case. In future, long-term plans are
not meant to be binding plans for
action—as formerly—but a basis
for continuity in work planning.
This means that creative work
must be done on the plan and at-
tempts must be made to modify it
and keep it up-to-date by con-
sidering new factors which arise.
Previously, the Five Year Plan
collapsed after one or-—at the most
—two years, by which time it had
become a conglomeration of out-
of-date figures,

INTERECONOMICS: You talk of
gingering up the plan? How is this
actually achieved? How far are
the wishes of certain business
groups, individual managements
and consumers considered?

SIK: This brings us to the ques-
tion of what the contents of macro-
economic plans are to be and how
they will be compiled. Insofar as
there are any indications, almost
everything which was previously
stated can be retained: production
targets, priority types of produc-
tion, productivity, cost-develop-
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ment, labour force, etc. On the
basis of scientific research, an im-
pression will be evolved of how
certain macro-economic factors are
likely to develop. However, these
macro-economic plans are to be
considered binding only to a lim-
ited extent; only the basic direc-
tions and the efficiency coefficient
of investments should be binding
because investments influence the
basic structure.

A word here on how these plans
are constructed; otherwise—I fear—
the old idea will stick that some-
one at the centre will think some-
thing up! The central authorities
should set up only a first hypo-
thesis based on an appreciation
of future developments of the mar-
ket, both at home and abroad—
i.e. macro-economic business re-
search as carried out also in cap-
italist countries.

INTERECONOMICS: Who sup-
plies the data for the guidance of
the central authorities?

SIK: One starts with an impres-
sion of the possible growth;
this hypothesis is gained by as-
suming development will continue
as hitherto but naturally inhibiting
factors have to be taken into ac-
count. This also means taking into
account the labour potential, the
raw material outlook, etc. This
gives an initial idea of production
potential. Based on this, they cal-
culate the secondary hvypothesis
of the approximate volume of in-
vestment required. By deducting
this investment from the quantity
of production, one can calculate
consumption. On the basis of spe-
cific calculations along the lines
of developments up to date, con-
sumption is allocated according to
individual social consumption. This
leads to the question of what
structural changes are likely to
occur in the calculated level of
consumption if wages are raised
and so on. Where will things de-
velop more rapidly or more slow-
1v? This is how a first impression
of the optimum future structure is
gained. This is where a further
question must be put: should
we produce all this ourselves?
And: can we produce all this
satisfactorily?  Previously such
questions were not posited. Ef-
fective potential must, however,
be calculated and it is no longer
possible for the central authorities
to do this. This needs to be done
starting from the bottom. That is

to say: business enterprises can
only have this basic macro-eco-
nomic perspective, so they can
say: “Aha, demand may—or will
approximately-—develop in such a
way for us; we can count on ap-
proximately this amount of invest-
ment.” However, they have to set
up variants for themselves at a
later stage. And now the possible
technical developments in individ-
ual businesses have to be con-
sidered: which investments should
be made, what kind of products
manufactured, what substitutes be
introduced? We want to reach a
stage where each business devel-
ops its own variants—but variants
set up by a method commcen to
all. T do not need to detail the
method to you here. Basically, it
depends what result can be achiev-
ed at what overall cost—At this
stage it will become clear to you
why we wish to retain planning.
In our view, it is difficult for a
business to make up its own mind
in favour of this or that variant.
It realises, of course, that in its
opinion one variant is more ef-
fective than another. But this is
not necessarily also the most ef-
ficacious from the point of view of
society. It may turn out that this
variant is too demanding in rela-

.tion to earlier work carried out at

certain other branches, about which
the individual enterprises are in-
sufficiently informed. You appre-
ciate, of course, why these alter-
natives should be submitted to the
central authorities? It is only in
this way that they can be balanced
~—all together-—by modern meth-
ods. By wusing up-to-date input-
output methods we can then com-
pile a table, which is already sta-
tistically calculated, involving 93X
93 items, while now and during
the next years a much more com-
plicated one is being prepared in-
volving 400X400 items. Only then
can we say: we shall select cer-
tain variants in particular branches
of the economy because they guar-
antee the most effective develop-
ment from a general economic
point of view too; other varianis
we do not wish to have imple-
mented, we would prefer to im-
port. On the other hand, it may
also be decided that producis
which could be highly competitive
in overseas ftrade shall not be
produced for domestic consump-
tion alone; this involves types of
products and branches where it
would be expedient to produce
for export too. Thus, a macro-plan
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is established based on recom-
mendations from business. There
may be two or three phases be-
fore it is finally completed. We
are speaking, in this connection,
of the method of approximation:
the central authority selects some-
thing, sends it back to the busi-
ness sector for detailed formula-
tion; they, in their turn, put it up
to the central authority once again
in the form of a concrete proposal
and, in the end, a solution emerges
which approaches the optimum.

INTERECONOMICS: What about
the time-factor? Does it not some-
times take a very long time for
plans to be finalised by this
method?

SIK: Yes, and thus, it is our
opinion too that this method should
only be used for five-year plans.
But let me sum up: The plan will
contain three sets of investments:
first, the so-called *central in-
vestments”. These make up about
20-25%s of total investment. These
are investments outside the scope
of the business-sector, such as
large dams or atomic power plants.

INTERECONOMICS:

the infra-structure?

You mean

SIK: Yes, under the plan such
investments will continue to be
guided by directive and there will
be no great change. The second
group of investments are the so-
called “branch investments”. These
are investments which are ac-
cepted on the basis of recommen-
dations from the business-sector.
The size of these will no longer
be forced upon businesses——but it
is essential they be effective. The
third type of iovestment Iis
"business investment”, probably
20-30%s of the total. This is no
longer included in the five-year
plan. These are short-term invest-
ments by individual businesses—
i.e. substitute investment—and also
investment for rationalisation. This
investment planning is based on
the view that if we have a grasp
of investment policy and the in-
vestments are really adhered to,
we can also control the basic
structure and development, the
growth-rate and the efficiency of
the economy. Compared with the
past, the difference is that we no
longer consider it necessary to tell
each sector how much it must
produce. This should be left to
market forces. In a word: an in-
dividual business still has its ca-
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pacity controlled, but it must de-
cide for itself-—just as in your
country—exactly what use it
should make of this capacity on
the basis of its knowledge of the
market.

INTERECONOMICS: Now we are
leaving the production side for
the consumption side.

SIK: Yes.

INTERECONOMICS: 1f we have
understood aright, in your system
the consumer has his say via the
demand recommendations voiced
by business.

SIK: Quite right. But I would
like to point out that we are talk-
ing now of target-models. In the
transition period we cannot com-
pletely avoid certain directive in-
dices for some products. But this
is only a transitional problem. We
have bottle-necks, we have dis-
tortions. In this year of transition,
for example, we cannot yet afford
for certain types of production not
to be controlled centrally. This is
not a problem of the total extent
of production of business. This is
important because earlier the ex-
tent had misled business. Also this
only affects certain important
products. Only about 70 items are
involved. In a range of products
of about one and a half million
items, 70 items are almost noth-
ing. These include, for example,
power, steel, etc.

INTERECONOMICS:  Professor,
what are the incentives for in-
dividual businesses to plan in this
way? Are there certain incentive
schemes—as we have in the West
—-profits, for example?

SIK: Yes. Now we are coming to
the second facet—the new one. We
anticipate that the interests of the
business-sector will develop in a
quite different way than they have
done hitherto under socialism. Up
to now, the interest of the busi-
ness-sector was simply to com-
plete its quota.

INTERECONOMICS: ... cost what
it may ...

SIK: ... cost what it may! When
the quota was completed, some-
times goods were produced which
were not sold, they even remained
in stock! It went as far as that.
I could tell yon some stories! And
certain types of goods were pro-
duced which were sold, but at a
heavy loss, because there was no

other way of disposing of them.
All this happened because the
manager had to shoulder the re-
sponsibility for the fulfilment or
non-fulfilment of the plan. As well
as this moral-cum-political chedk,
there were material incentives
too: wages were tied to the fulfil-
ment of the plan, so that these
plans became the main interest
both of management and the la-
bour force. For the future, each
business will sell its goods on the
market in the normal way. As hap-
pens elsewhere, it will submit its
range and contract with buyers in
the normal way. Everything it
needs for reproduction will have
to be covered by profits. If the
cost of materials and depreciation
is deducted from these profits, the
balance is what we call “basic
earnings”. Out of this, certain pay-
ments have to be made to the
State. In fact, there will be two
types of payment. I shall not call
them “taxes” because, unlike or-
dinary taxes, these payments are
a planning tool. They are, in fact,
a contribution to the State budget,
but at the same time-—and this is
most important—they are a plan-
ning tool.

INTERECONOMICS: Are they
also contributions towards invest-
ment funds?

SIK: Yes, in a certain way. The
initial payment is first of all a
percentage of the “basic earnings”.
This percentage must be fixed by
the State in advance—that means
before a business begins planning
at all. Thus, businesses know in
advance what is required by the
State. Equally, these payments may
not be adjusted afterwards. This
should prevent deductions being
made subsequently if a business
earns more than was anticipated.
If this were done, the interest of
business weuld disappear again. In
future, we should like to see uni-
form payments from each branch
and each enterprise, because, if
these are not kept standard, the
progressive firms would be penal-
ised and the inefficient ones—the
bad managers—would be at an ad-
vantage. Unfortunately—in this pe-
riod of transition-—we are not yet
able to set standard payments
because price differentials are too
great. We still have the old prices
and only now are we preparing
the price reforms.

INTERECONOMICS:  Will  the
standard payment work on a per-
centage basis?
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SIK: Yes, in future we envisage a
percentage of the "basic earnings”,
I cannot tell you yet whether this
will rise progressively, or not. This
will have to be taught by experi-
ence and research, At present, we
think that, with intensive devel-
opment, it need not be progressive.

The second type of payment
is from the so-called “production
fund”, or what you call “fixed cap-
ital”. It is a payment which, whilst
made from “basic earnings”, is cal-
culated as a percentage of “fixed
capital”. This is intended to stimu-
late interest in the most effective
exploitation of the means of pro-
duction. Hitherto, businesses have
fought amongst themselves for the
maximum investment; at the same
time, they did not care whether
these were exploited or not or
whether they were exploited effi-
ciently or not. Thirdly, firms
have, of course, to repay credit ad-
vances and pay interest out of
“basic earnings”.

INTERECONOMICS: How are in-
centives for staff and the firm itself
scaled?

SIK: After deduction of the two
types of payment and the repay-
ment of credit advances, the bal-
ance belongs to the firm. What is
left to the firm is thus not planned,
but remains as a residual item. How
does the business use it? I would
say just the same as any ordinary
capitalist business. First, it has to
set up a cerfain reserve fund and
secondly, a fund for technical de-
velopment; the remainder is avail-
able for distribution. These re-
sources fall into two sections: the
so-called "basic wages* and “bo-
nuses” as a special form of recom-
pense. The better a business is run,
the larger the wherewithal for bo-
nuses, Such bonuses are intended to
stimulate the interest of the whole
staff in the growth of the business.
Everybody in the firm shares in
these bonuses, but on a differential
scale, i. e, it is for the firm itself to
decide whether key-personnel—
such as engineers, technicians and
other responsible persons—should
receive a relatively higher rate of
bonus.

INTERECONOMICS:What part do
the unions play in this distributive
process?

SIK: As regards basic wages,
again we want to have a general
State schedule, in which, you under-
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stand, basic principles are estab-
lished, simply to avoid confusion.
Surely this is done everywhere, in
a similar form in your country too?
So initially, the State will negotiate
with the unions over the entire
State wage schedule (rates, basic
rates, etc.). But as regards actual
wages, the management of each bu-
siness will consult with its union.
The union will have a considerable
say in this.

INTERECONOMICS: Can you say
a brief word about the part played
by prices in your new system?

SIK: This system just needs gen-
uine, economic prices: market
prices, in fact. This involves an
important problem which looms
large, even in capitalist countries:
namely, if we have a completely
free price system, how do we pre-
vent it from running amok? We
want to safequard ourselves against
this, at least at the outset. We are
attempting to achieve this by using
three forms of prices: first, the so-
called "fixed prices” for the
most important raw materials, for
power, staple foods and other im-
portant consumer goods. Although
these prices are variable, they are
fixed and controlled by the central
authorities.

The second form is “re-
stricted prices” (from ... to
...): this introduces a certain flex-
ibility. The third form of prices is
those which are completely un-
controlled.

INTERECONOMICS: Is this a per-
manent set-up or only an interim
solution?

SIK: This has mnot vyet been
decided. In my opinion, a free
price mechanism will gradually

gain the upper hand. We must
attempt to make greater use of
counter-inflationary tools, attempt-
ing, on the one hand, to control
price-levels and, on the other hand,
to allow free economic price devel-
opments to assert themselves.

INTERECONOMICS: Can we get
back to profits? You said that pro-
fits offer an incentive for expand-
ing production. But what happens 1f
this causes bottle-necks—in the dis-
tribution of goods, for example, or
if a product proves unsaleable? In
case of necessity, can a firm ob-
tain goods abroad? Can it sell its
output abroad or manipulate its
prices? And what happens if a
business is so inefficiently run that

—as happens with us, for instance
—it has to go into bankruptcy?

SIK: If a business is badly run,
if it cannot sell its output, or sells
at a loss, then its “basic earnings”
fall. As I have said already, the
payments to the State are obliga-
tory. So first of all the "reserve
fund" disappears and, if the busi-
ness continues to do badly, the
bonuses will also disappear. Na-
turally there will be an outery, but
things should go no further. In
theory, it is possible for income to
fall to 92°% of basic wages-—since
92 %/s of basic wages are guaranteed
by the State, it being impossible,
in the last analysis, to hold the
workers responsible for bad man-
agement, But further than this,
things cannot go. As I said: they
should not even go thus far. As
soon as the bonuses have dwindled
away, the central authority should
launch an investigation, and if it
should transpire that faulty man-
agement is the cause, the people
responsible must be replaced; the
business might even be put into
liquidation. But this would bhe a
political decision: either society
needs the business, in which case
it must be re-organised—not by
pumping in money but by credit
advances, If society does not need
the business, then it must go into
liquidation.

INTERECONOMICS: Say there is
a structural crisis, a coal mine, for
instance, which for structural rea-
sons is not flourishing as e.g. in
West Germany. What then?

SIK: Then, logically, the business
will have to be closed. That is pre-
cisely what we are aiming at. We
have many businesses which are
quite unprofitable but which were
allowed to carry on under the old
system. Nobody had the opportun-
ity to close down such businesses.
In future, if such a business does
not cover its wage bill, it will not be
able to survive, and that is a good
thing because the workers will
move away from there to where
we need them. This way an “eco-
nomic” redistribution of labour will
be achieved and under our condi-
tions unemployment cannot happen.

INTERECONOMICS: Do vyou not
think it possible that you may
have to contend with difficulties
such as we experience—that you
will have to finance concerns which
have got into structural difficulties
solely because they are backed by
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certain interests—say, the coal-
owners or even the unions whidy,
in the Ruhr, represent 400,000
workers? One compromise after an-
other is made and a branch of the
economy is subsidised which is no
longer justified by current require-
ments?

SIK: I would put it in this way:
in that case the problem wouid be
the same as yours or as that in
other countries, It would not be
easy to change. Since you mention
coal—in our country this is also a
highly inefficient investment which
is becoming inceasingly expensive
for us. We are going deeper and
deeper and we must therefore be
converting increasingly to oil-heat-
ing and other uses of oil.

INTERECONOMICS: So here too,
by taking the example of a branch
of the economy which is threatened
by a structural crisis, we can see
that you have problems similar to
the ones we experience.

3IK: Yes, that is quite right.
Now, if I may say some more about
it: this is just where planning
should help us somewhat, since it
should be possible to predict these
things earlier and try to find a
solution in good time.

INTERECONOMICS: This is just

the reason why we are also intro-

ducing a certain form of planning.
This should solve structural crises,
growth crises and other crises
which may occur, To this extent,
there is really a certain “rapproche-
ment” of our problems and of the
methods used to solve these pro-
blems—talking from an economic
and technical standpoint.

SIK: I agree completely. If one
is better acquainted with the essen-
tials of a socialist economy, it
can be seen that the differences
vis-a-vis a highly-developed, mod-
ern, capitalist economy are by no
means so great as people used to
think—or wished to think. But I
repeat—and please understand—
this must not be interpreted as a
retrograde step back to capitalistic
ownership, There is no question of
that.

INTERECONOMICS: At this point,
we should really explode a myth
which—it may be-—a few econo-
mists in Eastern Europe have
helped to create; we, in the West,
are always adding fuel to the fire—
namely, that we in the West are
still the arch-capitalists we used to
be. All the examples quoted at the
beginning of this talk and especial-
ly those cited towards the end,
indicate that in that sense we are

no longer genuine capitalists, but
that fundamentally and with a good
dash of pragmatism, we are trying
to make the best of the market
economy in order to achieve cer-
tain pre-set targets, but—we must
recognise this as the essential dif-
ference between our systems—in
our system these targets are set
more by individuals or by particu-
lar groups than is the case in your
system (and this will hold even
when your new ideas have been
implemented).

SIK: Quite so; I agree entirely.
Nor do I view the question of pro-
perty so much from its legalistic
aspect; it is more a matter of who
controls the property, of a social
type of production and product
distribution, i.e. the way of enfore-
ing certain interests. But as soon
as private interests or the inter-
ests of small groups are subordi-
nated to the general interest, the
economically important essentials
of progressive development will
actually assert themselves.

INTERECONQMICS :Professor, we
ought to end our discussion here.
We have heard a wealth of views
from you and have arrived at a
conclusion which we think will be
of great interest to the public,

Effectson Development o f the Population Explosion

in Latin America

By Dr. Jiirgen Westphalen, Hamburg

The present population problem in Latin America is
not dependent upon too large a number of inhabitants
in relation to habitable area and the potential area
available for growing foodstuffs—as in the case of
some developing countries in the Far East—but rather
upon the far too rapid population increase compared
with the growth of the economy, ie~—to quote
R. F. Behrendt! upon a marked “disparity between
population rates of growth and comparative economic
stagnation”. There is no inhabited area of comparable
size whose population increases as rapidly as that of
Latin America. From 1920 to 1950 the population of
Latin America increased by 79%; over the same
period the population increase in North America was

1 R F. Behrendt: Soziale Strategie fiir Entwicklungsldnder.
Entwurf einer Entwicklungssoziologie. Frankfurt am Main 1965,
p. 24,

10

449, in Asia 43%, in Africa 42 but in Europe (in-
cluding USSR} only 18%,. It can be estimated that in
the second half of the century, i.e. between 1950 and
2000, the population of Latin America will increase
by 263% (1), whereas in Asia the increase will be
only 180 %, in Africa 159%, in North America 86 %
and in Europe (including USSR) 65 %e.

The following brief remarks cannot be more than a
rough outline of population developments on the
Latin-American sub-continent. Some important causes
of this development are indicated and their most im-
portant economic and social effects described. Finally
—but again only in brief—possible population trends
will be estimated and indications will be given of
some of the requirements in Latin America relating
to general development policy in relation to the
population problem.
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