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PREFACE

The primary aim of this book is to provide help for those in
volved in teaching as well as for practical professionals to 
etter understand the problems relating to the theory of wages 

and wage policy. Being an issue of outstanding importance of 
political economy, these problems have interested me for de
cades and I have written several contributions to textbooks and 
ave held several lectures on this topic. However, this fact 

has not only made my work easier, but at least as much diffi
cult as well. During this long time, I have increasingly re
alized how extremely complex this subject is, and that there 
are may contradictions and problems, some of which seem - at 
least to me - unsolvable.

When we do not know a problem fully, we have more couraae 
and less inhibition to start our work. Furthermore, university 
lecturers are subject to a special "occupational hazard"; name
ly, with a little exaggeration, they have to repeat their theses 
s° many times that finally they accept them without reserva
tions. And by doing so, they make the picture of reality in- 
lexible - a picture which is necessarily simplified for teach

ing purposes and which would thus need to be continuously re
newed and confronted with reality. It is very difficult to 
avoid this trap and I think I have not completely managed to 
do so.

When writing this book, I did not endeavour to say some
thing new and individual in every respect. From time to time, 
I also discussed well-known basic issues, although not in the 
usual form. However, I had no intention whatsoever to write a 



usual textbook. I have omitted the exact definition of fre
quently used concepts(supposing that they are generally known) 
as well as some other information closely related to the sub
ject, while at the same time I have often digressed from the 
subject to "farther" areas which to me, however, do not seem to 
be that far away. There are problems which are discussed at 
several places, but this is not due to some negligence or super, 
icia ity; rather, this is how it corresponds to reality.

Finally, I would like to thank all those who assisted me 
in my work for their encouragement, advice and critical remarks- 
among them, I would like to mention especially [^^777] ' 
bert Hoch, Jdnos Kovdcs, Tamas Nagy and Jdzsef Rdzsa, as well 

as my immediate colleagues at the Department of Political Econ
omy at the Karl Marx University of Economics.

The Author
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PREFACE TO THE ENGLISH EDITION

This book is based on an earlier work of mine oublishefi ■ 
Hungarian in 1979 under the title Munkaber, 
(Wages, incentives, distribution). Although now T elosztds 
issues dealt with in that book in a different wav I dTd^^1 
revise the text included therein, since it would7™-? h d nOt 
con?dSenfe « make some suPerflcial modifications, while6!"1366

"ot afford to rewrite the whole material. However J Ha„ updated some of the data (the ones that were available for h ® 
later years as well) and have enlarged that book wi fh chapters treating problems that are closely related Jo th! 
topic. I hope that this book will give the Reader a e 
about the issues that have aroused the interest of nF C Ure economists in the field of wage theoJj and ^ge dfe 
tion policy. Some of the problems are very similar to fhl b that can be found in the capitalist countries some ntS °neS 
completely different. When I take a stand - although it mA 
many cases coincide with the opinions of other Hungarian ln 
omists - it expresses after all an individual stanlni 2 °n'it should in no way be considered as a general^unnfrt^' 
tion. Standpoints taken by Hungarian economists have becom^" show an ever greater variety lately. onomists have become to

I would like to ask the Reader not to consider ttic w , as a completed work, but rather, as the product of a sn^Jf^ 
periods WJich.has to be followed by other works from other 
P riods, treating partly different issues from different angles

The Author
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CHAPTER 1

WAGES AND DISTRIBUTION ACCORDING TO WORK

ofEwa?p?EPT and the economic-social content
• ''HuLO

In modern societies, either capitalist or socialist, wages 
salaries) are the basic form of the working people's personal 

income. Wages are rates paid for work, serving as a means of
e reproduction of the labour power and at the same time as an 

incentive for labour. As a means of the reproduction of the 
labour power, wages together with the various social benefits 
should guarantee an adequate subsistence, an adequate standard 
of living for the working people and their families. This is 
also referred to as the distributional function of wages As a 
means of incentive - since their volume also depends on the ex
tent to which labour force is available in a given area, in 
other words, on the relationship between labour demand and 
supply - wages also prompt the labour force to find employment 
in those occupations, production branches or geographical re
gions, etc. in which there is a shortage of labour. And since 
the volume of earnings depends on the working people's perform
ance as well, wages thus also stimulate the working people to 
fulfil their commitments and to increase their performance. 
These functions, which are closely interconnected and interde
pendent, are common characteristics of wages, which can more or 
less be found in any society. However, wages as well as the way 
in which their functions are realized always bear marks of the 
existing social and economic conditions, too.



WAGES IN CAPITALIST SOCIETY

According to the thesis of Marxist political economy, 
under capitalist conditions wages are the price of the labour 
power, the money expression of the value of the labour power. 
The changes in the volume of wages depend primarily on the 
value of the labour power, which - as the value of all other 
commodities - is determined by the amount of labour socially 
necessary for the reproduction of the labour power, that is, by 
(1) the costs of the everyday reproduction of the labour power; 
(2) the costs of maintaining the family and upbringing the off
spring by the worker; (3) the costs of acquiring the necessary 
qualifications enabling the worker to do work.

It is an immanent feature of value that it cannot be 
grasped directly, that it is a category which "cannot be 
caught", a volume which cannot be measured. This applies to the 
value of labour in a special way, because it always involves a 
special "historical and social" element, and in this way, it is 
to a certain extent determined by itself. ' ... the number and 
extent of his so-called necessary wants, as also the modes of 
satisfying them, are themselves the product of historical 
development, and depend therefore to a great extent on the 
degree of civilization of a country, more particularly on the 
conditions under which, and consequently on the habits and 
degree of comfort in which, the class of free labourers has 
been formed."1 Consequently, the costs of the reproduction of 
labour power depend to a great extent on the already achieved, 
established conditions which, in turn, are determined by the 
usual level of the wages.

In the wage theory of the physiocrats, as well as of the 
classics of bourgeois economics - Smith, Ricardo -, biological 
aspects had an important place. The essence of their notion is 
that if the increase in population is faster than the increase 
in capital stock and land returns, this exercises pressure on 
the wage level which, as a result, is always around subsistence 
level. (It is quite understandable that the wage theories, born 
in the period when labour reserves seemed to be inexhaustible, 
regarded subsistence level as the determinant of wages.) With
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Marx, the biological aspects were replaced by the endogenous 
processes of the capitalist economy: profiteering, the contra
diction between production and consumption, etc., which ensure 
a continuous surplus of the labour force and that, in turn, in
fluences the wage level. At the same time, Marx also pointed 
out that to the merely physical subsistence level, certain 
standards achieved in the course of history (the so-called 
"historical and social" element) were connected. This is prac
tically the first significant attempt to take into considera
tion such factors of the labour market which are of a specifi
cally sociological character. However, modern bourgeois econ
omics generally ignores this notion and attacks the Marxist 
wage theory on this very point.

Another group of factors exercising an effect on the 
volume of wages is connected with labour demand and supply and 
the development of the power relations between the working class 
and the capitalist class. Basically, it is these circumstances 
that determine where the actual wages are between the lower and 
the upper limit of the value of labour (lower limit: the value 
- under the given circumstances - of minimum subsistence for 
the workers and their family; upper limit: the satisfaction of 
all the workers' needs developed historically and socially). A 
rapid increase in the demand for labour creates favourable con
ditions for the workers to realize their wage demands, whereas 
labour surplus, large-scale unemployment involves the possibil
ity of reducing (real) wages. But all this takes place within 
strict limits. It is well known that the nature of capitalist 
accumulation excludes any increase in wages which would en
danger the maintenance and extension of the capitalist condi
tions. If - under otherwise identical circumstances - wages 
grow, then the surplus value and consequently accumulation will 
decrease, and a decrease in accumulation leads to a decline in 
the demand for labour, which in turn soon results in a reduc
tion of wages. Thus, the volume of wages cannot long-lastingly 
be greater than what corresponds to the value of labour, that 
is, wages cannot long-lastingly be higher than what the workers 
(the masses of the manual and intellectual employees) actually2 spend on their personal needs. Their living standards can con

2 Falusni 3



siderably grow, "... so that they can extend the circle of 
their enjoyments; can make some additions to their consumption
fund of clothes, furniture, etc., and can lay by small reserve
funds of money."3 Nowadays, the list can be completed: they can 
buy various domestic appliances, colour television, cars, or 
sometimes even a family house, etc. However, this does not 
alter the fact that - with a few rare exceptions - they do not 
have the possibility to accumulate a considerable part of their 
income in order to turn it into capital, to put an end to their 
positions as wage-workers.

The other aspect of the question, however, is that wages 
cannot long-lastingly decline and reach the point which already 
obstructs the satisfaction "of the basic needs of labour power 
(considered as such under the given circumstances), that is, 
its normal reproduction, on the one hand, and the realization 
of the bulk of consumer goods produced in an ever increasing 
quantity, on the other. The first point does not require any 
special explanation. Regarding the second one, the most import
ant circumstance is that the workers are not only the producers 
of surplus value for the capitalists, but also the main con
sumers of their goods. The individual capitalist is interested 
in keeping the workers' wages at the lowest possible level, 
whereas the interest of the capitalist class as a whole is to 
adequately increase the total purchasing power, that is, within 
it, that of the workers and employees. And this limits the re
alization of the efforts which aim at bringing down the wages. 
"... the commandment 'pay low wages' is only valid for every 
capitalist if it relates to the wages of his own workers. A 
high wage appears immediately as a blessing if it is paid by 
someone else (without the obligation for him to follow suit), 
since as soon as a toiler of some factory enters a shop after 
work, he turns into a buyer and makes the owner of the commodi
ties happy by relieving the shelves of the shops of these com- 

4 modifies."
Until recently, no special attention was devoted to the 

operation of the mechanism which regulates the price of labour. 
We had been satisfied with the oversimplified statement that 
the price of all commodities, including labour, fluctuates 
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around its value. In reality, since wages are, on the one hand, 
the basic cost of commodities produced in a capitalist way and, 
on the other, the decisive determinant of demand for consumer 
goods, low wage level does mean low cost level, but at the same 
time, it also means low demand, whereas high wage level results 
in high costs, but at the same time high demands as well. There
fore, the mechanism regulating the volume of (real) wages oper
ates differently from that which regulates the price of ordi
nary commodities. It was Pdter Erdds who pointed this out when 
analysing the relationship between accumulation and the volume 
of wages.

"The sum of real wages of F-f volume [F = the volume of 
consumer goods available on the market at a given period of 
time; f = the quantity consumed from this volume by the capi
talists] received by the working class as a whole moves in the 
same direction as ... production. Full employment also changes 
together with it... The number of those producing consumer 
goods - and, together with it, the production of consumer 
goods - fluctuates to a smaller extent than the number of those 
producing investment goods. When the boom reaches its peak, 
then is the F-f volume of consumer goods available for the 
workers shared among the greatest number of people. If in the 
upswing phase of the cycle, the productivity of labour produc
ing consumer goods did not increase, the total sum of real 
wages of the working class would certainly be the highest at 
the peak of the cycle, but at the same time, per capita yeal 
wages would be the lowest. And the other way round: during a 
depression the total sum of real wages would be the lowest, but 
at the same time, per capita real wages would be the highest. 
However, the productivity of labour increases in the meantime. 
Therefore, per capita real wages at the peak of the cycle can 
even surpass those at the bottom of the cycle; however, they 
generally surpass them only to a very little extent.

Summed up: this is the mechanism which ensures that real 
wages should not greatly differ from the volume developed in 
the short run, that is, from what - as regards its value - we 
could also define as the value of the labour power".5
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This is the model of the wage mechanism in "pure capital
ism" , which basically applied to the period until the Second 
World War. Under the conditions of state monopoly capitalism, 
the process has become much more complicated and has been modi
fied in several respects.

Wage theory is a "hard nut to crack" not only for Marxists, 
but for modern bourgeois economists as well who also have their 
difficulties within their own system of approach. For example, 
P.A. Samuelson believes that if an economist starts to deal 
with the general problems of the labour market and with the 
causes determining wages, he will soon subside into silence, 
and if he is sincere to himself, he will admit that there are 
many uncertainties and doubts even as regards the most funda
mental issues of the topic. And this is not due to the too low 

. 6number of wage theories.
According to the marginal productivity theory of wages, 

similarly to any other factors of production, labour cannot re
ceive a countervalue bigger than what is paid on the market for 
the increase in its production result of its last unit. This 
concept, among others, contains one of the immanent contradic
tions of the marginal productivity theory, namely, that it pre
supposes a permanent, continuous possibility of substitution 
among the various production factors. In reality, this possibi
lity of substitution is neither unlimited, nor is necessarily 
continuous. Quite often, there are abrupt changes in the volume 
of application of the individual factors.

The neo-classical theory of wages which is based on the 
marginal productivity theory is actually not a wage theory, but 
rather a price theory mechanically applied to the labour market. 
The already classical textbook of J. Hicks on the theory of 
wages starts with the following words: "The theory of the de
termination of wages in a free market is simply a special case 
of the general theory of value. Wages are the price of labour; 
and thus, in the absence of control, they are determined, like 
all prices, by supply and demand."7 This theory sees only the 
parallel between the development of prices and wages. It direct 
ly transplants what are regarded as tested methods of the mar
ginal productivity micro-economic theory of prices - the X dia
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gram formulated from the demand and supply curves, the statis
tical and comparative statistical price analyses, etc. - to the 
field of wage formulation. It does not devote proper attention 
to the differences between the labour market and the commodity 
market, neither to the distinctive characteristics of the labour 
market, nor to the role of the human, sociological, socio- 
psychological and institutional factors. Due to a considerable 
extent to these very weaknesses, many of the bourgeois economists 
also reject the marginal productivity theory of wages and con- o
sider it as outdated. They regard it as unsuitable to explain 
either the absolute amount of wages or the differences in wages. 
"The information value of the theory of marginal productivity 
and the concept of a 'balance wage' which is unambiguously de
termined by it seems to be rather low from the aspect of the 
composition of the wage structure. In the final analysis, it 
shrinks to the commonplace statement that the employers cannot 
pay more to their employees in the long run than what the per
formance of the latter ones brings them," writes F. Ftirsten- 
, 9berg.

According to W. Hofmann, the statement that the feasible 
upper limit of wages corresponds to the productivity of labour, 
in other words, to the point where total incomes become wages, 
whereas their lower limit is determined by the subsistence level 
of workers, is self-evident and does not require a national 
economic theory.10

The most recent western wage theories which are rapidly 
gaining ground already attribute major significance to the so
ciological and socio-psychological factors. They largely ex
plain the wage ratios by market—power relations, by the power 
relations between the parties of the labour market - the trade 
unions and the employers' organizations -, as well as by social 
agreement on the adequacy of the wage ratios ("bargaining" and 
"consensus" theories). According to the advocates of the 
"consensus" theory, the differences in wages depend on the "in
come" which society determines in a normative way to be justi
fied by professions, that is, on the ideological view of the 
qualitative characteristics of labour (necessary qualification, 
physical strain, etc.). While the absolute highness of labour 
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incomes is determined by market and power processes, their re
lative highness is determined by the irreducible system of so
cially sanctioned needs (Claus Offe). What are paid for m the 
form of wages constitute the social status of the individual 
categories of workers; that is, the hierarchy of wages reflects 
the social relations among these categories (Pierre Ranval). 
These theories reject the explanation of the wage ratios by the 
demand and supply conditions of labour, and thus they sharply 
disassociate themselves from the approaches which are based on 
the marginal productivity theory; at the same time, however, 
they also deny the objective determining role of the qualitat
ive characteristics of labour, claiming that these cannot be 
measured in an exact manner. I shall return to these questions 

later in this book.
On discussing the various wage theories, we cannot pass 

without a word the various attempts which try to explore the 
determinants of the differences in wages with the help of econo
metrics, in the first place, the correlation calculations. 
These bring to the surface several interesting and exploitable 
interrelationships, help control the validity of the already 
existing concepts and hypotheses, but they cannot replace the 
theoretical foundation of the issue. They usually provide ex
planations related to partial problems that are verifiable only 
statistically, and although these explanations may coincide 
with reality, the possibility of their generalization is lim
ited.

WAGES IN SOCIALISM

Wages in socialism are generally defined in the following 
way: the share of the workers and employees from the consump
tion fund of the national income on the basis of their perform
ance, that is, 
which serve to 
one takes into

their share from the material goods and services 
1 2satisfy the population's personal needs. If 

account the economic separation of the companies
- and that can hardly be ignored -, then the definition has to 
be supplemented and corrected. Workers establish direct working 
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relations not with society as a whole, or the state, but with a 
given company or institute. Workers employed in the production 
sphere do not receive their wages directly from the social con
sumption fund, but from the value of the product produced at 

1 3and realized by the given company. Therefore, wages have a 
dual character: they are both a national economic and a company 
category simultaneously. They represent a share, on the one 
hand, in the social consumption fund, and, on the other, direct
ly in the products manufactured and marketed by the company. It 
refers to their relationship with the social consumption fund 
and the social wage fund that wages are generally paid in the 
framework of a centrally elaborated wage tariff system which is 
of national validity, that is, the average wage level and the 
main wage ratios (among branches, professions, geographical 
areas,\ etc.) are centrally determined. At the same time, within 
these occasionally rather wide limits, the companies determine 
the wages of their individual workers and establish their own 
wage ratios independently. The highness of the company's wage 
level - including all payments of a wage character, viz. pre
miums, bonuses, profit shares, etc. - is generally also affected 
by the economic results achieved by the company, which influ
ence the strongest the wages (i.e. salaries) of the company man
agers, but generally also have an effect on those of the other 
strata of the working collective.

The costs of the reproduction of the labour power plays a 
role in the volume of wages in socialism, too. In the case of 
the lowest, minimum wages, it is a well known fact, since those 
performing the simplest and the lowest-paying work should also 
receive such wages which - together with the social allowances - 
enable them to reproduce their working capacity and to satisfy 
their own and their family's basic needs in accordance with the 
given level of social and economic development. (In other words, 
even in this case, wages cover more than the mere subsistence 
costs.) However, it would be a mistake to think that the costs 
of the reproduction of the labour power have an effect on the 
lowest wages only. In fact, they influence the wages of every 
category of workers. Accordingly, the wages of those whose la
bour power can only be reproduced at higher costs (due, e.g. to 

9



greater alimentary, clothing, cultural, etc. needs) are higher. 
That is, the wage or income ratios also depend on the differ
ences in the costs of the reproduction of the labour power. Its 
volume, however, due to the already discussed circumstances 
(including the "historical-social" element) can as little be 
quantified here as under the conditions of capitalism. The main, 
directly perceivable manifestation of its effect is the close 
relationship between the wages and the already achieved living 
conditions (their absolute and relative levels). The already 
achieved (real) wage level can only be reduced at the cost of 
conflicts, and an effective modification of the established 
structure and hierarchy of wages may encounter strong opposi
tion.

What is the upper limit of wages in socialism? Even the 
highest income strata may only have so high wages which although 
enable them to satisfy their needs at a high level - the real
ization of their abilities free from financial restrictions -, 
yet cannot be considerably higher than the amount which at the 
given level of development can reasonably be spent on personal 
or family consumption (or on investments directly serving that 
purpose). This follows from the fact that in socialism, personal 
income may only serve one single goal, namely, the satisfaction 
of direct personal needs, and even that only within the socially 
still acceptable limits. No such differences in wages can be 
allowed which might lead to serious social conflicts or to such 
differences in the way of living or in properties which irri
tate the public to a great extent. Hence, the specifics of the 
socialist system strongly manifest themselves in this issue.

Naturally, the wages of the great majority of people can 
neither in capitalism be higher than what is needed for the 
satisfaction of their personal needs, for their consumption. 
These people cannot accumulate a significant capital from their 
wages, nor can they use them as a source of income without work. 
However, there is a minority for whom all this is the natural 
economic mode of existence.

In socialism, the possibility of acquiring income without 
work and of accumulating capital has to be blocked, or at least 
strongly limited for everybody. This society is - by its nature - 
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much more sensitive to irritating extreme differences in con
sumption and the way of living. One way of eliminating this is 
the limitation of inadmissibly high incomes. Another - equally 
important - way is to improve the situation of the strata who 
live under unfavourable financial conditions, by granting them 
an adequate share of the general increase in social welfare.

What has been said makes it perhaps also clear how false 
the view is that socio-political considerations have no place 
in wage policy and that the "competence" of social policy is 
confined to social allowances. It is true that socio-political 
considerations cannot determine the individual, wage ratios. A 
worker cannot be given higher wages simply because he has more 
family members to support. This is an issue of the family al
lowance. However, in the elaboration of the income ratios of 
the different working strata, political and socio-political con
siderations must and do play a significant role. There is no 
wage policy without socio-political considerations even in the 
capitalist countries, and can even be less so in a socialist 
society. Wages can always be differentiated to a socially ac
ceptable extent only. However, it is also true that this so
cially acceptable extent can be formed and influenced to a cer
tain degree.

DISTRIBUTION ACCORDING TO WORK

financial incentives

Modern society has to solve the problem of stimulating its 
members to perform work; more precisely, their task is not 
simply to work, but to perform it in such a way, with such in
tensity and in such quality, etc. which corresponds to the 
given development level of the forces of production, and at 
such a place which is assigned to them by the social distribu
tion of labour, and within that, by its distribution in the 
factories.

Incentives are always connected with the satisfaction of 
some sorts of needs. The needs to be socially satisfied can be 
basically divided into three groups: (1) needs of a material 
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character; (2) moral and social needs; (3) needs related to 
work performance and working conditions.14 (Naturally, in addi
tion to the needs that are to be socially satisfied, there are 
also biological and emotional needs which can only be satisfied 
individually. However, the discussion of the latter ones does 
not belong to our topic.) Corresponding to the three types of 
needs, there are also three types of social incentives to sti
mulate to work: (1) financial incentives, (2) moral and social 
incentives and (3) the attraction of work, of the working con
ditions. Actually, in every period all three types of incent
ives are effective, but their weight compared to each other is 
changing, and this change even seems to show a trend. In the 
course of development, the stimulating effect of the moral and 
social factors, and especially that of the working conditions 
increases. However, it does not alter the fact that in the 
whole period of socialism, finaneial_inffentives have priority 
and they do play a determining role. They are realized primarily 
through payments for work, i.e. through wages.

Financial incentives are usually characterized as a factor 
which resolves the contradiction between the interests of the 
individual and society and connects these two types of inter
ests. This is a simplified concept which regards the interests 
is a simplified concept which regards the interests of the indi
viduals, the collectives and those of society to be homogeneous. 
Actually, the interests of the individual, of the group and 
those of society as a whole are in themselves different and 
full of contradictions. Even an individual has many different 
and contradictory interests. For example, (s)he is interested 
in living ever better, but without doing too strenuous work, 
seeking at the same time such a job which helps evolving his/ 
her abilities and which does not only satisfy his/her temporary 
needs but also ensures perspectives and opportunity for further 
promotion. In addition, (s)he is also interested in a favour
able working system and schedule, a good collective, that 
his/her work place would not be too far from his/her home, and 
that its infrastructual conditions would be favourable, etc. 
Financial incentives stimulate the individual workers to put 
some of their interests to the foreground while pushing some 
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others to the background, and to classify the non-financial ad
vantages and disadvantages as a function of their related fi
nancial consequences, that is, to give up the satisfaction of 
some of the non-financial needs in return for certain financial 
advantages. It is in this way that financial incentives are 
able to reconcile the individual interests with the social ones 
(namely, when financial interests point to the socially desir
able direction). For example, in return for higher wages, work
ers undertake to work in an unfavourable working system, do 
physically strenuous work, or go to a work place which is far 
away from their home, etc. The extent of the financial incent
ives required to push this or that need into the background 
varies greatly and depends on the actual conditions. When their 
basic needs are unsatisfied, people are willing to take these 
disadvantages in return for even relatively small extra wages, 
because they are compelled to do so. At a richer stage, however, 
only strong financial incentives - and even these only to a 
limited extent - are able to prompt the individual to push his/ 
her extra-needs into the background.

Financial stimulation can be implemented not only through 
wages, but also through certain social allowances (e.g., provid
ing flats under favourable conditions, granting accommodation 
to children in children's institutions, etc). Under certain 
conditions, the effects of these can compete with those of 
wages or can even surpass them.

ABOUT THE INTERPRETATION OF DISTRIBUTION 
ACCORDING TO WORK15

The necessary financial stimulation is primarily ensured 
under socialism by the realization of the basic principle of 
distribution in socialist society, namely, the distribution ac
cording to work.

There are two basic problems involved in this type of 
distribution: (1) how should wage ratios develop among the 
various categories of workers; and (2) how should wage ratios 
develop among the individual workers within these categories?
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Here I am dealing only with the first problem, namely, the 
volume and ratio of average wages of the different categories 
of workers in relation to each other; while I shall be discuss
ing the second problem later.

I am seeking here an answer to the question: "What is the 
centre of wages in socialism, and how is it asserted?" Hence my 
starting hypothesis is that such a centre (a sort of centre) 
does exist, that is, it has to exist. Wage ratios do not develop 
accidentally, or on the basis of arbitrary decisions. And they 
cannot simply be explained either by the relationship between 
the demand for and the supply of certain categories of labour, 
because then the classical question immediately arises: "What 
happens when demand and supply precisely coincide?" Furthermore, 
neither can I accept the explanation - widespread among western 
economists lately - which holds that wages are merely formed by 
agreements reached as a result of clashes between power rela
tions or diverging value judgements through bargaining (theories 
of "bargaining", "concensus", etc). These theories also raise 
further questions, without explaining why the wage ratios are 
similar in the countries which are on a more or less similar 
economic development level, and what accounts for the common 
tendency of the development of wage ratios, a tendency which 
can practically be found everywhere.

In the course of examining this issue, I regard the neces
sity of distribution according to work in socialist society as 
an axiom. By distribution according to work I mean that work
incomes are situated around performed work taken as the wage 
centre. Therefore, I seek the determinants of the wage centre 
among the possible interpretations of performed work, that is, 
the correct interpretation of performed work from the point of 
view of the wage centre.

Already in a first approach, the concept of performed work 
can be interpreted, and is in reality interpreted, in two ways. 
On the one hand, as an input category, and on the other, as an 
output category. In the case of the input-type interpretation, 
we can differentiate between costs invested in labour power, 
which constitute the conditions for performing work, and the 
work input of the labour power, which is realized during the
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work process. As an output category, performed work, i.e. its 
result, can be studied in a natural form, or in its value form. 
Let us represent this in a scheme:

Scheme of the basic interpretation possibilities 
of performed work

We continue our examination according to this scheme, 
starting with the output-type interpretation.

THE OUTPUT-TYPE INTERPRETATION OF WORK
»

Here, work is represented by its result, and accordingly, 
distribution according to work means that the payment for work 
is connected with its result. This seems to be very rational, 
because for society it is not the input which provides the con
ditions for performing work or the input during this process 
that is important, but the result itself. It is the result of 
work that should be increased through stimulation. However, if 
we examine the problem more closely, it is not so simple: out
put can be interpreted in a natural way, but it is also pos
sible to approach it from the aspect of value.
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The natural interpretation of output

The natural result of labour is the bulk of use-value cre
ated, which depends on the productivity of the given labour. 
This plays a very significant role in the development of wage 
differentials as regards the workers. For example, the differ
ence in wages between two turners - if their task, the techni
cal facilities, technology, etc. are identical - should depend 
on the difference between the natural results of their work. 
This is realized, for instance, in the case of piece-wages. How
ever, as it was mentioned earlier, our examinations are not di
rected at the individual wage differentials, because these do 
not belong to the question of the wage centre. And the wage 
ratios of the different categories of workers cannot be deduced 
from the differences in the natural results of their work. Name
ly, the different use-values cannot be compared to each 
other, and, in addition, their bulk is a common result which is 
brouaht about by several co-operating categories of workers, 

17 the applied technology and even nature itself.
Due to the same reasons, neither can the growth of the 

wages of the workers in the individual branches depend exclus
ively on the development of the productivity of the given 
branch, which depends on several other conditions independent 
of the workers of that branch. And the development of wages 
should follow the changes which have taken place in work itself, 
and not the diverging objective possibilities of increased pro
ductivity. Naturally, it may happen from time to time that the 
change in the natural result - in respect of even a whole 
branch - derives to a considerable extent from the change in 
the effort made by the workers (e.g., an increase in work in
tensity) , and then this also has to figure in the increase of 
wages. This, however, already belongs to what was discussed as 
the fourth interpretation, the question of work input by the 
labour power during the work process (see sub-section "The 
value approach to output") .

The limits to the possibilities of paying wages based on 
the productivity of work or its natural result are widely known.
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In this respect, there are no great illusions in common knowl
edge .

The value approach to output

The situation with regard to this approach is different. 
In the literature, it is very common to relate different pay
ment for different work to its differing value-creating ability. 
This concept is widely accepted. In the majority of cases, at 
least in theory, distribution according to work is interpreted 
as payment proportionate to the value created. (In the socialist 
countries, the rather widespread study of the "reduction of 
different sorts of labour", that is the tracing back of complex 
labour to simple labour, is also based on these ideas.)

The references go back to Marx. Also the well-known theses 
of the "Critique of the Gotha Programme" are usually explained 
in a similar way, namely, "... the individual producer receives 
back from society - after the deductions had been made - exact
ly what he gives to it"... "The right of the producer is pro- 

1 R portional to the labour suplied." In my opinion, neither the 
conclusion outlined above, nor some other, closer interpreta
tion of the distribution according to work can be gathered from 
these statements. The classics of Marxism were no prophets, 
they were scientists and revolutionaries. In their statements 
concerning the principles of distribution in socialist society 
- in accordance with the historically necessary aspect under 
the given conditions -, they primarily pointed to the profound 
difference between capitalist and socialist distribution: name
ly, that in socialism work will be the only source of income, 
and incomes deriving from the private ownership of the means of 
production will be abolished. They also disclosed the impossi
bility of equal distribution and of distribution according to 
needs. No other, more concrete interpretation should be given 
to their statement.

Marx made only few statements about socialist distribution 
and this has prompted many of those dealing with the question 
to draw conclusions from his statements relating to wages in 
capitalism (which are naturally available in greater abundance) 
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for the socialist conditions, too. This approach is justified, 
because — as I said — the radical difference between capitalist 
and socialist distribution lies not in the wage ratios them
selves, but in the fact that incomes without work are abolished in 
socialism. Despite the completely different social and economic 
content of wages in the capitalist and the socialist societies, 
the quantitative relation of wages, i.e., their volume compared 
to each other — if we disregard the wages of people in special 
leading positions — is determined by factors that are similar 
in the two systems in many respects. There are functions which 
are identical in both capitalism and socialism: for example, 
(1) wages have to cover those costs of the reproduction of the 
labour power, which are not covered in some other way (social 
allowances, etc.); (2) they have to promote an adequate alloca
tion of the labour force among professions (trades) and work 
places; (3) individual wage differentials have to stimulate the 
increase of work performance and the fulfilment of tasks at 
one's work place.

Actually, there are such statements by Marx, among the 
ones concerning wages in capitalism, which - if viewed in them
selves - seem to support a direct quantitative relationship be
tween the volume of wages and the value produced by the work
ers. For example, regarding the worker who performs a more com
plicated work than the average, he writes: "This power being of 
higher value, its consumption is labour of a higher class, la
bour that creates in equal times proportionally higher values 

19 than unskilled labour does."
In my opinion, however, the emphasis here is not at all on 

the expression "proportional", and hence it is not correct to 
give it an exact quantitative interpretation. Such an exact 
quantitative interpretation does not follow anyway from the 
train of thought of Marx's theory in which the centre of wage 
movements has one determinant, namely, the cost of the reproduc
tion of the labour power. And it is an assumption lacking any 
foundation that the cost of the reproduction of the labour 
power is proportional to the value it creates, in other words, 
that the rate of m/v is identical with regard to every labour 
category. Namely, while the levelling of the rate of surplus 
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value among the different industrial branches has its own mech
anism, there is no such mechanism which would ensure the level
ling of the rate of surplus value between the different working 
categories.

We have said that Marx's statements on socialist distribu
tion represent definite aspects (i.e. they emphasize the basic 
features of socialist distribution which are radically different 
from those of capitalist distribution), and the same applies to 
his wage theory relating to capitalist conditions. Marx's wage 
theory is based - according to Engels - on his theory of sur
plus value. As I would formulate it: it serves the solution of 
the "secret" of the capitalist system, of the surplus value. 
When Marx stresses that the worker performing more complicated 
work and receiving higher wages produces higher than average 
value, he does not wish to define an exact quantitative rela
tionship between wages and the created value; here he primarily 
wants to point out that in capitalism even the best paid worker 
is exploited and produces surplus value for the capitalist. So 
under no conditions can one base on this statement a concept of 
the wage centre - also valid for socialism.

In contrast to use-value, value can really be created ex
clusively by human work. However, under the conditions of mo
dern production, goods are not the result of the separate ac
tivities of the individual workers, but the joint product of a 
complicated co-operation among the members of the company col
lective. And the market and society can only evaluate the goods, 
the bulk of goods which are produced in this way, that is, by 
the whole of the company. However, the idea often arises whether 
it is not possible to deduce the wages paid to individual work
ers or to working groups from their contribution to the total 
company value acknowledged by the market. In reality, there is 
no possibility for it either in theory, or in practice. Market 
does not assess the activity of the individual worker or a work
ing group separately from that of the company, and there is 
no other way either to find out the extent of their contribu
tion to the joint company result.

It had long been disputed in Hungary whether the personal 
income of the whole of the company collective should depend
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- and to what extent - on the company result, and what should 
be the extent of this dependence in case of the different work
ing groups (i.e. managers, staff, etc.). In recent years, the 
heat of the debate has decreased. That standpoint has become 
widely accepted which - in the majority of the economy - ap
proves of making the personal income of the company collective 
dependent on the company result, but accepts its considerable 
dependence on the result only in the case of the leaders (man
agers, department heads, foremen). However, in the final analy
sis, not even in the case of leaders can we speak of wages pro
portionate to the created value; at most, only of certain re
lationship with the socially presumed contribution.

Consequently, we have seen that, interpreted as output, 
the work performed cannot constitute the centre of wage move
ments either in a natural or in a value form. Let us now see 
the input-type interpretation.

THE INPUT-TYPE INTERPRETATION OF WORK
Costs invested in labour power, constituting 
the conditions for performing work

These are actually the costs of the reproduction of the 
labour power, within which one can differentiate between educa
tional and training costs, which make it suitable for carrying 
out work (i.e. training costs taken in the broad sense) on the 
one hand, and the costs which ensure the continuous, daily re
production of the already trained labour power, on the other.

The Marxian theory of wages related to capitalism, i.e. 
the concept of the wage centre, is based on this above-mentioned 
principle. Accordingly, the centre of wage movements - simi
larly to the price centre of ordinary goods - is the cost of 
the reproduction of labour power. It follows from the commodity 
nature of labour. It is through this that the theory of surplus 
value becomes accomplished and the whole theoretical system 
perfect and complete. The chief message of this theory as re
gards the volume of wages is that the worker cannot receive 
more wages than what he has to spend on consumption under the 
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given circumstances. Resulting from the essence of the system, 
he cannot have means left for accumulation or capitalization.

One must never forget that Marx did not wish to provide a 
formula which could be well utilized for the purposes of bour
geois economic policy, instead, he wanted to reveal the economic 

20 and political essence of the capitalist system. His defini
tion quoted above was not designed to give an explanation of 
the inter-wage ratios, suitable for everyday use. The cost of 
the reproduction of a labour category - due to the effect of 
the historical and social factors so much emphasized by Marx - 
depends to a large extent on its already achieved and estab
lished living conditions. These latter ones, however, are basi
cally determined by the volume of wages. We have arrived partly 
at a sort of vicious circle which perfectly corresponds to 
reality, accurately reflects the extreme complexity of inter
relationships, but is insufficient to answer the everyday ques
tions. Labour is a special commodity not only in the sense that 
it is able to produce new value, which is even higher than its 
own value - and this is the decisive factor as regards the es
sence of capitalism —, but from several other points of view, 
too. If we are looking for a wage centre which can also serve 
as a basis for practice, it cannot simply be deduced - on the 
model of the price centre — from the costs invested in labour 
alone.

Although it is generally accepted among Marxist economists 
that under the conditions of socialism it is incorrect to re
gard labour as a commodity, it is a recurring idea - and cer
tain really existing commodity features of labour may support 
this - that the wage centre in socialism should somehow be de
duced on the model of the price centre, that is, from the costs, 
or at least from a group of costs invested in labour. The as
sumption which serves to bridge the contradictions emerging in 
this way - namely, that the value produced by the worker is 
proportionate to the costs of reproduction, or in a broader 
sense, of training - is similar to the one discussed above. 
However, that idea of the wage centre which starts out exclus
ively from the costs of training cannot provide under the con
ditions of either capitalism or socialism the fundamental prin
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ciples which wage policy would require in practice, in its 
everyday activity. Nevertheless, the respective numerical in
vestigations have provided many useful lessons: they have thrown 
light, for example, on the need to take into account the costs 
of training borne by the family, and in general, on the honoured 
role of qualification in wage ratios.

Actually, qualification - which is to a considerable ex
tent determined by the sums invested in training that makes the 
labour power able to perform work - is one of the determining 
factors of the wage ratios, of the wage centre.

Work input by the labour power during 
the work process

The other decisive factor is constituted by the concrete 
work input by the labour power during the work process. This 
covers the primary characteristics of the individual types of 
work, that is, the intellectual, physical and nerve require
ments set by the task as well as the circumstances which de
termine all this (responsibility accompanying the performance 
of work, working conditions and circumstances, etc.). These are 
clearly expressed in the wage ratios as experience shows it. 
The wage tariff systems based on job categories definitely take 

21 these into account in addition to qualification.
The result of my investigations so far is that the correct 

approach to the wage centre leads through the interpretation of 
work as input and not as output. Its basic factors are, on the 
one hand, the qualification necessary for the performance of 
work, including the related training costs invested in the la
bour power prior to the performance of work, and on the other, 
the concrete work input by the labour power during work, namely, 

22 the intellectual, physical, nerve, etc. performance. The 
weight of the individual factors or groups of factors - depend
ing on the concrete conditions - is different and tends to 
change in the course of development. The main tendencies of the 
shifts in weight are as follows: the weight of the physical 
hardship of work and that of the working conditions increases 
even at the expense of the necessary qualification and, to a 
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certain extent, of responsibility as well. This follows from 
the fact that whereas earlier the possibility of obtaining a 
higher level qualification had been the privilege of only a few, 
later the supply of higher qualified labour increased to such 
an extent and the number of those undertaking hard physical la
bour decreased to such an extent that it did not already cor
respond to the changes in the structure of demand. These circum
stances are, so to speak, built into the wage centre. (Actual
ly, already Marx referred to this process in connection with 
the development of wages of commercial employees.) At the same 
time, these factors are not independent ftom each other either, 
they do affect and influence each other. (Adequate qualifica
tion is usually a precondition of certain intellectual or physi
cal performance, etc.) This is a wage centre, or rather, a sort 
of wage centre, which is not a special characteristic of social
ism, but has a more general validity. It is not contradictory 
to Marx's definition of the wage centre concerning either the 
capitalist or the socialist conditions; it is simply a more 
concrete approach to the question from a different aspect, be
longing rather to the sphere of technological and economic re
lations. Let us have a closer look at its characteristics:

a. It is strange anyway that this centre is very much dif
ferent in its character from the price centre. While the price 
centre can accurately be measured in money and is determined by 
costs which depend on the given conditions of commodity produc
tion, in the case of the wage centre there is only one determin
ing factor — the cost of training — which can be expressed in 
money terms, and even that can only be defined with uncertainty. 
(The costs of training can be interpreted in many different 
ways, and, in addition, they always contain a historical- 
social" element. In practice, qualification is often measured 
simply by the duration of training.) The other factors - the 
characteristics of concrete work - have a natural character, 
and even separately they can only be measured to a limited ex
tent and only at the expense of intense simplification. Their 
summation in practice and their expression in wages is a rather 
special process.
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It seems that in this process, social value judgement 
- whose development is certainly not independent from the ob
jective economic and social changes - has a special mediatory 

23 role which is much greater than in the case of prices. Social 
judgements and the social scale of values are directly ex
pressed in the weighting of the individual factors.

At the same time, the actual income ratios (especially if 
they prevail over a longer period of time) do themselves form 
the social value system and norms. (We are inclined to judge 
the "importance" of individual professions or jobs on the basis 
of their place in the social wage hierarchy.) Certain tradi
tional elements are also built into social judgements. Although 
the countries on a similar level of economic development have 
basically similar wage structures, still there are lasting dif
ferences within their wage structures (e.g. in their sectoral 
wage structure), and this can largely be traced back to the 
above-mentioned reason. Similar objective changes - e.g. an 
increase in the average level of training - can result in very 
different changes in the wage ratios, due to the normative tra
ditions and the differences in needs. However, a certain in
ternational impact of the value judgements can also be noted. 
Some objective changes taken place in certain countries have an 
impact on the wage ratios of also such countries where the same 
changes took place only to a little extent or not at all (even 
if there is no possibility of a flow of labour force between 
them). However, all this only affects the extent. In the final 
analysis, changes in the wage ratios show a similar tendency 
everywhere, the weight of the individual factors is shifting in 
the same direction which we have already mentioned.

All this means that the wage centre is a rather loose 
point of attraction, much looser than the price centre. The 
reason behind this is that the performance of work is never a 
simple economic act, the undertaking of work is not a simple 
selling of a commodity in capitalism either. These acts are 
always interwoven with extremely complicated sociological, 
psychological and human aspects.

b. The mechanism of the labour market is not so flexible 
even under the conditions of relatively free competition as 
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that of the commodity market; the interrelationship between 
supply—demand and the volume of wages, which enforces the wage 
centre and, through deviations from the centre, ensures that 
the price of this commodity would fluctuate around the centre, 
asserts itself to a smaller extent. This is primarily due to 
the fact that the labour force cannot be increased at will and 
that generally the surplus of labour does not push wages below 
the wage centre and its shortage does not raise them above the 
centre to the same extent as it is the case with goods. This 
follows from the fact that wages are never the price of a single 
commodity, but are at the same time personal incomes which de
termine the living standard and the social status of the work
ers as well as their families.24 Therefore, any decrease in 
wages always encounters extreme difficulties - and not only an 
absolute, but also a relative decrease. The individual working 
groups extensively adhere to their place in the social hier
archy of wages; they are opposed not only to an absolute, but 
also to a relative decrease or to a slower increase in their 
wages compared to other working groups, and as they are well 
organized under capitalist conditions and because it is a prin
cipal point of the policy of the socialist state to prevent so
cial conflicts, they can largely enforce this. Therefore, wages 
are less changeable than prices, and the wage ratios can only 
relatively slowly be modified.25 (For example, if in a profes
sion, due to the technological changes, work becomes physically 
easier, wages are generally not decreased; instead, the income 
ratios become modified, but only slowly, through the differences 
in the rate of wage increases.) All this means that not only is 
the wage centre a considerably looser point of attraction than 
is the price centre, but also the deviations from its centre 
are greater and more lasting than is the case with prices.

c. Finally, in close relationship with what was discussed 
above, the changes in wages do not involve changes to the same 
extent in the supply of labour. The supply of labour and the 
structure of that supply are influenced to a much lesser extent 
by the volume of wages than are the supply and structure of 
goods by the development of prices. The detachment of wages 
from the centre does not result in such a flexible restructur
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ing of the labour force as is the case with regard to prices 
and goods, and the process of adjustment and restructuring 
takes place at a much slower pace. The role of wages in the al
location of labour is more limited than the role of prices in 
determining the production ratios of different goods, and it is 
showing a decreasing tendency. In selecting an occupation or a 
job, people are not guided exclusively by financial consider
ations but also - although to varying degrees - by their own 
requirements set against the working tasks, and the working con
ditions and circumstances. Actually, the worker's possibilities 
to assert his financial considerations are rather limited. In 
modern economy, the structure of the labour force by profession 
is to a great extent determined by the system of training, by 
the structure of the school network. Especially in the short 
run, the differences in wages affect only the qualitative and 
not the quantitative distribution of the labour force among the 
professions. Only in the long run do they have an effect on the 
quantitative distribution. In such a situation, a shortage or 
surplus of labour can for a very long time exist in a given 
profession. Regarding the selection of a job within a given 
profession, wages already have a greater directing effect, but 
with an increase in welfare, this tends to decrease as well. 
(It has the strongest effect in the case of selecting a job by 
unskilled persons.)

We have seen that the wage centre can fulfil its role 
(both as a central point and as a factor of allocation) only in 
a looser sense than the price centre can in the case of goods. 
However, this does not mean that it has a less significant or a 
smaller role in the complexity of economic processes. One might 
possibly risk the statement that in societies where goods are 
produced by wage labour, the development of wage centres is a 
precondition of the development of price centres. Actually, in 
the course of this process - even if in the "loose" way describ
ed above - the different concrete volumes of work are assessed 
in advance as abstract value-creating work.

The special difficulties of practical wage policy follow 
from these characteristics of the wage centre as well as from 
the extreme complexity of the corresponding interrelationships.
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Several pricing models based on firm theoretical foundations, 
which are at the same time also quantifiable and applicable in 
practice, have been elaborated all over the world. However, they 
can hardly be realized in the case of wages. An all-comprehen
sive, exact and quantifiable model of wages is a Utopia. The 
measure of the distribution according to work cannot be "found". 
(By this, I do not want to suggest that such attempts are ne
cessarily useless. On the contrary. Even without achieving the J 26ultimate goal, they might produce valuable results. ) Based on 
their knowledge and experience, practical experts have to "ex
plore" day by day those wage ratios which are correct under the 
given circumstances and which correspond to the given purposes. 
Nobody and nothing can spare them this work, which sometimes 
seems to be a Sisyphean task. Theory, through clarifying various 
interrrelations that are generally valid only within certain 
limits, can only provide modest building stones for them. But 
it is they themselves who have to build from these, who have to 
combine these, or to use a mythological simili, who have to 
roll these stones.

The correctness of the wage ratios, their correspondence 
to the goals of the economy or society can primarily be deduced 
from the structural balance or imbalance of the demand and sup
ply of labour. Where compared to the work performed wages are 
relatively low, there usually develops a shortage of labour: 
only few people choose the profession in question, and the 
other way round. However, this in itself is not a reliable sig
nalling system. Often it is only some qualitative moments which 
indicate the disproportions: counterselection, employment of 
unfit persons in the profession, the dispirited performance of 
work, dissatisfaction, a considerable slackening of discipline, 
etc.

27WAGES AND PROFITS

It is a key problem of the development of possibilities 
inherent in socialism to find the most expedient methods of 
stimulation, that is, to substitute the driving force of capi
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talist profit by incentives which correspond to the nature of 
socialist society. The quoted article by A. Vacic examines one 
of the most important aspects of this sphere of problems, namely, 
its connection with commodity relations.

Vacic's concept of the distribution according to work can 
be summarized as follows.

The way in which distribution according to work is re
alized corresponds neither to the given nor to the desirable 
economic conditions in the majority of the socialist countries. 
The nationally unified nomenclature of wages and other payments, 
the fact that remuneration is paid on the basis of the concrete 
forms of work (necessary qualification, physical hardship, time 
spent in the job, etc.), as well as the fact that wages do not 
depend, or depend only to a small extent (so to say, only sym
bolically) , on the achievements of the economic unit where the 
work is done, necessarily lead to a sort of "equalizing wag
ing which is detached from performance. This makes it impossi
ble to realize such a financial stimulation which would be 
needed for the evolvement of the superiority of the socialist 
production relations. This situation can to a significant ex
tent be traced back to ideological reasons, that is, to the 
fact that the problem was approached in such a way that the 
concrete circumstances under which the socialist revolution 
took place were disregarded: namely, commodity relations have 
survived and there is a necessary connection between distribu
tion according to work and commodity relations. In his opinion, 
if the socialist economy really functions as a commodity pro- ( 
ducing economy, work in its concrete form (i.e. in its use
value creating form) cannot constitute the basis of sharing the 
product produced. Only the socially acknowledged result of 
work, that is, the volume of value accepted by the market as 
socially useful, can serve as a basis of sharing. However, 
since commodity is not the product of individual work, but of 
the common work of workers active in given economic units, the 
result of the work of individual workers does not appear sepa
rately on the market, and hence the primary subjects of social
ist distribution are not the individuals, but the commodity 
producing economic units, the companies. The determining factor 
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of distribution is the distribution of the national income among 
the economic units in the form of company income. Compared to 
this, the distribution of personal income can only have a sec
ondary, derivative character. Personal income is not a volume 
determined in advance, but is a function of company income. The 
determination of the volume of wages in advance, independent of 
the company result, does not correspond to conditions under 
which labour is not a commodity.

In connection with the ideas outlined above, I shall dis
cuss three issues: (1) the distribution of personal incomes 
within the company; (2) the connection between the company 
result and wages; and (3) the commodity features of labour.

THE DISTRIBUTION OF PERSONAL INCOMES WITHIN THE COMPANI 
(THE DIFFERENTIATION OF WAGES WITHIN THE COMPANI)

Perhaps the greatest deficiency of the above-outlined 
ideas, which are otherwise elaborated very purposefully and 
with good logic, is that they are limited only to the question 
of the distribution of personal incomes among companies, and do 
not cover the principles to be observed in the distribution of 
personal incomes within the company. In his analysis, Vacic 
gets only as far as to state that in the system of socialist 
commodity production, "in case the system is commodity produc
tion in reality and not only in form, only the socially acknowl
edged results of work can serve as the basis of distribution. 
And since, under the conditions of commodity production, the 
results of work take the form of commodities, that basis can 
only be the value created by the workers (which is acknowledged 
by society on the market). Any other conclusion is a contra- 
dictio in adjecto." (Op, cit., p- 406.)

But, what does this statement mean with regard to the 
distribution of incomes within the company? How can this prin
ciple be "broken down" to the sharing by and remuneration of 
the individual workers, when within the company, the market 
does not separately evaluate the activities of the individual 
workers and working groups? This basic question of distribution 
remains unanswered. I think it is due to the fact that it 
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simply cannot be answered in this way. The wages of the indi
vidual workers cannot be "deduced” from the market evaluation 
of the results of the company activity. The contribution of the 
individual worker to the result produced by the company col
lective and acknowledged on the market cannot be calculated.

. . 28 _.There is no way to do it either in theory or in practice. it 
is only the concrete work of the worker and the concrete result 
of the work that can be measured in one way or another, that 
is, the qualification it requires and the intellectual, physi
cal, nervous, etc. stress it involves. And it is only through 
his concrete work that a worker can have an effect on the com
pany result. Consequently, distribution among the individual 
workers within the company can only be realized according to 
the concrete work they do, and in reality it happens in this 
way everywhere, irrespective of the distribution of the per
sonal income fund among the companies and of the system of for
mation of the company wage fund. Within the company, remuner
ation is based on concrete work even in places where the per
sonal income fund is a function of the company result realized 
on the market. And this could hardly happen in any other way. 
The basis of the development of the wage ratios is the compari
son of the characteristics of the concrete types of work as it 
was described above. No system of distribution can separate it
self from remuneration according to the concrete work of the 
individual workers or the working collectives.

THE CONNECTION BETWEEN THE COMPANY RESULT AND WAGES 
(THE DIFFERENTIATION OF WAGES BETWEEN COMPANIES)

As I have already referred to it, Vacic regards the lack, 
or the so to say only symbolic extent, of this relationship as 
a serious mistake. In his view, the company wage fund should 
depend on the added value, v+m, in a way that the production 
unit which primarily acquires the income, should itself decide 
on its division into a personal income fund and an accumulation 
fund (i.e. the part serving for production investments).

Actually, the connection between the company result and 
wages moves along a wide scale in the socialist countries. 
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ranging from a very close dependence to a complete lack of con
nection between the two; furthermore, it is sometimes v+m and 
sometimes only m which is regarded as the company result, and 
the connection exists sometimes with the wage fund while in 
other cases with the wage level. In the co-operatives - and in 
the first place, in the agricultural co-operatives - the con
nection is rather close. The income of the members depends to a 
considerable extent on the economic performance of the co
operative as a whole, by and large in the way as it is presented 
in Vacic's ideas. Under the given historical and social condi
tions, this proves to be unavoidable and useful. At the same 
time, there is a strong endeavour in every socialist country to 
moderate the excessive differences of incomes among the co
operatives. The situation is generally different with the state 
companies. It seems to be expedient in several areas in this 
case, too, to connect the individual incomes to the company re
sult. It may strengthen the workers' devotion to their company 
and may enhance the awareness of joint interests between man
agers and staff members. At the same time, the more profitable 
companies - which on this basis can provide higher incomes for 
their workers - can more easily satisfy their labour demands. 
This may promote a more rational social utilization of labour, 
expands the company resources that can be used for rewarding 
outstanding performance and creates more favourable conditions 
for the fight against levelling. Consequently, this connection

29tends to increase at the state companies. Nevertheless, it is 
much looser than at the co-operatives. At the state companies, 
wages are adjusted to a unified, central tariff system, and 
that part of the workers' income which depends on the company 
result (profit) is generally not great.

The looseness of this connection is based on practical ex
periences as well as on theoretical considerations. Under con
ditions where a significant part of the companies are in a mo
nopoly position and the price system is deformed by a complicat
ed network of subsidies and levies (which is of course an un
fortunate situation, but is a fact), this result can express 
the actual social usefulness of the company activity only in a 
very uncertain and distorted way. And if greater profit does 
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not express greater efficiency, then a close connection between 
wages and profit may entail harmful consequences (for example, 
it may result in a migration of labour, the direction of which 
is unfavourable from a social point of view). But even in the 
case of relatively free competition and price development, 
there are factors which although are outside the performance of 
the company collective still have a great influence on the com
pany result: e.g. the effects of the market situation and/or of 
price development, which the company can compensate only to a 
small extent or not at all. Finally, and this is the most im
portant, the company performance in the strict sense of the 
word is not simply the summation of the "work result of the 
individual workers; it depends to a great extent on the effect
ive functioning of the company as a system. And the overwhelm
ing majority of the company workers cannot exercise any influ
ence on that. (It is the managers who have an opportunity to 
influence it. A worker can hardly influence, for example, the 
product structure of the company, that is, whether to produce 
commodities which are more or such which are less in demand on 
the market, and neither do the level of productivity and the 
resulting production costs depend primarily on him, but rather 
on the technique, technology and organization applied, which 
are formed and decided on by the managers and the technical and 
economic staff.) Under such circumstances, it seems to be un
justified and unjust if the wages of company workers depend 
greatly on the company result, if there are considerable dif
ferences in the incomes of the workers of the different com
panies due only to the differences in the company result (pro
fit) . The rapidly increasing wages of workers at profitable 
companies may have the consequence - and according to practice 
it does have the consequence - that other companies, where the 
necessary financial conditions are lacking, also strive for the 
same wage increase and sooner or later they do receive it. This 
may start a process of increasing prices, or may strengthen an 
already existing such process. Naturally, all this is to a 
great extent a function of the concrete economic, political and 
social conditions, if for no other reason than simply due to 
the fact that the population's ability to tolerate this type of 
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inequality is bigger in one country than in another. It seems, 
for example, that in Hungary the public does not tolerate a 
significant differentiation in the possibilities of wage in- 

30creases among state companies. The situation is different 
with the co-operatives. There even significant differences in 
incomes are more or less natural as they are rooted in social- 
historical precedents. (However, if the differences are ex
cessively big, it is not tolerated here either, and this atti
tude is strengthening among those concerned as well as in the 
whole society. As a result, the labour force migrates from the 
co-operatives where incomes are very low.)

What lies behind this problem? It is primarily the fact 
that there are differences in the approach to and the practical 
realization of the economic management of companies in social
ist ownership as well as to the concept of socialist ownership. 
In the majority of the socialist countries, besides the co
operative group property, there is the all-national state pro
perty which represents an overwhelming weight and the nature of 
which leads to unified waging in the whole society; this means 
that company wage policies correspond to the nationally unified 
nomenclature of wages and payments, which, in turn, results in 
a loose connection between the company result and wages. Al
though wages are directly paid from the company's funds, so
ciety nevertheless guarantees its determined level, more or 
less independently of the result achieved by the company, i.e. 
realized on the market. At the same time, in the co-operatives 
which are basically in group ownership as well as in that part 
of the economy which is functioning on the basis of self
management (where the companies are to a great extent separated 
economically), personal incomes must necessarily depend largely 
on the company result. Vacid regards the latter solution as the 
only acceptable interpretation of distribution according to 
work under the conditions of commodity production, i.e. in 
today's reality. I do not think that is correct. And in this 
way, he himself gets into some contradiction with his own state
ment which is deeply true, namely: "The endeavour that every 
thesis of the classics of Marxism be interpreted alike with re
gard to every country, and often in a way that it may be doubt
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ful whether it is a correct or a distorted interpretation, has 
necessarily slowed down the development of socialism as a world 
process and decreased the social weight of the communist par 
ties and other political forces which based their programme on 
Marxism" (op. cit. , pp. 394-395) .

Vacic's concept of the distribution according to work is 
logically rooted in the fact that actually he regards only the 
self-managing companies as such which correspond to the social
ist commodity relations, and he disregards as such the state 
companies which are in public property and which function and 
are managed accordingly. This in a way is, so to say, an in
verse of the Stalinist thesis, treated as a dogma in its time, 
according to which only the state enterprises represented the 
socialist sector consistently, whereas the kolkhozes were only 
"inconsistently" of a socialist character. I think we must be 
very careful not to replace the old dogmas by new ones.

THE CONNECTION BETWEEN COMMODITY RELATIONS AND DISTRIBUTION 
ACCORDING TO WORK - THE COMMODITY FEATURES OF LABOUR

According to A. Vacic, the system of central wage regula
tions applied in the socialist countries disregards the neces
sary connection between distribution according to work and com
modity relations, that is, this system corresponds only to such 
a social system in which labour is a commodity.

I think the question here is not the disregard of the nec
essary connection between the commodity relations and the 
distribution of wages according to work, but an interpretation 
which is different form that of Vacic's. In my opinion the es
sence of that connection lies in the impact of commodity rela
tions (which constitute the economic environment) on labour, 
that is, in the characteristics which are called - with a not 
very fortunate expression - the commodity features of labour. 
Namely, it lies in the fact that the costs of the reproduction 
of the labour power do play a role in the development of the 
volume of wages and the wage ratios, and that the demand and 
supply of labour have an influence on the volume of wages, and 
vice versa, the volume of wages influences the demand and sup-
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ply of labour as well as its division according to professions, 
jobs, geographical regions, etc. It is in this sense that we 
can speak of a labour market, also under the conditions of so
cialism. However, this under no conditions means that labour is 
a commodity, since we regard as the most important social and 
economic content of labour as a commodity that the worker who 
possesses no means of production is exploited by the capitalist, 
that is, he is only a means in the process of reproduction. I 
do not think that such an approach to the question would dis
regard the concrete circumstances under which the socialist re
volution took place and socialism is being realized. On the 
contrary, it rather looks such a concept which very much counts 
with reality, with the survival of the commodity relations.

One should fully agree with Vacic that remuneration in the 
socialist countries has many deficiencies, that the tendencies 
of levelling are strong and that differentiation is mostly re
alized according to such characteristics which can only for
mally be grasped (position, educational level, time spent in 
the job, etc.). All this can also be experienced in Hungary. 
However, I do not believe that this can primarily be traced 
back to the unified nomenclature of wages and to the loose con
nection between company result and the increase in wages. We 
can often experience that the companies do not even utilize the 
possibilities of differentiation in wages which the system of 
tariffs provides for them, and also that in places where wages 
grow to a greater extent due to better company results, the 
extra wages created in this way are only to a limited extent 
allocated for differentiation in wages according to work per
formance. Therefore, the reasons should be sought primarily at 
some other place. For example, in the strong social pressure in 
the direction of levelling and the weakness of the forces work
ing against it, in the general and extensive shortage of labour, 
and so on.
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WORK ASSESSMENT, WAGE TARIFF SYSTEM

We have seen that distribution according to work has no 
exact measure, and hence, no comprehensive, exact and quantifi
able wage model can be established. Accordingly, work assess
ment, which constitutes the basis of the wage tariff systems, 
can only be realized on a conventional ground, building on es
timates - or rather a series of estimates - which also contain 
several subjective elements.

The problem already starts at the very first step, viz. at 
the measuring of the necessary qualification and of the basic 
work characteristics. Most of these types of requirements lack 
a unanimous measure. Professional knowledge is generally meas
ured by the duration of training, and sometimes the time needed 
for acquiring the initial practice is also taken into account. 
Responsibility is usually measured by the number of employees 
belonging under the guidance of the person, or by the value of 
the materials entrusted to him. Physical employment is measured, 
in the best case, by the energy consumption that can be verified 
with the help of ergonomic examinations, while the working con
ditions by the temperature, humidity, pollution, noise level, 
etc. at the work place. Obviously, these indicators can express 
only in a very limited and simplified manner what they are ac
tually used to measure. It does not require any special proof, 
for example, how inadequate the duration of training (or, for 
that matter, the costs of training) is to express the required 
qualification and professional knowledge. And the case is simi
lar with regard to the other indicators, too.

The second step is to connect and "weight" the different 
types of requirements, and on that basis, to establish a "scale 
of complexity", a "scale of values" of the various types of 
work. The result of any work assessment depends to a great ex
tent on how much weight we grant to the individual factors: 
professional knowledge, responsibility, physical or intellec
tual employment, etc. In fact, there is no scientific method 
which would make it possible to work out adequate weighting in 
an exact way, as there exists no objective basis for this pur
pose. When we connect the indicator of professional knowledge

36



with that of physical employment or with that of the working 
conditions, we practically do the same as if we added up an 
apple and a pear. This cannot be solved, it can only be bridged 
- as is done in practice. Weighting reflects to a considerable 
extent the demand and supply conditions of labour as well as 
the social value judgements concerning the individual work 

3 1 characteristics.
The third - concluding - step is to connect the scale of 

"value" of work established in this way with the corresponding 
wage scale, that is, to connect the individual work categories 
with the corresponding wage rates. This is widely believed to 
be the most complicated and uncertain element in the course of 
making a wage tariff system. I think such a differentiation is 
unjustified. Rather, the case is that this is the last stage 
where every problem experienced at the previous steps makes 
again its effect felt and, moreover, in an accumulated form. 
Furthermore, it is here that we come to the heart of the matter 
since, after all, this is what the most directly concerns the 
given workers. Similarly to the previous two phases, this one 
also lacks any exact footing. This connection item by item, and 
the relationship among the various volumes of wages which are 
thus connected to the individual work categories following one 
another on a hierarchical scale, also depend to a considerable 
extent on the divergence of the whole scale of wages, i.e. on 
the distance between the lowest and the highest wage items. 
These limits and the wage ratios within them are always formed 
besides economic moments also by political and sociological mo
ments, the effects of which are inseparably interconnected with 
the economic ones; however, these political and sociological 
moments cannot actually be quantified.

We can see that there is no firm and exact footing of un
conditional validity at any step in the construction of the 
wage tariff system and the lack of real commensurability is 
bridged by assumptions and hypotheses. In addition to a knowl
edge of the theoretical bases, it is the practical conse
quences that directly orientate the experts. Every useful sys
tem of wage tariffs is based on a consideration of past experi
ences and of the tendencies that might be expected in the fu
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ture. (The starting point is always the existing wage ratios. 
With the exception of very rare occasions, there is no possi
bility to suddenly, radically transform the whole wage struc
ture.) The only criterium of whether the established wage ra
tios correspond to the social and economic needs is the ability 
of these ratios to effectively promote the realization of the 
socio-economic goals.

The systems of wage tariffs based on centrally developed 
work assessment are generally indispensable for the realization 
of a co-ordinated and more or less unified national and sec
toral wage policy. However, within these limits, the companies 
must be independent in working out their own wage policy. 
Without this, no effective financial stimulation is possible. 
However, there are problems in this respect, too. For example, 
the wage tariffs newly introduced in Hungary have resulted - in 
several areas - in the levelling of wages. 

• • •
NOMINAL WAGES AND REAL WAGES. THE DEVELOPMENT 
OF THE WAGE LEVEL

INCREASE IN THE PRICE LEVEL AND 
FINANCIAL STIMULATION

Wage is a category of commodity and money relations. It 
presupposes that the products take the form of commodities and 
the majority of the consumer goods and services satisfying the 
personal needs of the workers are marketed at a determined 
price, i.e. on payment. Wages are necessarily cash payments 
which, on the one hand, have a nominal value and, on the other, 
a veal value, which latter expresses the volume of goods and 
services they can buy.

Before they are paid out, wages are usually reduced by 
various taxes, contributions, etc. and thus the volume of goods 
and services that can be bought for them becomes also reduced. 
Workers only dispose of the net wages reduced by the deductions. 
For the employers, wages figure primarily and directly as nom
inal, gross wages - which are their costs -, whereas for the 
employees, it is the net real wages that have significance. The 
international comparison of wages and wage ratios is made ex-
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tremely difficult by the great differences in the system of 
taxation in the different countries. Actually, it would only be 
correct to compare the net wages remaining after the deduction 
of taxes and extras, but it can only be done in the rarest 

32 case.
In principle, real wages can grow in two ways: on the one 

hand, through an increase in the nominal wages (i.e. wages in 
cash) and on the other, through a decrease in the consumer 
prices. It is a world-wide tendency that the price level is in
creasing and its decrease is only a transitional, temporary 
phenomenon. Hence, real wages are primarily increased through 
an increase in nominal wages, while the role of a decrease in 
prices is only exceptional in this process.

In the socialist countries, too, real wages grow through 
an increase of wages in cash. Although immediately after the 
Second World War there was a period in the Soviet Union and in 
some other socialist countries too when a decrease in consumer 
prices played a considerable role in increasing real wages (in 
the Soviet Union in the first part of the 1950s, there was an 
increase in real wages realized to about fifty per cent through 
a decrease in prices), and it was a widespread view that a de
crease in prices corresponded more to the nature of socialism 
than an increase of wages in cash, this has since been modified 
both in practice and in theory. Since the mid-1960s, an in
crease in nominal wages has been almost the only way of increas
ing real wages in the socialist countries. Decreases in prices 
- if there are any - have generally served only to compensate 
for price increases in some other areas (of goods or services), 
or partly to restore the balance between demand and supply.

In Hungary, following the large-scale price increases in 
1951, there was hardly any change in the price level up to the 
mid-1960s. Since 1966, price movements have become more lively, 
and increases in real wages have been realized through increas
ing nominal wages at a rate faster than the increase of prices. 
Since 1979 the increase in nominal wages has lagged behind the 

33 price increases.
The general, world-wide tendency of price increases makes 

it impossible for the socialist countries to increase real 
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wages through a decrease in the consumer price level. In addi
tion, an increase in nominal wages is an economically more ex
pedient way of increasing real wages than a decrease in prices. 
An increase of wages in cash provides a possibility for a di
rect modification of income ratios, for an increase in wage dif
ferentials and, through this, for stimulating work performance. 
Decreasing the consumer prices cannot produce such an effect. 
Price decreases stimulate the individual not as a worker, but 
only as a consumer. The application of price policy methods pri
marily serves to influence the relationship between demand and 
supply as well as the structure of consumption, but it is not a 
means of influencing the real wage level.

An increase in nominal wages at a rate faster than that of 
real wages, on the basis of an increase in the consumer price 
level, can - temporarily - extend the possibility of stimula
tion through wages. An average wage increase of 1 or 2, or even 3 
per cent generally provides only a very limited differentiation 
in wage increases, and thus also in stimulation. The situation 
is somewhat different if an increase in real wages of this type 
takes place, for example, together with a 4 per cent increase 
in the consumer price level. In this case, the nominal wage lev
el increases by 6-7 per cent, and thus, at least potentially, 
the possibilities of differentiating wages according to perform
ance become greater. Namely, if the nominal wages of a part of 
the workers do not grow, or grow only at a rate smaller than 
the increase in the price level - in other words, if their 
real wages decrease - then, it may be used for a bigger rate of 
wage increases in the case of some other groups of workers, 
without, however, decreasing anybody else's nominal wages. How
ever, this means can only be applied in a very careful and mod
erate way, and it must not provide a basis under any condi
tions for abuse. The real wages of none of the groups of work
ers may decrease for years, not even for one year to a con
siderable extent; on the contrary, the real wages of all groups 
should increase. The compensation for price increases is not a 
reward, it is due to everybody. (The punishment of the notori
ous absenteeists and those who are flagrantly negligent is a 
different question and does not belong to general wage policy.)
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The compensation for the increases in the consumer price 
level is a very complicated task. Since an increase in the 
price level, depending on the structure of the price change, 
may to very different degrees affect the various families having 
different income levels and - accordingly - different structures 
of consumption, and since a given income may be accompanied by 
very different per capita family incomes (depending on the de
mographic composition of the family, the volume of wages of 
other earners, etc.), the extent of wage increases per stratum 
required for compensating for the price increases cannot ac
curately be determined, it can only rely on very rude estimates; 
furthermore, compensation should generally also be carried out 
through adequate measures in the field of incomes outside wages, 
and in the first place, in that of social benefits paid in cash. 
If we strive for ensuring that an increase in the price level 
would not considerably worsen - on a social scale - the finan
cial situation of any working stratum, then a "zero balance" 
compensation is insufficient, as what is needed is a consider
able overcompensation.

Whereas a moderate increase in the consumer price level 
- in the way described above - may temporarily extend the possi
bilities of financial stimulation, the situation is just the op
posite in the case of a faster rate of price increases, which 
actually strengthens the levelling tendencies. Since the com
pensation for price increases cannot accurately be regulated 
per individuals, families, and even per strata, and since from 
a political and social point of view it is especially important 
to protect under any conditions the strata with the lowest in
comes from the losses caused by the price increases, the final 
outcome is generally an overcompensation in the case of the 
lower income strata and an undercompensation in the case of the 
higher income strata. Fast-rate price increases, that is, in
flation, jumble the wage ratios, paralyse financial stimulation 
through wages, and channel people's energies in the direction 
of speculation instead of honest work.
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INCREASE IN REAL WAGES

Table 1 shows the growth of per capita real wages — as a 
result of the relationship between the increases in nominal 
wages and the consumer price level — over the past three de
cades.

With that rate of increase in real wages, Hungary took a 
medium position among the European socialist countries, or in 
other words, the rate of increase in our real wages was close 
to the average till the end of the 1970s.

It is well known that improvements in the financial situa
tion, and within that the increases in real wages, are always 
felt by the population to be smaller than they are in reality 
and in the statistics. I try to summarize the main reasons be
hind this:

- Parallel with the increase of the living standard as 
well as of the assortment of goods and services, demands also 
grow, and quite often at a faster rate than the possibilities 
to satisfy them. Therefore, the degree of the feeling of satis
faction of demands does not necessarily grow with an increase 
in real wages. (According to experiences, a minimum of 3 per 
cent increase in real wages is required for the workers to 
feel it.)

- The index of the (average) real wage increase contains, 
in addition to the real wage increases within the individual 
occupations as well as the branches of the national economy, 
also the effect of changes in the occupational structure. Es- 
specially when there are fast changes in the occupational 
structure, a considerable part of the average real wage in
crease results from the changes in this structure, namely, its 
shift in the direction of those occupational branches which pay 
higher wages. At the same time, the population understandably 
notes only the wage increases within the individual occupations.

- Due to demographic changes, namely that the ratio be
tween earners and dependants has deteriorated within the fami
lies, the per capita income has decreased in a considerable part 
of the families year by year, despite the increase in the real 
wages of the earning members of the family.34 Under such con-
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Table 1. Indexes of nominal wages, consumer price and real 
wages

Year
Nominal net 
average wage 

index
Consumer price 

index
Real wage 

index

1950-1955 167 1 59 105
1955-1960 149 101 147
1960-1965 112 103 109
1965-1970 125 105 119
1970-1975 135 115 118
1975-1980 139 135 103

1950 = 100
1970 345 173 199
1971 361 177 204
1972 379 182 208
1973 403 188 214
1974 433 192 226
1975 466 199 234
1976 490 209 235
1977 528 217 244
1978 569 227 251
1979 669 247 247
1980 655 270 243
1981 693 282 246
1982 731 301 243
1983 760 323 235

Source: A lakossdg jovedelmeinek alakuldsa 1950-1980 (The 
development of the incomes of the population in 1950-1980), 
Central Statistical Office, 1977, p. 26; and Statisztikai &v- 
kdnyv (Statistical yearbooks), respective years.

ditions, again in an understandable way, the overwhelming ma
jority of the individuals feel only the deterioration of their 
financial situation and fail to notice the increase in their 
real wages.

- As it was discussed above, the compensation for an in
crease in the price level through an increase in nominal wages 
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is an extremely complicated task. If prices grow - which never 
takes place in a uniform manner, but always together with a 
change in the price ratios - and the increase in real wages is 
not especially fast, then there are usually groups and strata 
whose real wages do not grow in the given period, and in addi
tion, there are always consumer goods and services, the prices 
of which grow at a faster rate than the nominal wages do. As a 
result, many people feel that their real wages which are grow
ing only at a slow rate, show a declining tendency.

In the European socialist countries during the two decades 
between 1950 and 1970, the rate of increase in real wages was 
faster than that in the industrially developed and moderately 
developed capitalist countries; within this period, real wages 
grew at a faster rate in the 1950s in the socialist countries 
and in the 1960s in the capitalist countries. In the capitalist 
countries, there seems to be a certain - although rather loose - 
relationship between the rate of increase in real wages and the 
level of economic development. The rate of increase in real 
wages was slower in the economically most developed capitalist 
countries (the United States, Canada, Great Britain and Sweden). 
As regards the socialist countries, no such relationship can be 
established (Table 2).

wage fluctuations in the process-Table 2. Coefficients of real 
ing industry (percentages)

Austria 46 Bulgaria 55
Belgium 20 Czechoslovakia 75
Chile 63 GDR 50
France 37 Hungary 69
FRG 38 Poland 32
Greece 37 Soviet Union 43
Japan 42 Yugoslavia 71
Norway 37
Sweden 25
United States 75
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In the capitalist countries, the increase in real wages 
- due to the cyclical character of the whole process of repro
duction - is fluctuant. Our studies have led to the seemingly 
surprising result that the annual increase in real wages - be
tween 1960 and 1970 - was not at all more even in the European 
socialist countries than in the capitalist world.

WAGE LEVEL AND PRODUCTIVITY

The possibility of increasing the wage level is closely 
related to an increase in productivity (efficiency). This holds 
true also for the capitalist countries, namely, real wages grew 
the fastest in those of them where the increase in productivity 
was the greatest. (In the period between 1950 and 1970, real 
wages grew the fastest in the following industrially developed 
countries: France, the Federal Republic of Germany and Japan, 
i.e. in the countries where the increase in productivity was 
exceptionally high, while the slowest growth was in Great Brit
ain, Belgium and the United States.) Hence, increases in real 
wages take place primarily in the period of a rapid increase in 
productivity. This is the time which provides the most favour
able conditions for the working class to achieve wage increases. 
This is also related to the fact that accelerated economic 
growth based on a fast rate of increase in productivity requires 
an adequate extension of the domestic market and of sol
vent demand, and wage level increases have a basic role in this. 
(The increase in the number of workers and employees at the ex
pense of the number of agricultural workers is no longer a sig
nificant way of extending the domestic market.)

The increase in wages — if it is not compensated by an 
adequate increase in productivity - results in an increase of 
per unit wage costs, and consequently - ceteris paribus - of 
production costs, which is generally followed by an increase in 
the price level. In order to avoid an increase in the price 
level and prevent the ensuing inflation, nominal wages - on an 
average - should not increase at a faster rate than productiv
ity in the national economy does.
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In our age, productivity generally grows at a slower rate 
than nominal wages, but - in the majority of the countries - at 
a faster rate than real wages. This latter development follows 
from the fact that the ratios among the various ways of using 
the national income (individual consumption, social consumption, 
accumulation) tend to change. The increase in real wages seems 
- at least in the 1970s - to be lagging behind the increase in 
productivity to a greater extent in the socialist countries 
than in the capitalist states. Whereas the so-called "succes
sion coefficient" (the increase in real wages per one per cent 
of increase in productivity) was between 1960 and 1970 on the 
average about 0.6 to 0.7 in the six European socialist countries 
examined (Bulgaria, Czechoslovakia, the German Democratic Re
public, Hungary, Poland and the Soviet Union), the correspond
ing figures for the following capitalist countries (Belgium, 
Canada, the Federal Republic of Germany, France, Greece, Japan, 
Norway, Sweden and the United States) were around 0.8 to 0.9. 
(From among these countries, in some of them this value ex
ceeded one, which means that real wages grew at a faster rate 
than productivity.) This phenomenon is obviously due to a 
faster increase in the ratio of social consumption (i.e. state- 
subsidized services in the field of e.g. public health care, 
educational and cultural institutions, etc.) as well as of in
vestments in the socialist countries.

Regarding the whole of the national economy, wages can 
only grow in harmony with the increase in productivity. The in
crease in productivity should come before the increase in real 
wages, but the two cannot be separated from each other. As 
regards the relationship between the increase of productivity 
and that of wages in the individual sectors or branches, wages 
grow the fastest in the most dynamic sectors or branches, that 
is, in those where productivity increases the fastest. This 
wage increase is then followed, because it has to be followed, 
with a certain time lag, by the other sectors or branches which 
increase their productivity at a slower rate. This "succession 
effect" is also reflected in the Hungarian data (Table 3). 

with the exception of agriculture, the development of 
average wages in the individual national economic sectors
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Table S. The development of productivity and wages in the 
various sectors of the national economy between 1970 and 1977 
(1970 = 100)

Sectors/branches Net production
per emp

Average wages 
loyee

Industry 160.1 155.7
Building industry 137.7 149.6
Agriculture 142.1 142.2
Transport, telecom-

munications 126.5 152.9
Trade 136.7 143.0
Water management 119.5 145.5

Source: Fdbb n^pgazdasdgi folyamatok 1977 (Main national 
economic processes, 1977), Central Statistical Office, 1978. 

seems to have followed rather the wage increases in industry 
than the increase of productivity in their own field. What is 
more, the wage level in the non-material branches (health care, 
education, culture, etc.) also increased at a rate similar to 
that in industry.36

The wage level in the individual branches, companies and 
factories cannot simply follow the development of their own 
productivity. This is primarily due to the fact that the objec 
tive possibilities of increasing productivity are very different 
in the various areas. Depending on the applied technique, tech
nology, work organization, etc., the same efforts can lead to a 
much greater increase of productivity in one area than in an
other. If the development of productivity and that of wages 
were directly related, this might lead to serious dispropor
tions in incomes, and that would not be tolerated by the so
cial sense of justice. As a result of the already mentioned 
"succession effect", if wages grow at a fast rate on the basis 
of an outstanding increase of productivity in certain areas, 
then sooner or later a similar rate of wage increase will also 
be achieved in areas where the financial coverage for it has 
not been produced.
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As in other socialist countries, in Hungary, too, the idea 
emerged that if the increase of wages in the individual branches 
and companies cannot be connected with the increase in produc
tivity they achieve, it could perhaps be connected with at least 
a part of it, namely the part which is the result of factors 
that are directly linked with labour (higher qualification, 
work intensity, etc.). However, this can be realized neither in 
theory nor in practice, since the effects of the technical and 
the personal factors of an increase in productivity cannot be 
separated from each other.

NOTES TO CHAPTER 1

Marx, K.: Capital, Vol..1, Foreign Languages Publishing 
House, Moscow, 1961, p. 171.
"If the quantity of unpaid labour supplied by the working
class, and accumulated by the capitalist class, increases so 
rapidly that its conversion into capital requires an extra
ordinary addition of paid labour, then wages rise, and, all 
other circumstances remaining equal, the unpaid labour dimi
nishes in proportion. But as soon as this diminution touches 
the point at which the surplus-labour that nourishes capital 
is no longer supplied in normal quantity, a reaction sets 
in: a smaller part of revenue is capitalised, accumulation 
lags, and the movement of rise in wages receives a check. 
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system, but also secure its reproduction on a progressive 
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Furstenberg, F.: Problems der Lohnstruktur, Tubingen, 1958 
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See, Hofmann, W.: Einkommenstheorie, Berlin, 1965, p. 242.
See, e.g., Offe, C.: Leistungsprinzip und industrielle Arbeit 
Frankfurt am Main, 1970. Baldamus, W. : Der gerechte Lohn, 
Berlin, 1960. Ranval, P. : Hierarchic des salaries et lutte 
de classes, Paris, 1972.
Although they are becoming increasingly similar to wages, 
the shares of members from the agricultural co-operatives' 
incomes cannot be regarded as wages in the proper sense of 
the word. Therefore, we are not going to deal with it in 
this book.
This holds true despite the fact that the state guarantees 
the payment of wages under all conditions and, occasionally, 
it supplements the respective company funds with subsidies.
Physically, mentally and emotionally healthy people do need 
work, as it is their natural need. If one still feels it to 
be a burden or a nuisance, then it is rather due to the con
crete form and/or the conditions of work.
This subchapter is based on an earlier article by the author 
"A munka szerinti elosztds drtelmezdsdnek ndhdny kdrddse" 
(Some questions of the interpretation of distribution accord
ing to work), published in Kdzgazdasdgi Szemle, Budapest, 
January 1977.
The use of the expressions of "demand for labour", "supply 
of labour" and "labour market" with regard to socialism does 
not mean that labour is regarded here, too, as a commodity; 
it rather results from the fact that these expressions have 
come into everyday use. Of course, this is not incidental, 
but is related to the fact that a certain commodity charac
ter of labour has survived. I shall return to this problem 
later.
The "theory of imputation" gets increasingly pushed to the 
background even among the bourgeois theories of distribution. 
According to Erich Arndt, the exact calculation of the con
tribution of the individual production factors to the pro
duction result is just as little possible as the determina
tion of the percentage of the effect of raining on the de
velopment of a plant.
Marx, K.: Critique of the Gotha Programme, p. 7.
Marx, K.s Capital, Vol. 1, Foreign Languages Publishing 
House, Moscow, 1961, p. 197.
He was primarily interested in the relationships between the 
worker and the capitalist, and much less in those between 
workers (which also involves the ones between wage ratios); 
more precisely, he was only interested in the latter from 
the aspect of the former.
The work evaluation systems which constitute the basis of 
the wage tariff systems generally take into consideration 
the following groups of requirements: the necessary profes
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sional qualification, the physical hardship of work, respon 
sibility. working conditions and circumstances.
To avoid any misunderstanding, we would like to emphasize it 
again that it is the wage ratios between the different cate
gories of workers as well as the centre of these ratios that 
are discussed here. The interpretation of this wage centre 
on an input basis does not mean at all that the wages of the 
individual workers or working groups should not considerably 
depend on their performance.

22 The significance of social value judgements in the develop
ment of wage ratios was already strongly emphasized by Adam 
Smith. He pointed out that those trades which are regarded 
burdensome, disagreeable or disgraceful (and he classified 
among them the activity of the public executioner, but also 
that of the actor) have to be paid well and vice versa. 
"Honour makes a great part of the reward of all honourable 
professions... Disgrace has the contrary effect." (Smith, 
A.: An Inquiry into the Nature and Causes of the Wealth of 
Nations, George Routledge and Son, Limited, London, 1898, p. 
77.) By this, he went beyond the purely financial considera
tion of the homo oeconomicus and opened a way for taking 
into consideration the psychological and sociological aspects 
of the labour supply, too.

24 Its character of being a social status symbol continues to 
exist in socialism as well. People regard the volume of 
their wages also as an expression of social appreciation.

25 This is also supported by several studies made abroad. See, 
e.g. the calculations by W.G. Hoffmann: Einkommenstheorie, 
Berlin, 1965.

26 During the past 15 years, both in Hungary and in the other 
socialist countries, several concepts of the wage centre 
have been born which have generated widespread interest. The 
Hungarian Kdlmdn Szabd regards the socially required amount 
of work and its recognition by the market as the measure of 
the distribution according to work [see Szabd, K.: Az dj 
mechanizmus ds a munka szerinti elosztds mdrcdje (The new 
economic mechanism and the measure of distribution according 
to work), Kozgazdasdgi Szemle, June 1966. A conclusion 
close to this was reached in the German Democratic Republic 
by H. Bley and E. Bienert (see Bley, H. and Bienert, E.: 
Neue Gesichtspunkte fUr die Planung und Verwendung des 
Lohnes, Wirtschaft, 1965, No. 8). Jdnos Kovdcs, from Hungary, 
deduces the wage scale which corresponds to the requirements 
of the distribution according to work from the differences 
in the costs of training of the labour power [see Kovdcs, 
J.: Szakkdpzds 6s n6pgazdasdg (Vocational training and the 
national economy), Kdzgazdasdgi ds Jogi Kdnyvkiadd, Budapest, 
1968] . A similar view was expressed in the Soviet Union by
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Gukhno, Sayapin and Likhodei LryxHo,A.A. ,CaHnMH,H.r. m JInxo- 
«eii,B.r. :Bo3Harpa»«eHHe saipyxi npn counanwsMe (Wages in 
socialism),Knes,1968].Endre Megyeri, again a Hungarian, sug
gests that the work performed should be measured by its"value
product" from which the incomes deriving from the productivity 
factors independent from the company should be deduced [see 
Megyeri, E.: A munka szerinti elosztas torv^nye. Kisdrlet a 
•torv^ny matematikai modellj^nek megfogalmazdsdra (The law of 
distribution according to work. An attempt to work out the 
mathematical model of the law), Kozgazdasdgi Szemle, 
September 1972].

2 7 /Reflections on an article by A.Vacic entitled "A munka sze
rinti elosztds ds az drutermelds" (Distribution according to 
work and commodity production), published in Kozgazdasdgi 
Szemle, April 1978.

2 8 Although there are rare attempts at such "imputations", 
they are all based on arbitrary assumptions, and they have 
only aimed at, and resulted in, the practical solution of 
some peripheric problems.

2 9 The distribution of income at the co-operatives and at the 
state companies is approaching each other in almost every 
socialist country. At the state companies, the efforts are 
aimed at making the income of the individual workers de
pendent also on the company result, whereas at the co
operatives, the efforts are aimed at increasing the security 
and regularity of remuneration.

30 See Gdbor Rdvdsz's contribution to a conference on questions 
of company wage regulations, held at Szeged on November 29, 
1977. It was published in Kozgazdasdgi Szemle, February 1978, 
p. 222.

31 There are several types of work assessment, ranging from, the 
rough estimate to the highly sophisticated "analytical" 
assessment. (The essence of the latter one is that the work
ing process is divided into its parts, functions - prepara
tions, the performance of the actual working task, control 
of the equipment, etc. then every individual function is 
separately classified from the point of view of the differ
ent factors, and the summation of the partial results makes 
up the "united value" of the process.) Undoubtedly, the 
methods based on a more sophisticated and detailed analysis 
led - in the majority of cases - to better practical results. 
However, this does not alter the fact that - although in a 
more hidden form - the basic problems outlined above do 
exist also in the case of these applications.

3^ in Hungary, only the contribution to the pension fund is 
deducted from the wages of all the workers. Prior to 1967, 
it was uniformly 3 per cent. Since then it has been paid 
progressively, and this has raised it to an average of 5 per 
cent.
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33 Development of the consumer price level in Hungary
(1965 = 100)

Year Consumer 
price indexYear Consumer 

price index
1967 101 .6 1977 130
1970 104.0 1978 136
1972 109.2 1979 148
1973 112.8 1980 161
1974 114.8 1981 169
1975 119.2 1982 180
1976 125 1983 192
Source: A lakossag 
(The development of 
1950-1980), Central 
respective volumes 
yearbook), Central

jovedelmeinek alakuldsa 1950-1980 
the incomes of the population in 
Statistical Office, 1977, p. 18; and 

of Statisztikai evkonyv (Statistical 
Statistical Office, Budapest.

4 According to investigations by the Hungarian Central Statis
tical Office, even in years when real wages grew at a faster 
rate than planned, 28 to 35 per cent of the population be
longed to families in which per capita incomes stagnated or 
even decreased.

5 This, of course, does not mean that the only or even the 
major cause of the increasing price level is the increase in 
wages realized prior to the corresponding increase in pro
ductivity .

6 Taking 1970 as a hundred, it was 152.6 per cent in 1977.
See, Horvdth, Z.J.: A forint vdsdrldereje a lakossdgi jove- 
delmek 6s fogyasztdi 6rak alakul^sdnak osszefdgg6s6ben (The 
purchasing power of the forint in the relationship between 
the development of the incomes of the population and that of 
the consumer prices), MNB Kozgazdasdgi Fdos ztdly Kozlemdnyei 
(Proceedings of the Economic Department of the National Bank 
of Hungary), June 1978.

52



CHAPTER 2

THE FACTORS OF WAGE DIFFERENTIALS.
THE QUALITATIVE DIFFERENCES IN WAGES

INTRODUCTION

Wage differentials, that is, the wage ratios, can be studied 
from numerous aspects. Accordingly, their factors can also be 
grouped in many different ways. In this book, I have applied 
the following grouping:

a. Wage differentials between the various categories 
(groups) of workers, depending on the qualitative characteris
tics of the work done (required qualification, physical hardship, 
working conditions and circumstances, responsibility involved 
in the work, etc.); the location of work in a wider sense 
(branch of industry, geographical area, company size, etc.); as 
well as on the demographic characteristics of the persons per
forming the work (age, sex). I call these qualitative differ
ences in wages.

b. Wage differentials existing among the various categor
ies (groups) of workers, resulting from, or serving, the cor
rection of imbalance between the demand and supply of labour. 
I call these compensatory differences in wages.

c. Individual wage differentials, i.e. differences in the 
wages of the individual workers, depending on the differences 
in their work performance. I call these differences in wages 
according to performance.
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THE TYPES OF QUALITATIVE DIFFERENCES IN WAGES

DIFFERENCES IN WAGES DUE TO QUALIFICATION

Differences in qualification have an outstanding role 
among the factors determining wage differentials. Almost every
where in the world, the various systems of work assessment pri
marily start out from the qualification required for a job. It 
can clearly be noticed — although not in every instance, of 
course, but as a tendency - that qualified work, that is, work 
requiring higher qualification is better remunerated than non
qualified work, that is, work requiring lower qualification. 
Higher remuneration of more qualified work is needed to ensure 
that the individuals take the financial and intellectual sacri
fices necessary for acquiring higher qualification. This was 
already recognized by Adam Smith who provided the following ex
planation: if people can choose a profession without any special 
constraint, and their inclinations do not influence them in a 
definite direction, then they show preference for such profes
sions in which training is short and cheap. Therefore, masses of 
the labour force flow in this direction, whereas there develops 
a shortage of labour in professions which require longer and 
more expensive training. Naturally, this has an influence on 
wage ratios, i.e., it increases the wages paid for work requir
ing higher qualification.

With regard to wage differentials (i.e. the volumes of 
wages) resulting from differences in qualification (better to 
say, from differences in the level of qualification), there 
have been two explanations which have especially gained ground 
among economists in the socialist countries. The first deduces 
wage differentials from the higher value produced by more quali
fied work, whereas the other one deduces them from the differ
ences in the costs of training. There are authors who use both 
explanations simultaneously, usually referring to Marx.

As regards the first explanation, it is beyond doubt that 
more qualified work - being more complicated work - produces 
greater value than less qualified work does. However, basically 
this is not the reason why wages of more qualified workers are 
higher and, furthermore, they are never higher in proportion to 
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the greater value these workers produce. My opinion about this 
is similar to what I have already expressed in connection with 
distribution according to work, and within that, about the in
terpretation of the work performed. The greater value produced 
creates the source, the coverage of a higher remuneration of 
more qualified work - it is "worth" for society to pay more for 
more qualified work -, but there is no ground for assuming some 
sort of exact quantitative relationship or proportion between 
the two. It is wrong to interpret the relating Marxian conclu
sions in this way.

According to the second explanation, wages must in any so
ciety cover the production costs of the labour power, that is, 
that part which is not covered in some other way. And the re
production of the more qualified labour power - including the 
costs of training - is naturally more expensive than that of 
the less qualified one.1 It is the part of the training costs 
covered by the family, or the individual, which plays a role 
here. In socialist societies, a great part of the costs of 
training and education - in some cases an overwhelming part - 
is covered by the state. Nevertheless, especially if the value 
of wages lost due to further training is also taken into ac
count, and it must be taken into account, the family also has 
to assume a very great burden, and in return for this, it 
counts, to a smaller or greater extent, on the higher wages of 
those members who then acquire higher qualification.2 However, 
it does not follow from this that a more qualified worker 
should receive so much more wages than a less qualified one as 
is the difference in their costs of training covered by their 
family. There is no mechanism which can guarantee it, and no 
wage policy which can strive for its realization. Even bour
geois economics regards the realization of this principle as 
valid only under the conditions of perfect competition. And 
perfect competition does not exist even under capitalist con
ditions, not to speak of socialism. The supply of qualified la
bour force has never been exclusively a function of the volume 
of wages. In addition, higher wages serve to compensate not 
only for the financial costs of training, but also for the 
extra efforts involved in learning and in the performance of
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qualified work.3 In order to ensure an adequate number and an 
adequate composition of qualified labour force, there is an ab
solute need for the recognition of higher qualification in 
wages; however, its extent depends on the "wage flexibility" of 
supply. In this case, there are again no rules; it is only the 
practical experiences and consequences that provide orientation.

DECREASING TENDENCY OF DIFFERENCES IN 
WAGES DUE TO QUALIFICATION

The differences in wages due to the level of qualification 
has been historically decreasing all over the world. In the 
United States in 1907, qualified workers had twice as high 
wages as those without qualification, while this figure was4only one and a half times as high in 1947. The difference has 
decreased further since then. A similar levelling tendency can 
be observed in the West European capitalist countries as well 
as in Canada and Australia. The International Labour Bureau ex
amined 15 capitalist countries in and outside Europe as to how 
the relationship between the wages of characteristic skilled 
workers of four industrial branches - the machine, printing and 
building industries as well as energy production - and those of 
unskilled workers had developed between 1938 and 1954. Out of a 
total of 54 cases, the ratio between the wages of skilled and 
unskilled workers decreased in 40 cases, and only in 14 cases5 was there an increase or a stagnation.

The decrease in wage differentials due to differences in 
the level of qualification is not a permanent and continuously 
progressing process; it is rather characterized by standstills 
and the temporary predominance of contradictory tendencies. In 
the case of large-scale unemployment, the differences in wages 
due to qualification grow to a greater extent, because it is 
the less qualified and more easily dispensable workers who are 
dismissed first, and hence it is here that the pressure of the 
reserve army of the unemployed, and consequently the competi
tion among workers, is the greatest. This competition is even 
aggravated by the fact that higher qualified workers who are 
unable to find a job corresponding to their qualification are 
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compelled to undertake lower level and, consequently, lower 
paying work. On the other hand, in the case of a shortage of 
labour, wage differentials due to qualification generally di
minish and with this the tendency of levelling increases, be
cause labour shortage usually accompanies certain extensive de
velopment tendencies which especially increase demand for lower 
qualified labour force and thus this category of workers gets 
into a more advantageous position. (Naturally, even under such 
conditions, there are always industrial branches in which de
mand for highly qualified workers suddenly increases - e.g. new 
professions are created -, and the wages of these workers in
crease at a faster rate than those of the lower qualified ones.) 

Whereas the decrease in wage differentials between skilled 
and unskilled workers - even if with breaks - is a clear tend
ency, the situation is more complicated in the case of semi
skilled workers. The wages of semi-skilled workers approach 
those of the skilled workers, but - especially since the Second 
World War - these wages have been growing at a faster rate than 
those of the unskilled workers in several countries (e.g. in 
France, Great Britain, the United States, etc.). This is due to 
a change in their place in production which led to their dif
ferentiation (this will be discussed in detail in the next sub
section) .

The decreasing tendency of wage differentials is always to 
be interpreted on a percentage basis, as the ratio of the wages 
of workers with different levels of qualification. The absolute 
differences, i.e. the distances expressed in monetary units, 
increase. The decrease in percentage differences - disregarding 
some quite exceptional cases - takes place alongside an in
crease in the absolute differences. This is the result of the 
fast rate of increase in nominal wages.

The decreasing tendency of differences in wages due to 
qualification is even more striking in the socialist countries 
than in the capitalist world. In all these countries, socialist 
transformation was accompanied by a sudden, almost abrupt de
crease in wage differentials (and within that, also the wage 
differentials due to qualification). This step was necessary, 
among others, also because before the change in power relations 
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these wage differentials had been extremely great in these coun
tries as a result of their economic and political backward
ness .

In Tsarist Russia, the highest wage of a worker was six 
times bigger than the lowest one, an engineer earned 20 times 
as much, and an accountant 18 times as much as the lowest paid 
worker.6 Shortly after the revolution - in 1920 -, the distance 
between the lowest and the highest wages was determined in one 
to five. In the 1930s — when due to a shortage of qualified la
bour experts from abroad also had to be employed -, this dif
ference increased to some extent. After the Second World War, 
however, the differences in wages due to qualification started 
to decrease again, and this has become a tendency since then.

In Hungary in 1935 the wages (salaries) of technical em
ployees (engineers and technicians) were on average three times 
as high as those of manual workers; in 1955 the corresponding 
figure was much less than two, and the difference has continu
ously been decreasing ever since (Table 4). (The wages of of
fice employees were reduced to the level of those of manual

Table 4. Wages of workers, technical and office employees in 
Hungary

Year
Wages of

technical
industrial employees 

as a percentage of the workers

office

' wages

1955 172 104
1958 158 98
1960 157 97
1964 154 95
1970 • 151 97
1975 140 91
1980 142 85

Source: A lakossdg jdvedelmeinek alakuldsa 1950-1980 (The 
development of the incomes of the population 1950-1980), 1977, 
p. 48; and Foglalkoztatottsdg ds kereseti ardnyok (Employment 
and wage ratios), 1981, p. 146,
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workers already in the 1950s, and they have been increasingly 
lagging behind the latter ones since then.) In the early 1970s, 
experts with high level qualification earned about 70 per cent 7 more than the unskilled workers did.

A levelling tendency can also be noted among manual workers, 
in 1948 the wages of skilled workers were about 160 per cent of 
those of unskilled workers, and 130 per cent of those of semi
skilled workers. In the 1970s the corresponding figure was only 
120 to 125 per cent with regard to unskilled workers, and even 
smaller in the case of semi-skilled workers.

THE CAUSES OF THE DECREASING DIFFERENCES

The world-wide tendency of decreasing differences in wages 
due to qualification is explained by several circumstances. One 
is the decrease in the differences (in the levels) of qualifica
tion themselves. With the extension of the average period of 
schooling - and in the first place, of general basic training -, 
the education of the strata with lower qualification increases 
faster than is the case with those who have higher qualifica
tion, and consequently, the levels of qualification come closer 
to each other. At the beginning of industrialization, an aver
age worker had only a few years of schooling, whereas nowadays, 
in the countries that are in a leading position in this respect, 
workers have a schooling of some 10 to 12 years, while at the 
same time, university graduates have almost the same years of 
schooling now as they had at that time. Engineers, for example, 
had to learn for 15 to 17 years already in the past centuries.

Another circumstance having a role in the decrease of wage 
differentials due to qualification is that society - the state - 
undertakes an increasing share of the costs of training. The 
spreading of basic and/or further training financed by com
panies has a similar effect. As a result of the process of ap
proach in the length of training as well as of the fact that an 
increasing share of the costs of training is covered by the 
state and by companies, the differences in the families' con
tribution to the costs of training tend to decrease.
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Finally, the most important circumstance which is closely 
connected with the previous two is that the supply of qualified 
- and especially of highly qualified - labour force increases 
at a fast rate, faster than the demand for it. The earlier 
shortage of highly qualified labour force decreases, whereas 
the demand for lower qualified labour force decreases less than 
its supply. The relations of "shortage" have shifted. The 
"shortage" of higher qualified labour force has decreased, 
whereas that of lower qualified labour force has increased. At 
the same time - due to reasons to be discussed later -, the 
role of the hardship and other circumstances of manual work in 
wage differentials has increased - partly at the expense of 
qualification.

Wage differentials due to qualification are great in econ
omies which are at the beginning of industrialization. Due to 
poverty, uneducatedness and the backwardness of the school sys
tem, the supply of qualified labour force increases only slowly 
and is unable to keep pace with the increase in demand. The 
flow of the surplus village population to the cities only in
creases the number of uneducated workers. At this stage of de
velopment, wage differentials due to qualification often even 
increase. (This can be observed nowadays in several economical
ly less developed countries. In the 1960s in Brazil, for ex
ample, the real wages of people with medium qualification in
creased by 28 per cent, of those with higher education by 52 
per cent, whereas the real wages of illiterates remained un- o 
changed. ) Qualified labour force enjoys some sort of "rarity 
allowance". With the passage of time, however, the supply of 
qualified labour force extends: the school system develops, and 
with an improvement in their financial situation, a greater 
part of the families obtain the possibility to send their child
ren to school. It often happens that the son of an industrial 
unskilled worker of peasant origin becomes a semi-skilled work
er, and the son of a semi-skilled worker becomes a skilled 
worker. In the meantime, the natural growth of the population 
slows down and, as a result, the replacement of unqualified and 
semi-skilled workers narrows down - at least in a relative 
sense, compared to that of qualified workers. However, the
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change in the structure of demand for labour moves in the op
posite direction. Due to an increase in the division of labour, 
the demand for semi-skilled and uneducated workers increases at 
a faster rate than for skilled workers. Naturally, depending on 
the technological conditions, this process takes place differ
ently in the individual branches of industry - in certain 
branches it may even happen the other way round -, but this 
is the general and the typical. Consequently, the initial mono
polistic position of qualified labour force becomes weaker, its 
"rarity allowance" disappears, and thus its relative wage de
creases, whereas the relative wages of the lower qualified ca
tegories increase. Later - with the development of automation -, 
the increase in the demand for highly qualified labour force 
accelerates again, but if training keeps pace with this, then 
the tendency of levelling does not stop, it only slows down at 
most.

I have outlined this process by using the example of the 
capitalist countries, but in many respects it takes place in a 
similar way in the socialist countries, too. The situation of 
the labour force both in Hungary and in other socialist coun
tries is more and more characterized by the following develop
ments: as a result of a fast increase in education, the earlier 
considerable shortage of higher qualified labour force has come 
to an end, whereas at the same time, there is an increasing 
shortage of those who are willing to undertake simpler and 
hard manual work.

This tendency can be found not only in time (i.e. histori
cally) , but also in space. On a world scale, wage differentials 
due to qualification are the greatest in the economically most 
backward countries, and the smallest in the industrially most 
advanced ones. The medially developed countries have a medium 
position in this respect. However, the borders are not rigid. 
There are significant differences among countries belonging to 
the same category of economic development, depending on the 
concrete circumstances, the traditions, the level of organiza
tion of the individual working strata, and so on. For example, 
in the second half of the 1960s, the wages of a skilled worker 
in the processing industry were on an average 1.2 times higher
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than those of an unskilled worker in Denmark, Switzerland, the 
Federal Republic of Germany and Italy, whereas the correspond
ing figure was 1.5 to 1.6 in Great Britain and France. This 
same ratio was 1.4 to 1.5 in the United States.

WAGE DIFFERENTIALS DUE TO QUALIFICATION IN COUNTRIES WITH 
DIFFERENT SOCIAL SYSTEMS, WITH SPECIAL REGARD TO HUNGARY

The wage structure is basically a function of the produc 
tion forces, but it is also affected by the production relations 
as well as the social conditions. The wage ratios of manual 
workers (i.e. the ratios between the wages of unskilled, semi
skilled and skilled workers) are very similar in various coun
tries having different social systems. The social system does, 
however, leave a stronger mark on the differences in wages be 
tween employees with higher qualification and manual workers. 
These differences are much smaller in the socialist countries 
than in the industrially advanced capitalist states. In the 
1960s, the incomes of administrative and professional employees 
with high level qualification showed the following multiplying 
figures as compared to the wages of unskilled workers: 2.5 
times in Norway, the Federal Republic of Germany and the United 
States, 3.5 times in Great Britain, 5.5 times in France and 7 
times in Italy. The same figures were 3 for the Netherlands and 
Sweden, and 4 for Denmark.

The detailed comparison between the Hungarian and the 
Austrian wage structure made by Jdzsef Ber^nyi is extremely in
teresting from this respect. Some of the results of his study 
related to our theme are summarized in Table 5.

Table 5. Percentage differences between the average hourly 
wages of industrial workers according to categories of quali
fication, Hungary and Austria (the hourly wages of an average 
worker = 100.0)

Qualification category Hungary
1969

Austria
1970

Skilled worker + 14.6 + 16
Semi-skilled worker - 11.2 - 4
Unskilled worker - 16.1 - 18
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Whereas in Hungary the distance between the wages of 
skilled and unskilled workers was 30.7 per cent at the time of 
the study, the corresponding figure in Austria was 34 per cent. 
At the same time, the wages of semi-skilled workers were lagging 
less behind the average wages of industrial workers in Austria 
than in Hungary.

The comparison of wages between industrial workers and 
employees in the two countries is more telling (Table 6).

Table 6. The wages of workers as a percentage of those of 
employees (= 100) in 1970

Austria Hungary

gross net gross

61.6 64.5 80.3

Source: Jdzsef Ber^nyi: Berrendszer, 
orszdgon es Ausztridban (Wage system and 
Hungary and Austria), Budapest, 1975, pp.

berszerkezet Magyar- 
wage structure in

. 56 and 58.

It has already been mentioned several times that the de
crease in wage differentials due to qualification is a world
wide phenomenon. However, when we acknowledge it, we also have 
to keep in mind that an excessively fast decrease in these 
differentials - that is, an excessively small difference be
tween the wages of higher and lower qualified workers, which is 
not in harmony with the given level of economic development - 
can be extremely harmful.

It seems that in Hungary the wage differentials due to 
qualification have decreased to an excessive extent. In addi
tion to our practical experiences, it is also supported by in
ternational comparisons. The available data indicate that wage 
differentials between workers and the technical staff decreased 
in the period between 1950 and the mid-1960s to the greatest 
extent in Hungary among five socialist countries (Bulgaria, 
Czechoslovakia, Hungary, Poland and the Soviet Union).
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This is all the more important, because experts are com
plaining about the extremely small differences in wages also in 
those socialist countries where the gualificational wage dif
ferentials decreased at a slower rate than in Hungary. (There 
are several references to this, for example, in the Soviet and 
the Czechoslovakian special literature.) I have also studied 
data for seven capitalist countries (the Federal Republic of 
Germany, France, Great Britain, Norway, Sweden, Switzerland and 
the United States), and I have found nowhere such a fast rate 
of decrease in wage differentials due to qualification as it is 
in Hungary.

The shrinkage of wage differentials due to qualification 
results not in a fewer number of those who enter into profes 
sions which require higher qualification - for, under modern 
conditions, this is to a great extent determined by the capaci 
ty, the structure of the educational network -, but primarily 
in the fact that not the most suitable persons occupy these 
positions. Appropriate wage differentials due to qualification 
are absolutely required for a desirable social selection. If 
they are not appropriate, it may happen that masses of un
suitable people get to the profession, and this can even be 
accompanied by dispirited work performance as well as by fi
nancial necessity to undertake extra work to a considerable ex
tent. This may have serious consequences, for example, with 
regard to technological progress; namely, especially nowadays 
when technical and economic activity cannot solely be based on 
routine because there is a need for flexible adaptation to the 
increasing demands of the international market, such experts 
are required who are working with full energy, who have a cre-

11 ative mind, and who can always produce something new.
In Hungary, the extremely fast rate of decrease in wage 

differentials due to qualification - in addition to reasons 
which resulted from the official attitude - is also connected 
with a large-scale general shortage of labour. This shortage of 
labour and the consequent wage competition has intensified the 
tendencies of levelling through faster increasing the wages of 
those strata which have lower qualification.
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THE PHYSICAL HARDNESS OF WORK

Besides qualification, another basic factor of wage dif
ferentials is the physical hardness and the strenuous character 
of work. This is interpreted here in a broad sense, including 
the favourable or unfavourable character of working conditions 
(temperature, humidity, the hazards to health and security, the 
dirty or repulsive character of work, etc.), the time condi
tions of work (number of shifts, breaks, etc.), work intensity, 
as well as the varied or monotonous character of the given 
work.12

The higher remuneration for physically hard and strenuous 
work - as compared to less hard work - is usually explained 
with two reasons. One is that hard work is, in a certain sense, 
also a sort of more complicated work which produces greater 
value than simple work does. And the other is that the reproduc
tion of the working capacity of those performing physically 
strenuous work is more expensive than is the case with those 
who perform simpler work. The problem is similar to the one 
outlined in connection with the role of qualification. As far 
as the first explanation is concerned: physically hard work 
- just like more qualified work - does produce greater value 
than the average, and this creates the financial source for its 
higher remuneration. However, the higher wages are not directly 
and primarily paid for this reason, and there is no ground for 
assuming that they are higher in proportion to the value pro
duced. As regards the second explanation: undoubtedly, the re
production of the working capacity of those performing hard 
manual work costs more than that of those performing some easy 
work. (They have to consume more calorie, and the protection 
against hazards at the working place may require extra' costs 
which have partly to be covered by the workers themselves, 
etc.) However, it does not mean that they should receive ex
actly so much more wages as much they themselves have to cover 
extra in order to reproduce their working capacity. They re
ceive higher wages primarily because this is the only way to 
ensure that there be enough people who undertake such work, and 
the volume of their wages is in the first place determined by 
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the relationship between the supply and demand of labour in 
this field.

Whereas with regard to wage differentials due to qualifica
tion it was stated that they show a decreasing tendency histori
cally and on a world scale, wage differentials due to the physi
cal hardness of work tend, on the contrary, to increase. This 
is the case despite the fact that the differences between jobs 
both from the point of view of the necessary physical efforts 
and from that of the working conditions tend to decrease. 
[Technological progress and the development of labour safety 
and labour health regulations have decreased the (physical) 
burdens on almost every category of workers and this is espe
cially so in case of those who are working under the most un
favourable conditions.] The mechanization of hard manual work 
and the improvement of unfavourable working conditions - not so 
much due to technical difficulties, rather for economic rea
sons - proceed slower than the demand for them increases. With 
increasing financial welfare and cultural level, workers 
demands as regards the character of their work and their work
ing conditions increase rather fast. The elimination of unem
ployment and the opportunity to choose from among several jobs 
also exercise an influence in this direction. The number of 
those willing to undertake hard manual work and unfavourable 
working conditions decreases at a faster rate than the number 
of such jobs. Consequently, the tension between demand and sup
ply, that is, the shortage of labour, increases in these areas. 
The establishment of a relative balance and the satisfaction of 
the demand for labour require ever increasing financial stimula
tion. Hence, these activities have to be increasingly "over
paid" compared to average and highly qualified work which re
quires no special physical effort. This holds true for the so
cialist countries as well as for those industrially advanced 
capitalist countries where no masses of humble labour force 
coming from less developed countries are employed.

It is easy to realize logically the growing tendency of 
wage differentials due to the physical hardness of work, and it 
is also experienced day after day. However, it is not at all so 
easy to demonstrate it numerically. There is no statistics 
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which would group or categorize the labour force according to 
the physical hardness of work. It can only be approached par
tially, on a representative basis.

I have chosen to compare the wages in four trades that are 
explicitly hard physically (viz. the wages of loaders, bakers, 
masons and smelters) with the average wages in the 25 most com
mon fields of manual work in two groups of countries that are 
different from the point of view of their economic development 
(the first group includes seven industrially advanced and me
dially developed European countries, whereas the second one 
seven non-European countries that are on a considerably lower 
level of economic development; the selection of the countries 
was to a large extent determined by the availability of the 
data). Despite all the limits of the comparability of the avail
able data and the interplay of accidental factors, the results 
document the tendency that at a higher level of economic devel
opment the remuneration of hard manual work is relatively 
higher. In other words, the relative wages in all the above- 
mentioned four trades are considerably higher in the first 
group of countries than in the second one (cf. Table 7). In the 
industrially more advanced countries, the wages of loaders were 
on an average 86 per cent of the combined average wages in the 
25 trades, whereas in the economically less developed countries, 
the corresponding figure was 69 per cent; the respective fig
ures were 91 and 82 per cent for bakers, 102 and 87 per cent 
for masons, and 107 and 91 per cent for smelters. (For detailed 
figures see Table 7.)

Traditions, the organization of the various strata of 
workers as well as the national specifics also play an import
ant role in the wage differentials due to the hardness of work. 
These can also result in significant differences in the wage 
structure (taken now from the aspect) of countries which are on 
a similar level of economic development. (This is also sup
ported by the values in Table 7.) The important factors in this 
respect are the degree of employment, unemployment or the short
age of labour. In the case of unemployment - other factors be
ing identical — wage differentials due to the hardness of work 
and to working conditions are always smaller than in the case
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Table 7. Wages in some trades involving hard manual work in the 
percentage of the average wages in 25 trades in countries with 
different levels of economic development (October 1973)

Country Loaders Bakers Masons Smelters

First group of
countries:

Austria 103 111 78 108
Belgium 72 93 88 -
Great Britain 87 91 125 **
Greece 100 72 133 115
Holland 107 100 106 99
Romania 70 87 100 111
Spain 66 85 85 103

Average 86 91 102 107

Second group
of countries: • •

Bolivia 81 76 76 -
Brazil 48 63 76 98
Morocco 57 71 54 77
Pakistan 74 100 118 72
Peru 77 81 99 81
Tunisia 86 95 82 128
Venezuela 63 88 105 -

Average 69 82 87 91

Source: based on 
tistics, 2nd quarter,

data of the ILO Bulletin of Labour Sta- 
1974 .

of full employment or a shortage of labour. (In the case of un
employment, those who cannot get any other job, who do not re
ceive adequate unemployment benefit are compelled to undertake 
physically strenuous and hard work even for relatively low 
wages.)

In the period after the Second World War in the industri
ally advanced capitalist countries, there was often a shortage 
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of labour not only with regard to jobs involving hard manual 
work, but also with regard to monotonous work (for example, 
along the assembly lines). This is primarily due to an increase 
in the level of general education. More educated people having 
tasted the experience of intellectual activity are looking also 
for variety in their work and can suffer a high degree of mon
otony only with difficulty. The effect of this on wage differ
entials can hardly be experienced as yet, but it nevertheless 
does exist. Companies are often compelled to reduce the large- 
scale fluctuations in these jobs by paying various extra wages 
or higher wages. (Various technologies reducing monotony as 
well as work organization have an essential role to play in 
this. However, their discussion goes beyond the limits of our 
subject.)

An increase in wage differentials due to the hardness of 
work does not necessarily lead in the direction of a general 
increase in wage differentials, nor does it necessarily enhance 
the dispersion of wages. Since even at higher levels of develop
ment, a considerable part of manual work - regarding the wage 
scale as a whole - belongs to the category of paying lower 
wages, an increase in these wage differentials often promote 
the levelling of wages. Furthermore, the effect of easing hard 
manual work is again ambiguous; whether it works in the direc
tion of levelling, depends on whose physical burden is reduced 
in the given case: those workers' who receive lower or those 
who receive higher wages. If the burden of those receiving 
higher than average wages, for example that of miners, is re
duced, then it has a diminishing effect on the totality of wage 
differentials, and vice versa.

WAGE DIFFERENTIALS AMONG SECTORS AND BRANCHES

Qualification and the physical hardness of work are basic 
factors of wage differentials. It is these factors that play a 
Primary role in the wage differentials among the various sec- 
tors and industrial branches, too. Wages are the highest in 
those sectors and industrial branches where the ratio of highly 
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qualified workers is big and work is physically hard and strenu
ous. Other factors also playing an important role in wage dif
ferentials among the sectors and branches are the composition 
of workers according to sex and age, the territorial (geographi
cal) location and the size of the companies.

Hungarian economic literature as well as textbooks often 
attribute the wage differentials among sectors and branches to 
their differing "national economic importance". It can hardly 
be interpreted in this way. What does the "national economic 
importance" of a sector depend on? What is "more important : 
agriculture or the engineering industry? This question, inde
pendent of space and time, can hardly be answered; the wage 
differentials among the sectors and branches can hardly be ex
plained on this basis. At the same time, however, in addition 
to the factors discussed above (necessary qualification, physi
cal hardness, etc.) , the relations between the demand and sup 
ply of labour are also very important. Where demand for labour 
is much greater than its supply, it is only possible to satisfy 
this demand through paying higher wages. And where the demand 
is lagging behind the supply of labour, wages are relatively 
lower, at least compared to the situation described above (re
garding qualification, physical hardness, etc.) . According to 
historical experiences, the relations between the demand and 
supply of labour within any industrial branch primarily depend 
on two factors. On the one hand, on the date of the establish
ment of the given branch, and on the other, on its growth rate. 
Wages are usually higher in newly established, modern indus
trial branches than in older ones. The old and traditional in
dustrial branches could at that time satisfy their demand for 
labour with low wages characteristic of the beginning of indus
trialization. The historically younger industrial branches can 
only attract workers with higher wages. And this is the explana
tion why - if other factors are identical - they have to pay 
higher wages than the "older" ones. In old industrial branches, 
such as the textile, leather, shoe and clothing industries, 
wages are low. At the same time, in recent industrial branches, 
such as the electric, chemical, synthetic material and car in
dustries, they are high.
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The other factor influencing the relations between the 
demand and supply of labour is the growth rate of the given in
dustrial branch. Industrial branches which increase both their 
production and, in the interest of this, the number of their 
workers at a fast pace (in Hungary the so-called preferential 
branches also belong to this category), usually pay higher 
wages than those whose growth rate is low, whose size increases 
only at a slow pace or even stagnates. Wages in branches pro
ducing consumer goods are lower than those in branches manufac
turing means of production, because both production and the 
number of employees grow at a slower pace in the former than in 
the latter.

Wage differentials among branches are primarily formed by 
the factors discussed above (qualification, the physical hard
ness of work, sex and age composition, etc.). Compared to them, 
the relations between the demand and supply of labour, which 
depends on the date of establishment of the given industrial 
branch as well as on its growth rate, play only a secondary 
role. However, wages are not low in every old industrial branch 
nor are they high in every new one. For example, in mining and 
the building industry - although they belong among the oldest 
industrial branches - wages are relatively high due to the phy
sically strenuous work and the unfavourable working conditions. 
And another example: wages are not high even in such a dynami
cally developing industrial branch which is in an expansive 
phase of its development and thus increases the number of its 
workers at a fast rate if the majority of its employees are low 

13 qualified women.
Throughout the world, there have been several attempts at 

studying wage differentials among the branches with the help of 
numerical, mainly correlation, calculations. Some researchers 
(e.g. Reder and Slighter) have come to the conclusion that In 
an Industrial branch wages are the higher, th. greater Is the 
ratio of skilled workers among the employees. Others (Dunlop 
and Garbarlno) have proved the relationship between the volume 
of wages and the production value per working hour (productiv
ity) . Again others have pointed to the Interrelationship be
tween the volume of wages and the wage quotas (the ratio of 
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wage costs within the overall costs)• Tamds Barna has proved 
the relationship between the volume of wages and capital inten
sity (the level of technical equipment). Studying the develop
ment of 22 industrial branches in the United States between 
1923 and 1940, D. Serfort has found a positive correlation be
tween the development of the wage level, on the one hand, and 
the development of productivity and employment as well as the 
degree of concentration of the commodity market and that of the 
trade unions, on the other. These results have been partly or 
totally refuted by several economists wTho also based their con
trol examinations on correlation analyses. Obviously, the truth 
is that the relationships in question are so complicated and 
complex that they cannot be quantified unambiguously, and the 
results will be different, depending on the given circumstances 
the chosen viewpoint, factors, or the applied abstractions, 
etc.

The two general characteristics of the wage differentials 
among the branches and of the wage structure are that they are 
very similar in the different countries and they are relatively 
stable, that is, they show only a slow change over time. In 
almost every country (workers') wages are the highest in the 
extractive branches and in raw material production, followed by 
the production of investment goods, and then of consumer goods, 
and finally, wages are the lowest in the food industry.

The similarity of the wage structure among the various in
dustrial branches in different countries has been pointed out 
by several researchers. J.T. Dunlop and M. Rothbaum have found 
significant similarities in this respect among France, Great 
Britain and Italy.14 S. Lebergott has shown a high degree of 
correspondence among the industrial branches, arranged accord
ing to hourly wages, in Canada, Great Britain, Sweden, Switzer- 
land, the Soviet Union and the United States. Bombach has 
proved the similarity of the wage structures in the industrial 
branches of the United States and of Great Britain. K. Forchei- 
mer has pointed out the similarity of the wage structures in 
the industrial branches of Hungary as well as of Great Britain, 
Italy and the United States. Comparing the wage hierarchy ac
cording to industrial branches in nine countries, W.G. Hoffmann 
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has demonstrated that it is a common feature that wages are 
higher in the industrial branches producing investment goods 
and are lower in the branches producing consumer goods.

The similarity of the wage structure according to indus
trial branches also exists among the socialist countries. In 
all of them mining and/or metallurgy are the first, whereas the 
textile and food industries the last ones (cf. Table 8).

The basic reason behind the similarity of the wage struc
ture of the industrial branches in various countries is that 
the same industrial branches throughout the world - unless the 
technical and technological differences between them are too 
big - set more or less similar requirements as regards the quali
fication, physical efforts, etc. of their workers. More precise
ly, the order of the industrial branches is similar in this 
respect. Namely, everywhere work is more difficult and working 
conditions are more unfavourable in mining and metallurgy than 
in the machine industry. And again everywhere, the ratio of 
skilled or highly skilled workers is higher in the machine in
dustry than in the textile or the food industry. At the same 
time, the textile industry - and partly also the food industry - 
is a characteristically women's industrial branch almost every
where in the world. On the other hand, the development of the 
relations between the demand and supply of labour in the indi
vidual industrial branches or groups is also greatly determined 
by common tendencies, namely, by the more or less general (i.e. 
valid for every country) interrelations of the development of 
the national economic and the industrial structure. The order 
of the establishment of the industrial branches is similar in 
the great majority of countries, and there is also a similarity 
in which branches develop relatively dynamically and which ones 
relatively slowly. The increasing demand for labour resulting 
from the growth of production in individual branches also de
pends on international processes, primarily on that of techno
logical progress. Besides these basic similarities, the wage 
structure - especially if it is studied not according to groups 
of industries but in a more detailed breakdown - is naturally 
always affected by specific national features, traditions,
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power relations, characteristics of industrial development, 
etc.

As it was mentioned above, the wage structure of the indus
trial branches is characterized by its relative stability and 
slow change over time. The order of the volume of wages by in
dustrial branches gets modified only rather slowly. The indus
trial branches which at the turn of the century, or even before 
paid low wages usually belong even now to the low-paying ones 
whereas those which paid higher wages in the past still belong 
to the better-paying ones. Several researchers (W.G. Hoffmann, 
H.D. Woods, F. Grumbach, H. Konig, H. Lampert, N.A. Tolles, S. 
Lebergott, etc.) have found the wage structure to be relatively 
stable for decades in Australia, Belgium, Canada, the Federal 
Republic of Germany, Great Britain, New Zealand, Norway, Sweden, 
Switzerland and the United States.

This stability of the wage structure over time is also 
valid for the socialist countries. The five socialist countries 
studied above showed about the same picture in this respect in 
1950 as they did one and a half decades later, only mining and 
iron metallurgy changed place (in 1950 iron metallurgy occupied 
the first place and mining the second in four of the five coun
tries, whereas that order got reversed by 1964).

The relative stability of the wage structure is, on the 
one hand, due to the fact that the factors of the individual 
branches important from the point of view of wage differentials 
(necessary qualification, physical strength, working conditions, 
ratio of women, etc.) - at least compared to each other - are 
rather constant. (Also in the past, work was more strenuous in 
mining and metallurgy than in other branches; and the textile 
industry employed and continues to employ mainly women, etc.) 
On the other hand, changes in the production and working con
ditions are followed by changes in the wage structure only 
slowly and in a moderate way. The effect of traditions, that 
is, the opposition to any change in the wage ratios, is very 
strong. (This partly covers the phenomenon that was already 
discussed with regard to the relationship between the wage 
level and productivity increase. In the capitalist countries, 
it is often the trade unions that fight the most strongly for 
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the stability of the existing wage hierarchy among the branches, 
and in the case of a shift in this ratio, for the restoration 
of the status quo.)

Although the order of the industrial branches according to 
the volume of wages is relatively stable, the percentage dif
ferences have been diminishing, and a slow tendency of the lev
elling of wage differentials can be experienced. According to a 
study by the International Labour Organization, the percentage 
differences in the average wages of workers in the metal and 
textile industries diminished in 9 out of 11 countries between 
1938 and 1954. The same study also stated a decrease in the dif
ferences between the average wages of 18 industrial branches in 
Argentina, Japan and Sweden.^ Several authors have pointed out 
that the different wage levels among the branches have been ap
proaching one another in the Federal Republic of Germany, 
France, Great Britain and Norway as well.

The levelling of the wage differentials existing among the 
branches can also be found in the socialist countries. In the 
Soviet Union between 1965 and 1971, the difference between the 
average wages in iron metallurgy and the light industry de
creased from 63 per cent to 49 per cent. Even if not to the 
same extent, but a decreasing tendency is characteristic also 
of Hungary and other socialist countries.

The comparison of the respective data of a great number of 
capitalist and socialist countries shows that wage differen
tials between the individual industrial branches are generally 
smaller in the socialist countries than in the capitalist

17 ones.
So far only the wage differentials within industry, that 

is, among the industrial branches, have been discussed, and 
those in the sectors outside industry have not. Wages in agri
culture are almost everywhere in the world smaller than wages 
in industry. The differences are bigger in the countries at a 
lower level of economic development than in the economically 
more advanced ones, and they show a decreasing tendency in the 

1 p long run.
At the beginning of industrialization and in its early 

period, big differences in incomes were required to attract the

76



labour force into the cities, and also the discipline which was 
necessary for rhe operation of the applied technology in the 
factories was rare; after a time, however, both of these fac
tors lost much of their importance. In the West European coun
tries the differences between wages in industry and in agri
culture suddenly decreased to a great extent after the Second 
World War; since then, however, they have been approaching each 
other rather slowly and there were short periods when these 
differences even increased. The increasing world-wide shortage 
of foodstuff and raw materials originating from agriculture is 
expected to accelerate again the approach of agricultural and 
industrial wages, and may even result in places in higher wages 
in agriculture than in industry (Table 9).

Table 9. Wages of male agricultural workers as a percentage of 
industrial wages
Country 1938 1948 1954 1964

Denmark 44 65 60 63
FRG 64 66 67 75
Great Britain 48 72 69 66
Italy 43 58 60 57
Netherlands 61 83 88 88
Norway 42 70 71 68
Sweden 50 70 68 73
Switzerland 42 47 47 55

Source: Jdvedelmek a hdboru utdni Eurdpdban (Incomes in 
post-war Europe), Central Statistical Office, 1968, p. 38.

In the socialist countries, wages in agriculture approach 
those in industry to a greater extent (Table 10).

The income of members of farming co—operatives is usually 
smaller than that of the workers of state farms, but this dif
ference also tends to diminish.

Also in the production sectors outside industry and agri
culture as well as in the non-productive sphere, wages are
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Table 10. Wages in agriculture (state farms) as a percentage of 
industrial wages (1972)

Bulgaria °°
Czechoslovakia 98
Hungary 103
Poland* 79
Romania 93

•in 1970.

Table 11. The percentage difference between average monthly 
wages in various sectors and the average wages in industry in 
six socialist countries (1964)

Country Commerce Communal 
services

Health 
care

Education

Bulgaria - 14 - 18 - 17 - 10
Czechoslovakia - 22 - 30 - 23 - 17
GDR - 18 - — —
Hungary - 12 - - 1 —
Poland - 24 - 13 - 26 - 15
Soviet Union - 35 - 36 - 35 - 22

Source: Jovedelmek a hdboru utdni Eurdpdban (Incomes in 
post-war Europe), calculated on the basis of data on p. 79.

lower than in industry (cf. Table 11). This - or at least its 
extent - is also related to the fact that infrastructural devel
opment in the socialist countries is lagging behind the general 
development. The reduction and then the elimination of this 
lag is all the more important since these sectors are such 
which have an ever increasing role in the development of the 
living standard, of the "quality" of life as well as in social- 
economic progress as a whole. (The long-range "spill over" ef
fect of public health care and education on the whole society 
does not need any special proof.)
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REGIONAL (GEOGRAPHICAL) WAGE DIFFERENTIALS

Within the individual countries, wages are also different 
by regions, geographical areas. This especially holds true of 
countries of huge areas, but can also be found in smaller ones. 
There are very big regional wage differentials - from among the 
industrially advanced capitalist countries - in the Federal 
Republic of Germany, France, Great Britain and the United 
States. In the latter one, the biggest difference in average 
wages among geographical regions is over 20 per cent with

1 9 regard to men, and over 30 per cent with regard to women.
From among the socialist countries, there are significant re
gional wage differentials in the Soviet Union but they also ex
ist in Hungary, for example.

No factor of the wage ratios is independent of the others. 
Concerning the wage differentials among the branches it has 
been stated that it is primarily qualification and the physical 
hardness of work, as well as the sex and age composition of 
workers, the size of the company and the geographical location 
of the branches that have a role. The regional wage differen
tials are, in turn, influenced to a great extent by the struc
ture of the economy in the given geographical regions. Namely, 
in those regions where the economy is dominated by sectors/ 
branches with low wages (agriculture, and within industry, the 
light or food industry, etc.), the average wage level is lower 
than in regions where sectors/branches with higher wages are 
the majority. Naturally, through this structure, all those fac
tors - qualification, physical hardness, the sex and age com
position of the labour force,etc. - which mould wage differen
tials among the individual sectors or branches also have an in
fluence on the regional wage differentials. In addition, spe
cial geographical factors, such as climate and other natural 
conditions, are also manifested in the regional wage differen
tials.

Approaching it from another aspect, the factors influenc
ing the regional - geographical - wage differentials can be 
divided into two groups. One group includes those factors which 
have an influence on the costs of the reproduction of labour 
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power, and the other includes those which determine the local 
conditions of the demand and supply of labour. As regards the 
first group, all the factors that have an influence on the 
costs of the reproduction of labour power, such as the differ
ences in the costs of food, clothing, as well as of acquiring 
and maintaining a flat, have an effect on regional wage differ
entials. In the frigid zone, the costs of food, clothing, heat
ing, etc. are bigger, and hence, wages there should also be 
higher than in places where no such extra costs are involved. 
(It is partly this that accounts for the higher wages in the 
cold northern regions of the Soviet Union.) Naturally, the 
costs of the reproduction of labour power also depend on the 
consumer prices and their regional differences: where the 
consumer price level is higher, wages should obviously also be 
higher. However, the wage differentials formed in this way are 
only nominal differences and do not mean differences in the 
real wages, i.e. in the purchasing power of wages.

The local conditions of the demand and supply of labour 
are determined, on the one hand, by the density and number of 
the population as well as by the number and composition of the 
available labour force, and on the other, by the degree of in
dustrialization as well as the given industrial structure. In 
the industrially advanced and medially developed countries, 
wages are the highest in the most densely populated areas, and 
within these, in the cities. This is primarily due to the fact 
that the costs of living are higher in the cities than in the 
less populated parts of the country or in the villages. (In the 
villages, even the working-class families grow a part of the 
food they need, flats are cheaper, etc.) In addition, workers 
in the cities are generally more educated, the number of skilled 
workers is higher among them and they are usually also more or
ganized. In the cities there are more big companies, which pay 
higher wages, than in the country. Furthermore, due to a higher 
degree of industrialization, in the more densely populated 
areas, in the cities there are usually more working opportu
nities and consequently there is a greater demand for labour. 
In smaller towns and villages, the supply of labour is often 
bigger than the demand, that is, there is often an excess of
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labour either in an open or in a hidden form. It occurs in the 
underdeveloped countries that the great density of the popula
tion is not accompanied by a higher degree of industrialization 
and a higher demand for labour, and as a result, there is a 
great excess of labour even in the densely populated areas. 
Under these conditions, wages are not higher in these densely 
populated areas either than elsewhere.

The relations between the demand and supply of labour are 
also influenced by the natural conditions and by the cultural 
level. The regions which are in a disadvantageous position in 
this respect generally struggle with a shortage of labour, and 
they have to offer additional financial stimulation to attract 
the labour force there.

Similarly to the wage differentials due to qualification 
as well as those among sectors or branches, the regional wage 
differentials also show a decreasing tendency. In the United 
States, in the years of depression following the world economic 
crisis between 1929 and 1933, wage differentials between the 
northern and southern parts of the country even increased some
what, but since the subsequent years of higher employment, they 
have been decreasing - true, with interruptions, and to a dif- 

' ferent degree in the various industrial branches. The superior
ity of wages in the western parts of the United States has also 
decreased. However, the order according to the volume of wages 
has remained unchanged among the four major geographical parts 
of the country; namely, wages continue to be the highest in the 

20West, and the lowest in the South. Regional wage differenti
als have also decreased - among others - in the Federal Repub
lic of Germany, Great Britain and. Italy. In France - taking 
into consideration 16 trades -, wage differentials between 
Paris and the countryside rapidly decreased from 72 to 22 per 
cent in the period between 1938 and 1952. Regional wage differ
entials show a decreasing tendency also in the socialist coun
tries, among them in Hungary, too.

In the early phase of capitalism, due to the remnants of 
feudal bonds as well as to the backwardness of transport and 
communication, regional mobility of the labour force was very 
little. Employees were secluded from the markets farther away 
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and were unable - at least on a mass scale - to approach them 
or to learn about their conditions. Employers were often in a 
monopolistic position in determining the wages. Under such con
ditions regional wage differentials were necessarily big. Later, 
the conditions of a free flow of the labour force were created. 
Simultaneously, market conditions also became much easier for 
the employees to survey. The development of the means of the 
mass media (press, radio, television, etc.) has assisted work
ers to obtain very fast information about the working possibil
ities and conditions even in the most remote corner of the coun
try. And the rapid development of the means of transport has 
enabled them to easily reach such territories which had former
ly been regarded as distant. The dissolution of the territorial 
isolation of the labour markets has also been promoted - in 
different ways: through labour exchange, career guidance, 
etc. - by the state's labour force policy. This applies to an 
even greater extent to the information and organizing activ
ities of the trade unions. All this has resulted in an integra
tion of the formerly isolated regional labour markets, and on 
this ground in a decrease of the regional wage differentials.

THE ROLE OF THE COMPANY SIZE

In the industrially advanced capitalist countries, the 
size of the company is a significant factor determining wages: 
namely, wages are essentially higher at big companies than at 
small or medium size ones. This difference is on an average 10 
to 15 per cent in the European capitalist countries, but there 
are countries where it is as high as 30 per cent. For example, 
in the Federal Republic of Germany, male industrial workers 
earned 34 per cent more at companies having 1,000 or more em
ployees than at companies with less than 10 workers. Un
skilled or semi-skilled workers of big companies earn as much 
as or even more than skilled workers at small companies. In the 
United States, wages at small companies employing 4 to 9 work
ers amount only to two thirds of the wages at big companies. 
Wage differentials due to company size are strikingly big in
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Japan, where wages at companies employing 20 to 49 workers are 
only half of the wages at big companies, and the corresponding 
figure for wages at companies employing 4 to 9 workers is one 
third.

Higher wages at big companies are explained - among 
others - by the following.

a. Big companies are usually located in geographical re
gions where the costs of living are higher and there are more 
job opportunities than elsewhere, and therefore the regional 
wages are higher.

b. Workers at big companies are more organized and can 
gain higher wages for themselves. This is also connected with 
the fact that due to the higher organic composition of capital 
at big companies, work stoppages there can cause especially 
serious losses. At the same time, the ratio of wages within 
total costs is smaller, and therefore wage increases have a 
lesser effect on economic results.

c. With their specific technologies and the corresponding 
forms of work organization (mass production, broken down work
ing steps, pace of work dictated by the machines, etc.), big 
companies generally require more intensive work from their 
workers and, at the same time, ensure less experiences of pro
fessional success and satisfaction than the small and medium 
size companies do. In the latter ones, work is independent, 
maybe multifarious, allows more individual initiatives, and the 
relationship between workers and managers is more direct and 
personal. (At the same time, working conditions are usually 
worse.)

As these factors are lasting ones, and workers - due to 
the limited number of work places there - have only limited 
possibilities to find employment at big companies, the wage dif
ferentials existing between the big and the smaller companies 
survive. Their decrease - at least in our days - can nowhere be 
found.

I have failed to get a - numerically verified - comprehens
ive picture of wage differentials between big companies, on the 
one hand, and small and medium-size companies, on the other, 
in the socialist countries. However, it is beyond doubt that 
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such differences also exist in these countries, but in the op
posite direction. Until recently, in Hungary, for example, 
smaller companies (mainly industrial co-operatives) paid higher 
wages than the big ones. This resulted, among others, from the 
fact that smaller companies - due to a freer calculation of 
their prices (a more favourable form of price) and their more 
flexible adaptation to the market demands - had more financial 
resources to do so. However, after the modification of some re
gulators, this has largely been stopped, so it was rather a 
temporary phenomenon. (The situation is different with private 
entrepreneurs and retailers. They continue to pay to their em
ployees higher wages than the state companies do, even if not 
always in an official form. So, the situation is just the op
posite here as in the capitalist countries.)

HIERARCHICAL WAGE DIFFERENTIALS 
(DUE TO EMPLOYMENT POSITION)

A significant factor of wage differentials is the employ
ment position, namely, the place occupied in the organizational 
hierarchy. Even if the level of gualification, the physical re
quirements, the branch, the geographical area, the company size, 
etc. are all identical, those who are in some sort of leading 
position usually have higher wages than the ordinary workers, 
and those in higher leading positions earn more than those who 
are in some lower position. This is primarily justified by the 
increased responsibility of leaders as well as their increased 
intellectual and nervous employment. Leaders usually have to 
work more and also more intensively than their staff, they have 
to educate themselves continuously and have to acquire special 
managerial knowledge, etc. In addition, the successful fulfil
ment of managerial tasks also requires special aptitudes and 
suitability.23 Furthermore, from time immeihorial, every leading 
post has been a confidential post, and for that reason alone, 

, 24employers have to pay more.
The amount of extra wages of leaders depends - besides 

some general interrelations - primarily on the existing values 
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and norms of the given society.25 In the capitalist countries, 
the hierarchical wage differentials are essentially higher, the 
wages of leaders surpass the average income of workers to a 
much greater degree than in the socialist countries. This espe
cially holds true of the earnings, the incomes of top managers. 
Naturally, there is no possibility of an accurate comparison 
here, the less so because the earnings of top managers are 
usually not made public by the capitalist enterprises.

The measure of hierarchical wage differentials can be ap
proached in two ways. On the one hand, "from outside", on the 
basis of extremes, that is, whether, for example, the differ
ence between the wages of the company manager and those of the 
lowest paid worker is adequate. On the other hand, "from in
side", that is, on the basis of whether the wage differentials 
between the individual stages of the hierarchy (foremen, heads 
of sections, heads of departments, etc.) are adequate.

As regards the first question, the wages (salaries) of top 
company managers in Hungary were about three times as high as 
the average wages of workers in 1971 and about five times as 
high as those of the lowest paid workers. This difference shows 
a decreasing tendency, although it was not at all to be con
sidered as excessive (Table 12).

According to several studies, in Hungary it is the employ
ment position - i.e. the place occupied in the organizational 
hierarchy - which has the greatest weight among the factors 
having an influence on wages. A main Hungarian form of granting 
a wage increase is promotion to a leading post. (This must be 
traced back to the fact that it is easier to promote somebody 
to a higher post than to differentiate the wages of those who 
have the same employment position. In this latter case, it is 
the individuals who have to be qualified, whereas in the pre
vious one, only the employment position has to be.) This has 
serious negative consequences: it results in an overgrowth of 
leading posts, in an undesirable increase in the number of the 
hierarchical levels, and as a consequence, in an overcomplica
tion of the whole company or office organization. At the same 
time, it also leads to granting leading posts to people who 
are less suitable for such positions and could work more use-
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fully if they were not leaders. True, the regulators make it 
possible to give extra wages to experts with an outstanding 
performance, so that their wages could even be higher than 
those of their bosses; this is especially important in the case 
of independent creative work. However, this possibility is only 
very rarely utilized by the companies, i.e., the order of classi
fication according to employment position is left intact even 2 g
if somebody has an outstanding performance. According to my 
experience, this is also due to the fact that the companies can 
hardly utilize outstanding abilities outside the leading posts. 
Another factor against the above-mentioned excessively "hier
archical" view is that those who work at higher levels in the 
hierarchy often have only higher ideal responsibility, but in 
fact, they often take the actual consequences of their decisions 
and activities to a smaller extent than those wno work at a 
lower level and whose responsibility is much more concrete and 
less obscure.

Hierarchical wage differentials show a decreasing tendency 
on a world scale. This is primarily due to the fact that the 
differences in responsibility among the individual levels of 
employment position tend to diminish. With an increase in the 
level of technical equipment, instruments of an ever increasing 
value are entrusted to the workers, and in modern production, 
the carelessness of a simple mechanic can also cause serious 
damages. At the same time - with an increase in the general 
level of education - more and more people become suitable for 
performing work which involves greater responsibility. The in
creased weight of the physical hardness of work and of working 
conditions in wage differentials partly also has an effect in 
the direction of decreasing hierarchical wage differentials. 
Furthermore, in the past, a master craftsman undoubtedly knew 
more than a journeyman, and a journeyman knew more than an ap
prentice. A journeyman - at least in principle could not know 
anything what his master did not know, and the same applied to 
the relationship between an apprentice and a journeyman. Now
adays, these relations are much more complicated. Staff members 
often have special knowledge and information. It happens ever 
__ . . _ „ ioe<= necessary - that in theirmore often - and this is more or less neces»a y 
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special field of work staff members have more extensive knowl
edge than their superiors. This also promotes the decreasing 
tendency of hierarchical wage differentials.

Wages of experts who do not hold leading posts are often 
not satisfactory; as they are, they are not in proportion to 
the responsibility involved in these people's work and they 
limit the requirements that could be claimed from these experts. 
For example, in the Hungarian building and building material 
industries in the mid-1970s, the incomes of technical and econ 
omic experts performing substantial work (including premiums, 
bonuses and profit shares) amounted on average only to 50 to 55 
per cent of the incomes of medium level leaders. In all proba
bility, this also contributes to the present situation in the 
building industry, namely, that there is a considerable short
age of good designers while at the same time there is an 
"abundance" of leaders.

WAGE DIFFERENTIALS BY SEX AND AGE

The factors of wage differentials discussed so far are 
connected partly with the nature and requirements of the work
ing task (qualification, physical hardness), and partly with 
the location of work in a wider sense of the word (branch, 
geographical area, company size, place in the institutional 
hierarchy). The factors to be discussed below are connected 
with the person who performs the work. In addition to wage dif
ferentials by sex and age, the wage differentials according to 
origin or nationality also belong here, but these latter ones 
are not covered in the present paper.

WAGE DIFFERENTIALS BI SEX

The average wages of women are considerably lower than 
those of men in both the capitalist and the socialist countries. 
The difference is about 40 per cent in Canada, Great Britain 
and the United States and about 30 per cent in Austria, Bel
gium, the Federal Republic of Germany, France and Holland. In
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Japan, the wages of women amount to about half of those of men. 
In Hungary, the difference is around 30 per cent, and the situa
tion is similar in the other socialist countries, although law 
prohibits any discrimination against women's work in wage de
termination .

When women's work appeared historically, the wages paid 
for it had only a supplementary role in covering the reproduc
tion costs of families, and until recently, the female labour 
force reserves were much bigger than those of the male labour 
force. The effects of these factors still manifest themselves.

The differences in wages between men and women are partly 
due to the fact that women are not suitable for physically 
especially strenuous work (i.e. which requires great muscular 
strength), their professional qualification is usually lower 
than that of men, they are absent from work for a shorter or 
longer period of time because of childbirth and baby-care and 
thus their professional career is broken. And later - due to 
their much bigger share of the burdens of housekeeping and fam
ily care - they can concentrate their energy less on their 
tasks at the working place. As it can be seen, these factors 
are not simply of a biological origin. They are largely con
nected with the historically and socially developed role of 
women in the division of labour within the family, and this can 
only partly be justified by biological characteristics. (The 
difference in the wages between men and women grows by the age. 
At the beginning of the career it is smaller and then - due to 
the reasons discussed above - it increases more and more. This 
especially holds true of those intellectual professions which 
require outstandingly high qualification and continuous further 
training.)

In addition, the lower wages of women can also be traced 
back to conscious or unconscious discrimination existing in 
People's views and approaches. Its most obvious and rudest 
form is when women are paid lower wages than men for the same 
work. The serious human and social injustice involved in this 
issue has been relentlessly revealed even by the economist John 
Stuart Mill - who otherwise cannot be considered as particu
larly progressive. "When the efficiency is equal, but the pay 
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unequal, the only explanation that can be given is custom; 
grounded either in prejudice or in the present constitution of 
society which, making almost every woman, socially speaking, an 
appendage of some man, enables men to take systematically the 
lion's share of whatever belongs to both."

In the socialist countries this rudest form of discrimina
tion is already very rare. However, the lower wage level of 
typically female jobs, namely of industrial branches which 
mainly employ women, is still typical. (We have in mind here, 
for example, the textile industry, the ready-made clothes in
dustry and the shop-assistants.) The typically female jobs are 
generally considered to be "easy" per se, however burdensome it 
is to perform them in reality.There is a rather close rela
tionship between the order of industrial branches according to 
average wages and the ratio of female employees (Table 13).

Table 13. The ratio of female employees and the average wages 
in the individual branches of the state industry on December 
31, 1973

Industrial branch
Ratio of 
women 

(per cent)

Monthly 
average 

wages (Ft)

Mining 8.4 3,530
Electric energy industry 18.1 2,473
Metallurgy 21 .6 2,694
Machine industry 36.2 2,394
Building material industry 39.2 2,390
Chemical industry 41 .1 2,390
Food industry 49.8 2,306
Other branches 54.6 2,205
Light industry 67.9 2,144

Average 42.2 2,458

Source: Statisztikai dvkbnyv (Statistical Yearbook), 1974.
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It can be seen that in the industrial branches where the 
ratio of women is higher than average, the average wages are 
lower than the all-industrial average, and that the average 
wages are the highest in those branches where the ratio of 
women is the lowest. The correlation calculation resulted in 

29r = 0.8769 in the negative direction. Miss Riesz has also ob
served that for similar work women get higher wages in the 
branches which mainly employ men than in the so-called "female" 
branches, and vice versa, in the typically "female" branches, 
men also earn less than in other branches. Parallel with the 
"feminizing" of a profession, its relative income level usually 
decreases.

A similarly deeply rooted form of discrimination is the 
more limited possibility of professional advance even for those 
women who have adequate knowledge and experience. Naturally, 
this is primarily not a question of wages, but its consequences 
are also significant in this respect. In Hungary, the wages of 
university graduated women amount to only 72 per cent of those 
of men with similar qualification, and another interesting 
datum, in the category of the highest paid top level leaders , 
the number of men is 16 times higher than that of women. It is 
also telling that among employees working in a piece rate sys
tem, the wage differentials between men and women are much 
lower than in the case when wages are determined on the basis 
of classification into personal wage categories. On the whole, 
in 1982 the average wages of women were 69.8 per cent of those 
of men. The difference within the same age-group and same pro
fession (which also means the same level of qualification) was 
6-18 per cent.

The differences (also on a percentage basis) between the 
wages of men and women show a decreasing tendency all over the 
world. This wage differential which is 30 to 40 per cent in the 
industrially advanced capitalist countries today was around 50 
Per cent in the late last century. This decreasing tendency can 
also be demonstrated in the period after the Second World War; 
in this period, however, it was not uninterrupted, but followed 
the ups and downs in economic progress. During the period of a 
shortage of labour, when the available male labour force cannot 
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meet the demands, the wages of women usually grow at a faster 
rate than those of men, whereas in the case of an oversupply of 
labour, the decrease of these differences becomes interrupted.

This decrease in discrimination is the result of the so
cial struggle waged against it, which has become especially in
tense in our age, while its economic basis is created by an in
crease in the ratio of women with professional qualification as 
well as by an increase in the demand for labour; and it is also 
due to the fact that the various types of work requiring dif
ferent physical effort are approaching each other. (Nowadays, 
women can carry out many such activities which earlier - i.e. 
before their mechanization - they were unable to, due to their 
physical hardness.)

The lagging of women's wages behind those of men is not 
simply a question of waging, but is a much more complicated so
cial and economic problem. Its solution requires much more 
social, economic and, at the same time, family efforts.

WAGE DIFFERENTIALS BY AGE AND SENIORITY

Wages usually differ also by the age and seniority of 
workers, that is, these are also wage-determining factors. 
These wage differentials have a double function: they remuner
ate, on the one hand, the working experience gained in practice, 
and on the other, the loyalty to the company. Out of these two 
functions, the first one is the more important. In most jobs it 
is the practical and professional experience which determines 
whether a worker can perform his task only on a narrower or on a 
wider scale - within the framework of his qualification. Sev
eral activities and functions can only be performed success
fully on the basis of longer experience. Age and seniority can 
only very inaccurately represent experience, in the same way as 
the years of training can qualification.

Seniority is primarily used as a measure of practical ex
perience contributing to an increase in productivity or in work 
performance where individual performance cannot be measured un
ambiguously. Hence, it is a widespread measure in the case of 
the remuneration of office work and of especially complicated 

92



work; however, its application is not limited to such cases 
only. In several capitalist countries (France, Japan, the 
United States, etc.), age and seniority determine promotion 
within the company to a considerable extent, and this even ap
plies to manual workers (also semi-skilled workers included). 
Senior workers become foremen, work group leaders and super
visors, who naturally receive higher wages. This is also re
lated to the fact that under modern conditions the production 
process is organized at the group or company level, and thus 
the performance of an individual worker cannot be separated 
from that of others, and as a result, the differences in abili
ties are less apparent in an exact way, which means that this 
does not provide an adequate basis for choosing whom to promote. 
As the individual work performances cannot be measured object
ively, the trade unions - as representatives of certain efforts 
to achieve levelling - also support promotion and wage in
creases on the basis of seniority. (However, the differences 
between countries and companies are again great in this respect. 
There are places where, even without promotion, workers receive 
continuously higher wages due to seniority, whereas at other 
places, seniority has only a minimum role or no role at all in 
wage differentials.)

On a world scale, experience shows that while the wages of 
higher qualified people - and especially of those holding lead
ing posts - increase regularly and significantly by the age, 
this increase is much smaller in the case of the wages of manual 
workers. They reach the upper wage limit relatively soon.

In Hungary, the wages of those under 20 amount to 66 per 
cent of the average, whereas the corresponding figure is 86 
Per cent at the age of 20 to 24, and 100 per cent at the age 
of 27 to 28. After that, up to the age of 60, the wage level is 
higher than the average, and then it again declines below the 
average. Within that, manual workers reach the average wages of 
their own group already at the age of 22 to 25, whereas intel- 
lectual workers only about 10 years later. At the same time, in 
the case of the majority of manual workers, a decrease in wages 
starts already at the age of 50 - due to a decrease in perform
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ance whereas no such decrease occurs in the case of intel
lectual workers, not even at an older age.

According to the literature, in Western Europe, the wage 
curve of manual workers reaches it peak at an average of 35 
years. After that, their wages - at least in relative terms - 
decrease as a result of a decrease in their physical produc
tivity .

In Hungary, the system of age-bonuses - i.e. wages auto
matically increasing with seniority - exists only in certain 
intellectual professions (teachers, scientific researchers, 
etc.). There are views that the same system should be extended 
to cover manual workers as well, and in the first place to 
those who perform physically hard work. Namely, in everyday 
practice in Hungary, the problem that their productivity begins 
to decrease well before retirement age is bridged by establish
ing the basic wages of older workers - within the limits of 
their category - at the highest possible level. As a result, 
older workers receive considerably higher wages than the 
younger ones for the very same work, and the latter ones make a 
grievance of this. Therefore, - at least in these areas - it 
does seem to be sensible to separate measurable productivity 
and seniority in waging.30 Furthermore, skilled workers with 
decades of experience often possess such mental capital which 
- even if it does not manifest itself in their everyday produc
tivity - represents a great value for the company.

In certain - mainly capitalist - countries it is rather 
only the years spent at the company that are taken into con
sideration when wage increases are given due to seniority. 
Under socialist conditions - where in the final analysis nearly 
the whole economy could almost be considered the same "company" 
until recently - this does not seem to be expedient. Loyalty 
to a given company has to be stimulated by special allowances 
granted to long-staying members, whereas the part of wages 
automatically increasing with seniority has a different func
tion.
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DEVELOPMENT TENDENCIES OF WAGE RATIOS

THE DECREASING TENDENCY OF WAGE DIFFERENTIALS

We have examined the first group of factors influencing 
the wage ratios, namely, the factors of the so-called "quali
tative" wage differentials, which basically determine the 
volume and centre of wages of the different working categories 
compared to each other. We have seen that the wage differentials 
by qualification, sectors and branches, regions, hierarchy and 
sex are all decreasing, whereas no definite tendency can be 
established concerning the development of wage differentials 
due to company size and age. It is only the wage differentials 
due to the physical hardness of labour and to the working con
ditions that show a unanimous and dynamic increase. However, as 
it was pointed out, it does not necessarily lead towards a gen
eral increase in wage differentials; on the contrary, it most 
often has actually just the opposite effect. In the final analy
sis, considering either the relationship between the highest 
and the lowest wages or the different indexes of the dispersion 
of wages or the indicators of inequalities, the wage structure 
as a whole is characterized by a tendency of levelling on a 
world scale. In the long run, the relative percentual wage dif- 

31 ferentials show a decrease in every country.
Besides the already discussed development of the role of 

the individual factors, there are also other circumstances con
tributing to the tendency of levelling. One is, for example, 
that due to the changes in the structure of the economy and in 
that of employment, there is a decrease in the ratio of un
skilled workers (i.e. of those belonging to the lowest wage 
category) and also in that of agricultural employees who, too, 
receive lower than average wages. The levelling tendency is 
also strengthened by the increasing influence of those social 
and political forces which try to exert an effect in the direc
tion of reducing the differences in incomes of the various 
strata. And as it was discussed above, it is also promoted by 
the fact that the price level increases at a greater pace than 
before. Experience shows that at the place where and at the 
time when prices increase dynamically, the levelling tendencies 
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of the wage structure are also strong. Understandably, it is 
always the most urging in the lower wage categories to compen
sate for the increase in consumer prices.

The levelling of wage differentials is a tendency which is 
realized only in the long run, through several interruptions. 
If we take only shorter periods, wage differentials often even 
increase (for example, the income differentials grew in the 
United States and the Federal Republic of Germany in the 1950s). 
It is supported by both theoretical considerations and practi
cal experiences that the wage structure is characterized by a 
levelling at the time of an increase in the rate of employment, 
and by differentiation at the time of a decrease in that rate 
(especially during depression).

The progress of levelling is slowed down by the effect of 
significant forces and interests in the direction of maintain
ing the already established wage structure. In this respect, 
the trade unions have a double attitude. As participants in the 
general struggle for social and economic equality, they safe
guard the interests of the lowest paid strata to a greater ex
tent and try to gain for them a higher than average rate of 
wage increase. However, as bodies representing the interests of 
individual groups and strata, the unions seek at least to sta
bilize the relative position of those represented by them, and 
are opposed not only to an absolute but also to a relative de
terioration in that position. In the West European capitalist 
countries, the levelling of wages is nowadays also slowed down 
by the mass employment of low paid "guest workers".

According to the available data, the decrease in wage dif
ferentials takes place at a faster rate in the socialist coun
tries than in the capitalist ones, and it can be traced from 
one decade to the next. In the Soviet Union as well as in other 
socialist countries, first the lowest wages increased at the 
fastest rate, and then the medium level wages. The distance be
tween the minimum and maximum, as well as the minimum and me
dium wages has been decreasing. In Romania, for example, the 
wages of those in the highest income category were 20 times as 
high as the wages of those in the lowest income category in
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1950, whereas the corresponding figure was 10 in 1965, 7 in 
1970 and only 6 in the mid-1970s.

In Hungary, immediately after the Second World War, when 
there were not enough material means to satisfy even the most 
basic demands of the masses, income differentials necessarily 
shrank to a very great extent; soon afterwards, however, paral
lel with the consolidation of the economy, they started to 
grow again. Since the 1950s they have been more or less continu
ously showing a decreasing tendency. The approach has been 
especially fast in the decade covering the period between the 
mid-1960s and the mid-1970s. In 1967, the wages of the best 
paid 10 per cent workers and employees were on average 455 per 
cent of the wages of the worst paid 10 per cent workers and 
employees. The same ratio was 396 per cent in 1970, and 257 per 
cent in 1974. This trend continued to prevail in the second 
half of the 1970s, too. (This is to be meant without taking 
into consideration the uncontrolled, unofficial incomes. If the 
latter ones were *also considered - which is presently impossi
ble to do -, the picture would be different.)

INCOME RATIOS IN COUNTRIES WITH DIFFERENT SOCIAL SYSTEMS

The comparison of income ratios between countries involves 
many difficulties and can only be realized to a limited extent. 
The nomenclature of qualification levels, professions and jobs, 
the content of the individual categories, the extent of taxes 
on wages, etc. are all differing from country to country, and 
in certain cases, the only data available are the income of 
workers and employees, which also contain certain social al
lowances. For my part I can only confine myself to a very sim
plified comparison of wage ratios in the capitalist and the 
socialist countries, and to outlining a few basic character
istics.

If only the wage ratios of manual (industrial) workers are 
examined, the differentiation of wages is not smaller in the 
socialist than in the capitalist countries. In the case of this 
stratum, the situation is only influenced by the differing ex
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tent of the shortage or abundance of certain groups of workers 
in the given country and by the national characteristics, but 
not by the difference in the social system. For example, ac
cording to official data, the ratios between the wages of the 
lowest and the highest paid industrial workers, or between 
those of the unskilled, the semi-skilled and the skilled work 
ers are very close to each other in the Soviet Union and the 
United States, whereas in the Federal Republic of Germany, this 
distance is smaller than in several socialist countries, in
cluding the Soviet Union (Table 14).

Table 14. The ratio of the wages of industrial workers by 
groups of qualification in the Soviet Union and the Federal 
Republic of Germany

Unskilled 
workers

Semi-skilled 
workers

Skilled 
workers

Soviet Union 100 128 160
FRG 100 117 137

Source: Data on the Soviet Union from BecTHtiK mTaTMCTUKH, 
1970, No. 10; 1977, No. 1. Data on the FRG: Statistisches Jahr 
buch filr die Bundesrepublik Deutschland, 19/0, p. 458.

In Hungary in 1980, semi-skilled workers earned on average 
119 per cent while skilled workers 145 per cent of the wages of 
unskilled workers.

The situation becomes different if we study the wage 
ratios of not only the workers, but of all those living on 
wages and salaries, i.e. both workers and employees together. 
Whereas in Hungary in 1968, the wages and salaries of 90 per 
cent of the workers and employees were between 1,000 and 4,000 
forints, i.e. the distance was fourfold, in France, they were 
between 3,000 and 20,000 francs, i.e. the distance was over 
sixfold. In the Federal Republic of Germany in the mid-1970s, - - 
the ratio of the lowest and the highest wages was 1 to 20, 
while in Hungary, as it was already mentioned above, it was 1 
to 7-8.
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This greater dispersion of wage and salary ratios in the 
capitalist countries is basically due to the fact that the rel
ative wages (salaries) of highly qualified specialists and of 
those in leading posts are significantly higher there than in 
Hungary and in the other socialist countries. For example, in 
France in 1974, engineers in the region of Paris received on 
average 5.8 times more salaries than the minimum wages, and in 
the countryside 5.5 times more. The ratios are more or less si
milar in other West European countries as well. The correspond
ing Hungarian figure in 1974 was approximately 2.

Naturally, the wage or salary ratios are not identical 
with the real distribution of personal incomes. To assess the 
latter ones, also the social allowances outside the wages and 
the price ratios of the consumer goods have to be taken into 
account. The first factor - social allowances - does not re
quire any special explanation. Concerning the second one - the 
price ratios -, let me only say that where the prices of goods 
satisfying basic needs and consumed in great amounts by the low 
paid strata are artifically kept low, there the relative condi
tions of these strata are obviously better than where the nom
inal wage ratios are the same but the price policy and the 
price ratios disregard social considerations. If we take these 
circumstances also into consideration, it becomes even more 
apparent that distribution in the socialist countries is more 
equal.

THE WEIGHT OF THE DIFFERENT WAGE DETERMINING 
FACTORS IN THE HUNGARIAN WAGE STRUCTURE

In 1967, the Hungarian Central Statistical Office conduct
ed a detailed survey of the wages of the Hungarian population, 
covering 16,000 households, and within this framework, it ex
amined the role of the different factors in the dispersion of 
wages.

The final results of the survey are summarized in 
Table 15.
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Table 15. The percentual role of some factors in the dispersion 
of wages in 1967
Character 
of work

Industrial 
branch

Qualifica
tions

Age 
group

Sex of 
worker

22.4 1 .0 10.0 8.9 17.7

On evaluating the results, it has to be taken into con
sideration that the factors examined are not independent of 
each other, but they together - either strengthening or weaken
ing each other's effect - cause the wages to disperse, and 
therefore their separation is artificial to a certain extent 
and is only of an approximate validity.

We can see that the role of the national economic branch 
in wage differentials can be neglected. (The sectors/branches 
taken into consideration were industry, the building industry, 
agriculture, trade, services and public utilities.) At the same 
time, the age and sex - and especially the sex - of workers 
are factors which can cause significant differences in wages. 
There is also a significant relation between qualifications and 
wages. The wages of those having university qualification were 
51.1 per cent higher than the national average, and the cor
responding figure for those having a secondary school certifi
cate is 9.3 per cent. However, this relation is not as close as 
one might think on the basis of these figures. Namely, in the 
group which includes those in leading posts and intellectuals, 
the salaries of those without higher level qualification were 
4.8 per cent higher than of those with university graduation. 
And in the group of manual workers,there was actually an inverse 
relation between the volume of wages and the level of education. 
Skilled workers with secondary school qualification earned only 
94 per cent and those with 8 to 11 classes of education receiv
ed only 91.3 per cent of the wages of those with less than 8 
classes of schooling. The situation was similar with the un
skilled and semi-skilled workers, too. This phenomenon can pri
marily be explained by the fact that workers belonging to the 
older age group, having greater professional experience and 
therefore relatively higher wages, usually have a lower educa
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tional level than the younger workers. Actually, similar fac
tors play a role in the case of those in leading posts and of 
intellectuals, with the additional factor that in their case, 
older age and the related greater experience are often accom
panied by higher positions as well.

Of all the factors examined, the "character of work" has 
the greatest weight. This contains the most important character
istics of employment (intellectual or physical work, subordi
nate or leading post, the level of qualification, etc.). Be
sides qualification, the character of work primarily expresses 
the place occupied in the hierarchy of management.

Several surveys also demonstrate that from among the fac
tors which determine the wage differentials, the place occupied 
in the hierarchy of management has an outstanding role in Hun
gary. Higher qualification is usually only appreciated finan
cially in an adequate way if it is accompanied by some leading 
post. The Hungarian system of stimulation (taking only official 
wages into consideration) is characterized by a rather hier
archical approach. This is true despite the fact that the 
present financial stimulation is inadequate in the case of cer
tain leading posts (e.g. that of foremen).

Before the Second World War wage differentials were very 
big in Hungary, especially the differences between the wages of 
intellectuals and physical workers, as well as between those of 
qualified and unskilled workers. (The question of those in lead
ing posts in now disregarded.) The salaries of technical em
ployees were 3 times higher and of office employees 2.4 times 
higher than the average wages of workers, and the skilled work
ers received about 3 times higher wages than the unskilled 
ones. These differences necessarily had to be reduced. However, 
the extent of levelling has gradually become greater than de
sirable in many respects. A major reason behind this was a con
siderable shortage of labour, primarily in those jobs which 
were simpler than the average and which were physically hard. 
In order to satisfy the burning labour demand at least by and 
large, the wages in these jobs had to be increased at a rate 
faster than average. The strong enforcement of the socio- 
Political consideration, also firmly supported by the masses, 
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that primarily the financial situation of the lowest paid 
strata should be improved, also had an effect in this direction. 
After the early 1960s, it became a central goal to increase the 
over-reduced wage differentials in order to enhance financial 
stimulation, but due to the reasons discussed above, that goal 

, . j 35 has not been realized.
Those wage differentials which result exclusively from 

higher posts need not be increased - with the exception of cer
tain strata (e.g. foremen). However, the wage differences be
tween lower and higher qualified workers should be increased in 
several areas. Furthermore, it seems to be necessary to in
crease the over-reduced wage differentials also when greater 
performance or higher level work in a given job is to be remuner
ated.

NOTES TO CHAPTER 2

1 Numerical relationships between the costs of training, the 
level of training and the wage differentials have been 
studied by several authors both in the West and it the so 
cialist countries. For example, according to the calcula
tions of the Soviet economist Kunelsky on the basis of dif
ferences between the training costs, the modelled distance 
between the wages of the unskilled workers and those of the 
skilled workers active in the Soviet machine industry in the 
1960s was not much different from the real distance [see 
(Kunelsky, P.E.) KyHenbCKHii,n.3. :3apnnaTa, noxonbi,CTHMyjiHpo- 
saHHe (Wages, incomes and stimulation),3KOHOMMKa, MocKBa, 
1968, p. 84].

A similar result was achieved in Hungary by Jdnos Ko
vacs with regard to industrial workers. However, in the case 
of those having medium and high level qualification, the 
real values differ considerably from the modelled numbers 
[see, J6nos Kovdcs: Szakkipzis is kiizgazdasdg (Professional 
training and the national economy), Kdzgazdasdgi 6s Jogi 
Kdnyvkiadd, Budapest, 1968, p. 134].2 In this respect, the differences in attitudes between the 
various social strata are rather great. With regard to fam
ilies in a better financial situation and on a higher cul
tural level, this is a less significant point. These famil
ies are often willing to send their children to school only 
to secure them a profession which is physically easier, in
tellectually more substantial, and which receives greater 
social respect. The situation is different with regard to 
families living under more difficult financial conditions 
and being less cultured. They - in an understandable way - 
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see hardly any sense of long years of further training, re
quiring great financial sacrifices from them, if that does 
not result in an improvement of their financial situation as 
well. Approaching it from this point of view, higher wages 
for qualified work also constitute a factor of the openness 
of society.
This is especially clear, for example, in the case of those 
who continue their studies while working; and although the 
financial burdens of these people due to further training is 
minimal, they are nevertheless justified in their claim for 
higher wages after completing their studies.
See Ober, H.: Occupational Wage Differentials 1907-1947, 
Monthly Labour Review, Vol. 67, 1968, p. 128.
See the International Labour Review, March 1956, p. 275.
See (Blyakhman, L.S.) BJiHXMaH,JI.C. snpoH3BojmTejn>HOCTB h 
onnara rpyna b nepnon pasBepHyroro CTpomenbCTBa KOMMyHHSMa 
(Productivity and wages in the course of the construction of 
communism) , JleHHsnaT, 1964 , p. 142.

8
9

On judging the differences in wages due to qualification, it 
is not enough to compare the annual or the monthly wages; it 
is the so-called "life income" (the total accumulated in
comes gained during the years in work) that has to be taken 
into account. Because of their longer studies, those with 
higher qualification become earners later than those with a 
lower educational level (the difference can be as high as 8 
to 10 years), and therefore, the difference between their 
life incomes is smaller than between their monthly or annual 
incomes. This, in turn, is partly compensated by the fact 
that intellectual workers (i.e. higher qualified persons) 
can usually practice their original profession longer, to an 
older age, than their lower qualified counterparts can.
Revue International du Travail, April 1975, p. 356.
Laymen would think that a comparison of wage ratios among 
countries does not encounter great difficulties, as there is 
no need for converting the purchasing power of the different 
currencies, and the ratios can directly be compared How
ever, in reality the situation is different. Due to differ
ences in grouping and in the system of concepts as well as 
in the content of the individual categories, the available 
data, which are insufficient anyway, can only be compared to 
a verv limited extent. The categories of unskilled , semi 
skilled" and "skilled workers" may have J^-ent in
one country than in another And it is even more so with 
regard to the designation of Mper“e various effects of the 
different factors°2re interwoven, namely, wage differentials 
due to qualification rarely appear in a pur^form.

tut ™y 
also be due to their leading post To filter this out 
- especially in the case of an international comparison is 
almost insolvable.
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See JovedeImek a haboru utani Eurdpdban (Incomes in post-war 
Europe), Central Statistical Office, 1968.
At the time when the quantitative goals were in the fore
front - viz. to produce great quantities of the same, or 
basically the same, goods -, there was actually no need 
either for a great number of engineers having a creative 
mind and producing always something new, or for economists 
with an undertaking and inventive spirit. "Business" could 
also be done on the basis of routine and experience, and 
mediocre experts could also do several of these jobs. Now
adays, the requirements are different, and this should also 
be expressed in the wages.
If there are several shifts, for example, it makes in itself 
the otherwise simple work difficult and exhausting. The same 
applies, above a certain limit, to work intensity and to the 
excessively monotonous activities, which may cause physical 
or psychic harm to the worker.
Newly established industrial branches are not necessarily 
the most dynamically developing ones. Furthermore, there are 
also old industrial branches for the products of which de
mand is dynamically increasing (e.g. the paper industry). In 
these branches wages are relatively high. Wages are general
ly the lowest in those branches which were established long 
ago and for the products of which demand increases only 
slowly or even stagnates; consequently, the same applies to 
their demand for labour (e.g., the silk industry and certain 
branches of the food industry).
See Dunlop, J.T. and Rothbaum, M.: International Comparison 
of Wage Structures, International Labour Review, Vol. 71 
(4), April 1975.
Lebergott, S.: Wage Structures, Review of Economics and 
Statistics, November 1947.
See International Labour Review, March 1956, p. 275.
See Poszmik, E.: A kereseti ardnyokat befolydsold tdnyezdk 
(Factors affecting wage ratios). Manuscript.
These differences are extremely big in the third world. In 
India, wages in agriculture are only about one third of 
those in industry, whereas in the industrially advanced ca
pitalist countries they are at l§ast a half, or two thirds.
See Social Trends, 1973, No. 4.
See Bloch, J.W.: Regional Wage Differentials 1907-1946, 
Monthly Labour Review, Vol. 66, April 1948; Hanna, F.A.: 
State Income Differentials 1919-1954, Durham, N.C. 1959.
Lampert, H.: Die Lohnstruktur der Industrie. Ein Beitrag zu 
einer Theorie der Lohnstruktur, West Berlin, 1963, p. 61. 
Responsibility is meant here as managerial responsibility. 
In fact, besides managerial responsibility, there are many 
other forms of responsibility (responsibility for the main
tenance of the equipment operated, for the quality of goods 
produced, in the case of technical employees, for the devel-
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opment of production and the products, etc.). All these have 
to be expressed in wages, also because increased responsi
bility always requires increased attention, care, intellec
tual and nervous efforts.
Individuals with special aptitudes or knowledge - if society 
needs them - are in a specific monopolistic position, which 
has to be recognized also financially. Every type of work 
requiring special or rare abilities (e.g., artistic talent, 
aptitude for scientific activities, managerial skills, etc.) 
has to be rewarded higher by society. This is necessary for 
encouraging those with such aptitudes to undertake special 
efforts in order to develop and realize their abilities to 
the maximum as well as to take 
efforts will bring results.
Already Adam Smith referred to 
ing in wage differences in his

the risk of whether their

confidence as a factor result- 
The Wealth of Nations. In
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this work, he in fact explained the wage differentials among 
the different trades (or the "inequalities arising from the 
nature of the employments" - as he called) with five fac
tors: "I. The agreeableness or disagreeableness of the em
ployments themselves; II. The easiness and cheapness, or the 
difficulty and expense of learning them; III. The constancy 
or inconstancy of employement in them; IV. The small or 
great trust which must be reposed in those who exercise them; 
and V. the probability or improbability of success in them." 
(In liberal professions, in artistic careers, etc., there is 
a much greater risk of whether the individual will succeed 
in the chosen profession.) Smith, A.: An Inquiry into the 
Nature and Causes of the Wealth of Nations, George Routledge 
and Son, Limited, London, 1898, p. 77.
It is interesting to note Gdbor R^vdszfs related concept, 
according to which the wage ratios among the hierarchically 
classifiable types of work - proceeding from the bottom to 
the top - are determined by the measure of dispersion of the 
wages of those who perform an identical type of work. In 
other words, the higher are the income differentials accord
ing to performance among those who perform the same type of 
work, the more dispersed the income ratios among the hier
archically classifiable types of work should be (Kozgazdasd- 

‘ ~ 1973, No. 9).gi Szemle, 
See Ferge, 
taxation),

Zs.s Keresetek, 
Valdsdg, No. 3,

jdvedelem, addzds (Wages, income, 
1978, p. 29.

Mill, J.St.: Principles of Political Economy, wzth some of 
their applications to social philosophy, Longmans, Green and 
Co., London, MDCCCLXV, p. 242.
In addition, in the typically female professions, the ratio 
of employees working in several shifts - even m nig 
shifts - is very high.
See Riesz, M.: A ndk foglalkoztatdsdnak n^hdny vondsa (Some 
features of the employment of women), Thesis, MS.
See Szeben F • Preferenciarendszerdnk n^hdny dilemmdja 
(Some dilemmas of our system of preferences), Munkaugyi.- 
kutatdsi Kdzlemdnyek, 1977, No. 1, p.
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Wage ratios can be defined numerically in many ways. The 
most simple approach is to take the distance between the 
lowest and the highest, the minimum and the maximum wages. 
However, that gives only a very rough picture, because it 
may happen that these extreme values are not at all charac
teristic of the masses as a whole, and only an insignificant 
number of the workers receive such wages. A more tinged pic
ture is gained through the examination of the distance be
tween the average wages of those belonging to different wage 
categories (e.g., lower, middle and upper brackets). Even 
more expressive are the percentage distribution of workers 
belonging to the different wage categories and the dispersion 
indexes as well as the inequality indicators calculated on 
this basis. It is also quite usual to compare the so-called 
"deciles", i.e. those 10 per cent who have the highest and 
those 10 per cent who have the lowest wages.

However, the distances between the wages can also be meas
ured in different ways. On the one hand, as a relative, percen- 
tual distance, in other words, as the quotient of wages, and 
on the other, as the absolute differenee between wages ex
pressed in money. Although the first is the more frequent 
way of measuring, the second also has its significance. 
Namely, what is important is not only that one worker earns 
how many times more than another, but also that how much 
more he earns, because this is what determines what he can 
buy for this additional part of his income. And furthermore, 
the decrease in the relative, percentual distance does not 
mean, at the same time, a decrease in the absolute wage dif
ferentials, which usually increase: one per cent of differ
ence in wages is equal to an ever bigger absolute sum, and 
not only nominally, but also in real value (i.e. calculated 
in purchasing power).
See Pongrdcz, L.: A kereseti ardnyok tdvlati fejlesztdse 
(The long-run development of income ratios), Kdzgazdasdgi ds 
Jogi Kdnyvkiadd, 1975.
See Marth, K.: Nettoreallohnorientierung der Gewerkschaften, 
Oder die Ldhne sind an allem schuld, Konjunkturpolitik, 
1975, No. 5, p. 319.
See Statisztikai Iddszaki Kozlemdnyek, Vol. 214: A keresetek 
szdrdddsa ds szerepe a munkds-alkalmazotti hdztartdsok jbve- 
delmdben (The dispersion and the role of wages in the house
hold incomes of workers and employees).
In theory, increase in wage differentials and a fast rate of 
increase of the wages of the lowest paid strata are not ne
cessarily contradictory to each other. In reality, however, 
there is rarely such an abundance of means available for the 
increase in material welfare that both goals could be re
alized simultaneously. And furthermore, the situation of the 
low paid strata can rarely be improved in a substantial way 
without improving their relative situation, i.e. compared to 
the other strata. Namely, whether a stratum feels its needs 
to be satisfied or not, and if yes, to what extent, always 
depends also on its relative position occupied in society, 
and the significance of this relative position seems even to 
increase with social and economic progress.
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CHAPTER 3

THE ROLE OF WAGES AND OF FACTORS OUTSIDE WAGES 
IN THE ALLOCATION OF THE LABOUR FORCE 
(COMPENSATORY WAGE DIFFERENTIALS)1

Compensatory wage differentials result from the fact that there 
is a discrepancy between the demand and supply of labour in 
respect of certain job types. If demand and supply always cor
responded fully to each other with regard to every group, then 
only qualitative wage differentials and wage differentials ac
cording to performance would exist. However, this is never the 
case. The demand for and the supply of certain job types can 
only in exceptional cases and temporarily correspond fully to 
each other. Compensatory wage differentials assert themselves 
through competition between the employees or the employers. If 
the supply of a given group of the labour force is bigger than 
the demand for it, then the employees compete with each other, 
and as a result, the wages of this group decrease. If it is the 
other way round, i.e., demand exceeds supply, then the employ
ers compete with each other to acquire the labour force, and 
therefore, the respective wages increase. However, the competi
tion manifests Itself not only within the given job type but to 
some extent also between several types. Although only to a lim
ited extent, the labour force belonging to different job types 
can substitute each other, and the labour force can move from 
°ne group to another. (Several jobs can be done by more quali
fied as well as by less qualified workers. In some cases, em
ployees change profession, etc.). Therefore, although the wages 
°f the various groups of workers are basically different due to 
Qualitative reasons (the character, location, etc. of the work 
Performed) , the extent of the differences between them i,s con- 
8iderably determined by the demand for and the supply of labour.
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Compensatory wage differentials have a determining role in 
ensuring a structural correspondence between the demand and the 
supply of labour. Below, I shall study the role of both these 
wage differentials and the factors outside wages in the changes 
of the supply of labour, as well as the connection between them 
in the process of labour force allocation. (By the allocation 
of the labour force, I mean the job opportunities, the struc
ture and the restructuring of the labour force, as well as the 
conscious "channelling" and promotion of this process.) The 
basic dimensions of the allocation of the labour force are: (1) 
jobs, professions, trades, and the specializations within them; 
(2) the work places (national economic sectors and industrial 
branches, companies and institutions); (3) allocation among 
geographical areas and settlements.

THE CLASSICAL LABOUR MARKET

In the concept of classical free competition, wages are the 
absolute determinant of the allocation of the labour force. 
That is, the labour force is available according to the volume 
of wages. An increase in wages results in an increase in the 
supply of the related type of labour, whereas a decrease in 
wages leads to a decrease in the related supply of labour. The 
mechanism is similar to that operating on the commodity market. 
If there is a shortage of labour in a certain type of job, its 
wages increase, which results in a flow of the labour force 
into the area. This lasts until the supply of labour exceeds 
its demand. At that moment, the situation changes: wages begin 
to decrease, which leads to the migration of the labour force, 
namely, many people leave the trade and those seeking employ
ment take their chance in some other area. After a time, there 
is again a shortage of labour, wages increase, that is, the 
whole process starts from the very beginning.

However, this concept is oversimplified. No perfect and un
limited free competition has ever existed; not even on the com
modity market, and certainly even less so on the labour market 
which has always been a special and "imperfect" market, signifi
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cantly different from the commodity market. First of all the 
"production" of the labour force cannot be extended at such a 
fast rate as that of ordinary goods, that is, the supply of the 
labour force cannot be increased at will. At the same time, 
since the income deriving from paid work is the exclusive, or 
at least the basic, source of subsistence for the workers and 
their families, they are under all conditions compelled to 
undertake work, so they appear on the labour market as sellers, 
and they can only do without it for a very limited period of 
time. Consequently, the supply of labour cannot decrease below 
a certain level and thus the supply of labour cannot as flexibly 
follow the changes in wages as the supply of goods can the 
changes in prices. This holds true not only globally, but also 
structurally, by individual categories.

The different parts of the labour market are much more se
parated and are more strictly confined within limits than those 
of the commodity market. Hence, it is much more difficult to 
change the structure and composition of the supply of labour 
than those of the supply of goods. This is partly due to the 
fact that undertaking a job - even if it takes place under very 
depressing economic pressure - never means the selling of some 
sort of inanimate object, in which process only rational econom
ic considerations are asserted, but is the complex action of 
individuals who have their own will, that is, it is a complex 
action which is interwoven with sociological and psychological 
moments and which is not exclusively determined by wages. (The 
difficulties in mobility between professions, work places and 
geographical regions are also due to these reasons.) At the 
same time, the majority of the trades and professions require 
special qualification which not everybody has the possibility 
to acquire. The structure of the supply of labour is restricted 
by the rather rigid limits of the career choices as well as of 
career modification. The labour market would only be a ’perfect" 
market if the labour force could migrate without any restric
tions to places where - proportionately to the work performed 
wages are high, and could leave the places where wages are low. 
However, this has never been the case.
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THE MODERN CAPITALIST LABOUR MARKET AND THE LABOUR MARKET 
OF THE SOCIALIST COUNTRIES

In modern capitalist economy, there are additional new 
factors which limit the role of wages in labour force alloca
tion. On the contemporary capitalist labour market, huge, 
mainly monopolistic, organizations of both the employers and 
the employees struggle with each other, also involving the 
state power in this struggle. The capitalist state has never 
been indifferent to the developments in the labour market, but 
its interventions have become multiplied and have changed 
qualitatively. The respective institutions influence the volume 
of wages partly indirectly, i.e. through influencing the demand 
and supply of labour, and partly directly, namely, through fix
ing the wages in the collective agreements, or determining them 
centrally.

Under the conditions of free competition, the mobility of 
the labour force among the various work places (companies, 
industrial branches, geographical areas, etc.) is effected by 
the differences in wages paid for the same work. However, both 
the agreements concluded between the organizations of the em
ployers and those of the employees as well as the wages deter
mined by the state reflect an endeavour to unify the wages. 
Therefore, wage differentials of this type can only exist to a 
limited extent. The administrative limitation of the mobility 
of the labour force (controlled immigration, restricted possi
bility of changing work place, etc.) may also happen. But the 
allocation of the labour force among professions and trades is 
mainly regulated in our days through institutions, namely, 
through the school system and the structure of training, which 
is sometimes also completed with career advising. In the in
dustrially advanced capitalist countries, there are strong ef
forts on the part of certain interest safeguarding professional 
organizations and chambers to limit the choice of a particular 
career. All this is very far from the "classical" mechanism of 
allocation. This fact is increasingly recognized by modern 
bourgeois economics as well. Everyday experiences have made it 
clear that the functioning of the labour market under the
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present circumstances is not simply based on the interplay be
tween demand and supply, but the institutional factors also 
have a determining role in it.

Although with a completely different social and political 
content, the labour market in the socialist countries is also 
"institutionalized". Its conditions are not determined by the 
free interplay of the market forces but by the conscious policy 
of the social and state bodies. Does all this mean that the 
allocation mechanism based on the relationship between wages 
and the demand and supply of labour wastes away in an institu
tionalized economy and within that in the socialist economy? 
No, not at all. Wages continue to play a significant role in 
the allocation of the labour force among professions, work 
places and geographical regions also under modern conditions.

There are two general preconditions which can ensure the 
assertion of the allocation function of wages: (1) the freedom 
of the labour force to choose profession and work place, and 
(2) the expression of the relationship between the demand and 
supply of labour in the wages. Below, we are going to examine 
to what extent these conditions exist under the circumstances 
of modern capitalist economy and especially under the circum
stances of socialism.

the freedom of the labour force to choose
PROFESSION AND WORK PLACE

Wages can only exercise their effect in allocation if pro
fessions, trades and work places can freely be chosen. The 
"distribution" of the labour force in a compulsory or adminis
trative way obstructs the functioning of the allocation mechan 
ism based on the relationship between wages and the demand and 
supply of labour. For this mechanism to be effective, it must 
be ensured that the individual could choose his profession, 
trade, or work place, etc. without any special restrictions, 
that is, that he could choose the one which guarantees favour
able conditions for him, also including favourable wages.
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A completely free choice of profession, trade and work 
place, without any restrictions, has always been Utopia. There 
has never been a situation in which every employee had access 
to every profession, trade and work place. The guilds strictly 
determined the number of apprentices and journeymen to be em
ployed, and not just anybody was admitted. In the Middle Ages 
and the early phase of capitalism, the economic and social li
mits (due to social class and origin) of choosing a career were 
extremely severe. The big masses of people followed the trade 
of their fathers and grandfathers. The son of a peasant became 
a peasant himself, the son of an artisan became an artisan, and 
they usually stayed in the same geographical region as well. 
Under circumstances when society is very closed and mobility 
between generations is little, only very few have the possibil
ity to choose a career freely (and under the influence of the 
attraction of higher wages). Undoubtedly, this closeness of so
ciety relaxed and the choice of a career became freer with the 
spread of capitalist conditions. It does not require any spe
cial proof that as a result of socialist transformation, social 
mobility has increased to a great extent, and the financial and 
social position of the parents has limited the choice of a ca
reer only to a smaller extent. Consequently, there are less 
obstacles on this side as regards the choice of a career which 
is attractive because of the high wages it offers.

The situation is different with the institutional or ad
ministrative limits, the significance of which has undoubtedly 
increased both in the modern capitalist economy and in social
ism. First of all, the system of education has an important 
role in this respect (we shall discuss it separately below). As 
regards the administrative limits, there were periods in the 
development of Hungary when there were many such restrictions 
relating to 'the choice or a change of a work place. These re
strictions, when applied, can rather be considered only as tem
porary measures, necessitated by a difficult situation. The 
freedom to choose a profession, a trade and a work place is an 
immanent part of the fredom of the individual.2 The "distribu
tion of the labour force by purely administrative methods is 
alien to the socialist system. And if it is so, then the finan
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cial interest is an irreplaceable means of channelling the la
bour force. There is no and there cannot be such a system of 
planning and management of the labour force in socialism, which 
could solve the allocation and the reallocation of the labour 
force among professions, trades and work places without utiliz
ing financial incentives through wages. In the socialist coun
tries, the possible administrative solutions are almost al
ways completed with financial incentives, with the utilization 
of the allocation function of wages.

The possibility of a free choice of work place and profes
sion only becomes a reality if employees have a clear view of 
the labour market and are adequately informed about the working 
and wage conditions. The easier it is to survey the labour 
market, the better the allocation function of wages can assert 
itself. If it is not the case, i.e. if the individual parts of 
the labour markets are separated and the flow of information 
between them is weak, wages can only have a very limited influ
ence on the choice of a profession or a work place. That is, 
relatively big differences may survive even for longer periods 
in the remuneration of similar jobs, without having a mobilizing 
effect on the labour force. With the progress of economic and 
social development, the labour market can be ever better sur
veyed. In the past, information rather circulated through fam
ily members and close acquaintances only, as they were the 
basic "channels of information". In our days, due partly to the 
dynamic development of transport and mass communications, and 
Partly to the evolvement of the activities of the trade unions 
and the respective state bodies dealing with labour management 
and career guidance, information about working and wage condi
tions spreads very fast and in a wide circle.

expression of the relationship between the demand 
and the supply of labour in wages

The relation between wages and the demand and supply of la
bour is also specific in the sense that wages by their nature 
are less sensitive to changes on the market than the prices of 
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goods are. The excess of the labour force generally does not 
bring (relative) wages down to the extent, and its shortage 
does not increase them to the extent, as it is the case with 
goods. The decrease of wages below the usual level - and even 
their relative decrease compared to the wages of other strata - 
can cause serious social conflicts. Hence, the wage ratios are 
less changeable and more rigid than the price ratios are. This 
follows from the fact that wages are never simply the price of 
a commodity but at the same time also personal incomes which 
determine the financial position and the social status of the 
workers and their families. The flexibility of wages taken in 
this sense is even more limited in institutionalized economies. 
However, this does not mean that the demand and supply of la
bour do not have an effect on wages or that wages do not at all 
adjust themselves to the development of demand and supply.

In modern capitalism, where wages basically do not develop 
on the free market but are usually formed on the basis of agree
ments between the appropriate interest representive organiza
tions or according to state regulations, the effect of the rela
tions between demand and supply is primarily expressed in the 
wage tariff systems established in this way. These agreements 
and state regulations are in the final analysis expressions of 
the power relations between employers and employees, which are 
to a great extent formed by the demand and supply of labour in 
the particular profession or trade, industrial branch or geo
graphical region. The organizations of employers wish to in
clude such wages in the agreements, which promote the realiza
tion of their labour policy goals. Naturally, the trade unions 
also greatly rely in their wage demands on those labour market 
conditions which are favourable for those whom they represent. 
However, the companies - if their interest requires it - often 
disregard the regulations which are unfavourable for them. The 
actual wages better reflect the situation on the labour market 
than the official wage tariffs do. In many cases the small and 
medium-size companies are not covered by the collective agree
ments or the state wage regulations. Hence, wages paid for si
milar work at different companies, in different industrial 
branches and geographical regions can significantly differ from 
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each other, and so this work place allocation role of wages 
does not disappear in modern capitalism either.

The demand and supply of labour is also extensively ex
pressed in the wage ratios in the socialist countries: partly 
through the centrally established wage tariff system and partly 
through the practical realization of this system. The effects 
of the relationship between demand and supply are built into 
the central wage tariff system, and hence, slower or faster, 
but the wages follow the lasting and tendency-like shifts in 
the structure of the demand and supply of labour. The wage 
ratios are established on the basis of different character
istics of work (required qualification, responsibility, physi
cal hardness of work, etc.). However, the actual weight of the 
individual work characteristics depends to a great extent on 
the demand and supply relations. At the same time, wage ratios 
usually do not specify exact sums, but a - rather wide - scale 
with a lower and an upper limit, and the place of actual wages 
within it is primarily influenced by the relations between the 
demand and supply of the given category of workers. If the de
velopment of the central wage tariff system lags behind the 
changes in the labour market, and therefore the existing wage 
scales can no longer offer the companies an adequate scope for 
their labour policy activity, then practice - mostly with the 
agreement of the control authorities, but sometimes even with
out it - disregards the outdated wage rates in one way or 
another.

A basic principle of the socialist ideological and politi
cal conception is the payment of equal wages for the same work. 
But even this is realized partly in a way subordinated to the 
relations between the demand and supply of labour. For example, 
Until recently, wages which some Hungarian companies paid at 
their provincial factory were considerably lower - for similar 
work - than what they paid at their factory in the capital. The 
situation has been changing since many of the provincial fac
tories also struggle with a shortage of labour.

The economic independence of the socialist company is also 
expressed in the wages: the system of wage regulations may pro
vide differing possibilities (depending on company performance) 
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to increase wages at the different companies. (So far it is 
valid for every type of economic management. The difference 
lies in: which indicator - production value, production cost, 
profits, etc. - has the most weight when measuring a company's 
performance, as well as in the extent this difference may 
reach.) And this may lead to the emergence of such company 
funds which make differing remuneration of similar jobs pos
sible. At the same time, the companies also have a certain 
degree of independence in using their possibilities to increase 
wages, and so they can use wage increases for widening those 
sections of the labour market where there is "short supply" of 
a profession. In addition, the state control authorities also 
allow higher wage increases than is laid down in the system of 
regulations or may grant extra financial means (e.g. wage pref
erences) in order to ease the shortage of labour in certain 
areas.

The industrial co-operative companies are covered by the 
central wage tariff system only to a limited extent. Generally, 
their independence in the formation of personal incomes is 
greater than that of the state companies, and hence the labour 

6 <market affects them to a greater extent.
As we could see, the basic conditions for the assertion of 

the allocation function of wages do exist both in the modern 
capitalist economy and in the socialist countries - even if in 
several respects only to a limited extent.

THE MOST IMPORTANT FACTORS OF THE ALLOCATION OF THE 
LABOUR FORCE OUTSIDE WAGES, AND THEIR RELATION WITH WAGES

THE SCHOOL SYSTEM

In modern society where the population is prepared for 
different careers in educational institutions, the employment 
structure of the labour force is to a great extent determined 
by the school system. It is a vain hope for many people to 
choose a career which ensures outstanding Incomes, since in the 
end only as many can gain employment in the given profession as 
are trained for that at the appropriate educational institu
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tions. In socialism, the increased role of direct social influ
ence in the allocation of the labour force is primarily re
alized through the school system.

However, the structure of the educational network never 
determines in itself the allocation of the labour force among 
the professions. The reasons can be summed up in the following.

a. There are many such professions and jobs which require 
no qualification, only some general knowledge and certain 
skills (e.g. the unskilled or semi-skilled as well as the 
simple office jobs). The allocation of the labour force among 
these areas of employment is not at all determined by the educa
tional system; instead, wages have a direct effect on the sup
ply of labour.

b. The same qualification may enable one to engage not 
only in one, but in several professions. The possibility of 
convertibility and mobility is already smaller here than in the 
previous case, but it nevertheless exists. For example, having 
graduated at the faculty of humanities, one does not have to be 
a teacher, but can also utilize his or her knowledge in other 
areas, and in the same way, having graduated at the faculty of 
sciences, one is welcome not only in education, but also in in
dustry and research institutes, etc. Where these people endeav
our to find employment is considerably influenced by the ex
isting wage ratios.

c. Qualification can be obtained not only at schools: at 
the beginning of industrialization, vocational training was ex
clusively realized at the work place. When the machine industry 
became a large-scale industry, it established a network of vo
cational training in the form of schools, but this has never 
been the only way of training. There have always been other 
forms, being more flexible in adjusting themselves to the al- 
ways changing quantitative, qualitative and local demands. It 
seems that at present and in the near future, i.e. in the 
Period of partially automated production when the trades re
quiring theoretical qualification and those requiring manual 
abilities are rather sharply divided, training at the work 
Place is again gaining importance as it is more suitable for 
Gaining semi-skilled workers.8

9* 117



The great overweight of the school system in vocational 
training in Hungary is partly of necessity. It is due to the 
contradiction that adolescents at the age of 14 to 16 cannot be 
employed properly in modern production, while at the same time, 
elementary school education ends for their overwhelming major 
ity at the age of 14.

Specialization within professions requiring a high level 
of theoretical knowledge is increasingly taking place outside 
the school network or at institutions which are only very 
loosely connected to schools; in these cases the number of 
those to be admitted is limited only to a smaller extent. The 
situation is similar with the continuation of education besides 
work, and thus with the obtaining of a higher or new vocational 

ification — even if it takes places in the framework of the 
school system.

d. There are not enough applicants for educational institu
tions which qualify for less attractive professions or trades. 
In addition, many leave the less attractive areas of employment 
even if they obtained the necessary qualification and had ac
tually started to work in the given profession or trade and 
look for some other job. For example, for decades it has been 
difficult in Hungary to draw enough applicants to vocational 
schools which train their students to become miners, foundrymen, 
turners, welders, bakers, nurses, as well as to certain col
leges. The greatest migration can be observed in these very 
jobs.

Among the less attractive areas of employment there are 
such which offer higher than average wages, but it is their 
especially unfavourable working conditions which have a repel
ling effect. However, in the majority of cases, the unfavour
able working conditions are accompanied with low wages, in 
which case an increase in wages may lead to an increase in the 
number of applicants. (Of course it takes time until the 
changes in wages are realized by the public and they have an 
effect on the decision of those choosing a career.)

With an Increase in prosperity and cultural level, learn
ing and the choice of professions which require higher level 
knowledge become a wider demand. A considerable part of the 
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parents - if they can afford - send their children to school 
even if there is only a small difference between the wages for 
qualified and less qualified work. (The global supply of skilled 
workers depends only to a little extent on the wage differen
tials due to qualification. According to many western authors, 
the shortage of skilled workers is not less in those capitalist 
countries where the differences in the wages of qualified and 
non-qualified workers are great than in those countries where 
they are small. The situation is similar in the socialist coun
tries, too.) Parents do not primarily regard the education of 
their children as an economic investment. They do not choose a 
career for their children by calculating in advance the margi
nal proceeds of the capital invested in training, nevertheless 
- in addition to other considerations - they go far to weigh 
the expectable income possibilities. And this choice has an ef
fect on both the quantitative and the qualitative allocation of 
the labour force among the various professions.

Wage ratios may also have an influence on the number of 
admissions to educational institutions. In the capitalist coun
tries, at the privately owned educational institutions, the 
number of admissions is greatly adjusted to the number of ap
plicants, and often there is a similar situation in the case of 
other educational institutions run by the state or by public 
bodies. It is only some organizations representing the interests 
of a few privileged liberal professions — physicians, surgeons, 
lawyers, etc. - which can achieve strict limitations in the 
number of those entering these professions.

Under socialist conditions, the relationship between the 
number of applicants and the number of admissions to the same 
institution (or faculty) is not, and cannot be, so tight. We 
cannot undertake to have masses of people who cannot find em
ployment appropriate to their qualification,^which entails 
serious social and individual consequences.1 However, from 
time to time there is strong social pressure to increase the 
number of admissions to educational institutions which qualify 

professions with favourable conditions - and it is not 
always without success.

119



But there is also a special inverse relationship. In cer
tain cases low wages result in an increase in the number of ad
missions. Namely, it is advantageous for the companies to em
ploy higher qualified labour force - whose wages are hardly 
higher or not higher at all than the wages of those with lower 
qualifications - even if they utilize only a fraction of their 
professional knowledge. Therefore, they demand this type of la
bour force and if there is overtraining, it remains hidden; as 
a consequence, the training of big numbers of students at the 
corresponding universities, colleges or faculties continues, 
and the number of admissions may even be increased. Such a 
situation has occurred, for example, in Hungary in several 
fields of training engineers and production engineers. As a re
sult of the relatively low wages of engineers, the companies 
have demanded many of them, and this great demand has induced 
the training of big numbers of engineers also in those fields 
where neither the present nor even the future needs would 
justify it. According to several representative surveys, in 
Hungary only about 40 to 50 per cent of the engineers are em
ployed in such jobs which greatly require the utilization of 
their professional knowledge. This is a serious waste of human 
and material resources, and the reason behind this phenomenon 
is the fact that due to the distortions of the wage ratios, the 
signalling system of the labour market indicates false demands 
towards training.

Although, in modern societies, the school system has taken 
over a considerable part of the former channelling role of 
wages in the allocation of the labour force among professions, 
it does not mean that the labour market - and within that, the 
wages - no longer exert their influence on allocation. And 
although the school system is relatively loosely connected to 
the demands of the labour market, and it is even independent of 
it to some extent, it can never be completely independent. The 
impulses of the labour market affect the school system, and, in 
the final analysis, the school system has to meet the demands 
of the labour market (naturally, not only its present, but also 
its future demands). 

\
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THE CONTENT CHARACTERISTICS OF WORK AND 
THE ROLE OF THE WORKING CONDITIONS

As it has already been mentioned, wages have iiever been 
the only orientation factor in choosing a profession or a job; 
there have always been other considerations playing a role as 
well. Among them, the content characteristics of work and the 
working conditions have especial significance. The allocation 
effects of wages and of these above-mentioned factors do not 
assert themselves side by side, but mostly at the expense of 
each other. The role of the content characteristics of work and 
of the working conditions in allocation is - to the detriment 

- 11of wages - increasing.
At a very low standard of living, where the satisfaction 

of basic biological needs depends on the wages, it is naturally 
the most important to achieve higher wages which can ensure the 
satisfaction of these needs. Compared to this, all other fac
tors related to work become insignificant. Later, with an in
crease in welfare and security, as well as in the educational 
and the general cultural level, the situation changes: the 
weight of the working conditions and of the work content great
ly increases in the value system of social judgements. And this 
also means that the role of these factors in choosing a career 

a job is increasing too. The "price" of burdensome work be
comes ever higher. The extra wages which in the past were 
enough to stimulate workers to undertake burdensome working con
ditions or more difficult and intensive than the average work 
°r unfavourable working schedule, will later prove to be not 
enough. The fulfilment of the same function requires more and 
more extra wages (also ever greater in ratios). (A clear ex
ample of this was the need in Hungary in the mid-1970s to in
crease generally and radically the bonuses paid for workers 
w°rking in more than one shift.) Simultaneously, the value of 
leisure time also increases: a considerable part of the workers 
are only willing to give it up in return for ever bigger extra 
Wages, or are willing to undertake ever bigger financial sac- 
ri^ices for an increase in their leisure time. With the general 
^crease in free days and paid holidays, which leads to a de
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crease in the differences in this respect, the special attrac
tion of certain professions (e.g. of teaching), which tradition
ally ensured much leisure time, diminishes.

When choosing a profession or a job nowadays, a consider
able part of the workers give priority to comfort and they want 
their work to be less strenuous. They choose the more comfort
able work as against the more burdensome and strenuous one, 
even if they receive much less wages. However, this does not 
hold true of every stratum and group of workers.

The majority of employees evaluate the working conditions 
as a function of wages. The stimulative force of wages in this 
respect will long survive, and it has to survive, but with a 
decreasing efficiency. The mechanization of the most burdensome 
types of work is a prime economic and humane requirement, but 
within the foreseeable future, there is no possibility to elim
inate all the burdensome working conditions and all physically 

. 12 strenuous work.

THE SOCIAL PRESTIGE OF WORK

It can be stated with certainty that the content character
istics of work as well as the working conditions have an in
creasing role in the choice of a career or a job at the expense 
of the role of wages; however, the same cannot be stated so un
ambiguously with regard to the social prestige of work. Never
theless, its significance should not be underestimated.

The social prestige of the different types of work has 
changed much in the course of history. In ancient times, every 
activity which had a material product was regarded as unbecom
ing for a free man, and even the teaching of children fell into 
the same category and was mainly performed by slaves. In the 
Middle Ages and the initial period of capitalism there were 
also many scorned professions. In the time of Adam Smith, even 
the profession of a poet or an actor was regarded as disgrace
ful, and Jen6 Heltai, the Hungarian writer, also wrote a novel 
about "actors, journalists and other rascals" - though, true, 
with great affection. However, it must be remembered that these 
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professions were financially rather uncertain at that time. Ac
tually, the valuation of professions independently of profit
ability is alien to the nature of capitalism. If it yet exists, 
it is rather a feudal remnant. However, in the same way as 
there exists no "pure" capitalism in the economy, so does it 
not exist in the people's minds either. In the capitalist 
countries - naturally to varying degrees -, some people are 
always willing to make significant financial sacrifices in 
order to carry out some "gentlemen-like" activity.13

Social prestige and appreciation have a great role in the 
choice of a profession or a job also under socialist conditions. 
It is well known that a considerable part of secondary school 
leavers feel reluctant to do manual work and are attracted by 
"the desk", even though office work is less varied and, more
over, pays worse. The high social prestige of certain "profes
sions with a diploma" in the public value system is clear, and 
there is a special attraction based on this. However, in the 
majority of cases, the social prestige of work does not exer
cise its influence in itself, i.e. independently of the other 
allocation factors, but in a way closely interwoven with them. 
In the case of the most attractive professions, social prestige 
is usually accompanied by other favourable circumstances: good 
income possibilities, working conditions, etc. The attraction 
of office work is also due to its relatively clean and comfort
able nature. Reluctance to do some work with low social pres
tige is the strongest in those cases where it also involves dis
advantageous working conditions, limitation of personal freedom 
(e.g. in personal service), or low wages.

There is a rather close connection between social prestige 
and wages. This can especially be observed during the changes, 
the "mobility" of this sort of prestige: namely, when prestige 
decreases, there is usually also a deterioration in the profes
sion's position in the social wage hierarchy, and vice versa. 
Under the conditions of socialism, this close connection is 
^ite natural, for both should express the same, namely, the 
w°rk done.

Recently, several economists and sociologists have attri
buted ever increasing significance in the allocation of the 
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labour force to workers' satisfaction and the atmosphere at the 
work place. The role of these factors cannot be debated, they 
do have a great importance. However, it is also certain that - 
similarly to the social prestige of work - the atmosphere at 
the work place or the workers' satisfaction are not independent 
of the other factors related to work, including wages. This has 
also been proved by several surveys.

•

SOCIAL PROVISIONS. THE "INFRASTRUCTURAL" 
CONDITIONS OF WORK

In addition to working conditions in the narrower sense of 
the word, the circumstances of work in a broader sense, i.e. 
the "infrastructural" conditions of work - and within that, the 
social provisions - also have a significant influence, especial
ly on the choice of a job.

Among the numerous types of social benefits in Hungary, it 
is the supply of children's institutions and flats that has the 
strongest allocation effect. The possibility of placing their 
children in such institutions is one of the most important con
siderations of mothers with small children when making a choice 
among jobs. This is due to the fact that the number of these 
institutions, the majority of which belong to various companies, 
is not sufficient, and the distribution of the number of places 
among the various companies is rather uneven. If this situation 
is changed, the effect of the supply of children's institutions 
on allocation will by and large cease to exist.

The granting of a flat on favourable terms is one of the 
strongest allocation factors in both the socialist and the in
dustrially advanced capitalist countries. According to various 
surveys, its effect on channelling the labour force is some
times bigger than that of wages. A very frequent reason behind 
the migration of the labour force is the hopelessness of ob
taining a flat at one work place, and the more favourable pros
pects in this respect at another.13 The intensity of the alloca
tion effect of granting a flat is a function of the shortage of 
flats, and/or of the relationship between the financial condi
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tions of obtaining a flat and the volume of wages. In economies 
where flats are traded freely - or at least partially freely - 
the granting of a flat amounts to the granting of a big sum of 
money or a preferential credit.

The distance between one's flat and work place, as well as 
the accessibility of the work place, may also play a signifi
cant role in the choice of a job. Accessibility depends partly 
on the circumstances of transport, and so with the improvement 
of transport, the effect of this factor on allocation decreases. 
In the same way as the distance between one's flat and work 
place has an effect on the choice of a job, so may the distance 
between the school and the residence have an effect on the 
choice of a career. It still often occurs in the countryside 
that young people - more or less independently of their inclina
tions and abilities - go to the nearest vocational training 
school, which then also determines their future career.

Where living is uncertain, the security of the profession 
or of the job, and the related financial security also have a 
significant role in allocation. A profession or job ensuring 
relatively smaller wages but lasting security is generally more 
attractive than the one promising higher wages but threatening 
with a possible loss of the job. (For example, it was very at
tractive in Hungary before 1945 to be employed by the state or 
the municipality, which also meant pension.) Guaranteed, fix 
wages are usually preferred to possible higher-than-average 
wages which strongly fluctuate. In Hungary, where every job is 
"secure", involves pension, is completed with a wide range of 
social security allowances, and the overwhelming majority of 
wages are also guaranteed, these circumstances no longer rep
resent a special attractive force. In those areas where in the 
past the security of wages, of the job and of old age provi
sions represented the main attractive force (for example, at the 
railways), the "discontinuance of these special advantages 
<viz. they have become general in the meantime) now has to be 
c°mpensated in some other way, primarily through higher wages.

*
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We have reviewed above some especially important factors 
of the allocation of the labour force outside wages. The role 
of several of them (the school system, the working conditions 
in the narrow sense of the word, etc.) is increasing at the ex
pense of the role of wages. The effect of others (the social 
prestige of work, the atmosphere at the work place, etc.) as
serts itself in a way more or less interwoven with the effect 
of wages. In the final analysis, almost every factor of alloca
tion outside wages is somehow connected with the labour market 
mechanism based on the relationship between wages and the de
mand and supply of labour. (The knowledge of the volume of 
wages also has an effect on the applications for admission to 
schools as well as on the evaluation of the working conditions.) 
Even though with a decreasing tendency, wages continue to have 
an outstanding role in the allocation of the labour force.

With the evolvement of state monopoly capitalism, especial
ly in the post Second World War period, it became increasingly 
clear that wages no longer had that absolute effect on alloca
tion, which was attributed to them by classical economics and 
then by the school of the marginal productivity theory. As a 
reaction to it, some economists have broken with the concept 
which emphasized the dominant role of wages in allocation, and 
now advocate the superiority of the factors of allocation out
side wages. I think this represents the other extreme.

THE NUMERICAL EXPRESSION OF THE ALLOCATION EFFECT OF WAGES

Almost every numerical survey reflects the outstanding 
role of wages in the allocation of the labour force, and primar
ily in changing a job. In my opinion their role is generally 
bigger than the results of these surveys seem to indicate.

According to a representative survey carried out con
tinuously at companies in Budapest between 1967 and 1971, dis
satisfaction with wages explains more than one fifth of all job 
changes (Table 16). Only the unspecified "other reasons" had a 
higher share than that. Knowing the relations between the dif
ferent factors and wages, one cannot help raising the question
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Table 16. The reasons for changing job in Budapest
Reasons 1967 1968 1969 1970 1971
Changes at the place 
of employment (re
construction, exten
sion of the work
shop, etc.) 0.4 0.7 0.5 0.7 0.6
Distance between 
the place of resi
dence and the work 
place 14.5 13.4 13.2 14.2 15.0
Working conditions, 
the degree of hard
ness of work 8.1 8.7 8.7 7.2 7.3
Dissatisfaction 
with wages 19.6 21.4 20.'7 22.0 22.6
Dissatisfaction with 
human relations, 
with leaders 3.6 3.3 2.9 2.9 2.7

Lack of possibility 
of professional self- 
assertion, promotion 3.4 3.0 3.6 3.2 3.4

Other reasons 50.4 49.5 50.4 49.8 48.4

Total 100.0 100.0 100.0 100.0 100.0

Number of those 
surveyed
—" . ■ - 111

21,293 29,289 35,628 34,455 31 ,377

Source: Paper by Ldszld Kdvdri based on the 1967-1971 vol
umes of the Budapesti Stallsztikai Tdj dkoztatd (Budapest Sta
tistical Bulletin) and studies by the Labour Department of the 
Executive Committee of the Budapest Municipal Council. Publish
ed in Venyige, J., Jdzsa, 0. and Gyetvai, L.: Munkaert-szerke- 
zet ds mobilitdo (The structure of the }ab°^ force ^d mo
bility) , Kttzgazdasdgi 6s Jogi Kdnyvkiadd, 1975, p. 1/0.

whether these "other reasons" do not also include some factors 
which are related to the level of wages. Or, whether dissatis
faction with the managers do not cover conflicts about the set 
ting of wages, too. Surveys carried out since 1971 - probably 
due to the refinement of the methods of examination - have 
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shown a somewhat bigger weight of the dissatisfaction with 
wages, at the expense of the "other reasons".

According to another survey carried out among university 
graduates,16 the level of wages felt by the employees as inade
quate compared to their abilities was at second place among the 
reasons for changing their jobs, while the first place was oc
cupied by "there was no possibility of promotion". The author 
of the quoted article does himself note that the latter reason 
also refers to factors related to salaries. And the same may 
apply to the reasons for quitting, which figured under the 
heading of "inappropriate system of financial interests" and 
"they have failed to fulfil their promise".

According to a survey carried out in the United States, 
the most frequent reason for changing a job is "the hope of im
provement of the professional status", and financial consider- 

1 7 ations come only after this. However, is "the hope of improve
ment of the professional status" not connected with certain fi
nancial expectations or does the reason such as "the lack of 
perspective for progress" not cover also some elements related 
to wages? Our answer is definitely "yes". Furthermore, one 
should not forget either that the prime source of such surveys 
can only be the statement of the person interviewed. And work
ers are very often unable to correctly assess, even for them
selves, the reasons behind their intention to change their job, 
and it is very uncertain that they reveal them fully sincerely 
in the presence of others.18 In addition, in the final decision 
to change a job there are usually not only one but several 
reasons playing a role, whereas the company questionnaires usu
ally ask the person leaving to name only one reason.

From the point of view of the question under consideration, 
those are the most telling surveys which study the relation
ship between the change of a job and wages on the basis of the 
numerical development of the wages of those who changed jobs. 
These studies show that - irrespective of the reason given by 
the worker - the change of a job in Hungary was in the over
whelming majority of cases accompanied by a wage increase. 
Hence it can be assumed that even in cases when the worker 
feels and gives something different as the reason for changing
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Table 17. Relationship between a change of job and wages in 
the socialist sector of Hungarian industry, between September 
1973 and September 1974 (per cent)

Category
Increase in the basic 

changing their 
jobs

wages of industrial workers 
not changing 
jobs

Skilled 
workers 6.6 4.3
Semi
skilled 
workers 6.4 5.3
Unskilled 
workers 5.0 4.6

Source: A szocialista iparban foglalkoztatottak letszdm- 
Ssszetdtele 6s kereseti viszonyai (The composition of the la
bour force employed in the socialist industry and their wage 
relations), Statisztikai Iddszaki Kbzlemenyek, Central Statis
tical Office, 1977, No. 396, p. 71.

his job, the prospect of a wage increase also plays a role in 
his decision (cf. Table 17).

There is a view in Hungary which unanimously condemns any 
change of profession or job for higher wages. In reality, such 
an attitude is natural and is partly also necessary, for the 
individual is primarily informed about the social significance 
of the different types of work and jobs through the wage ratios. 
And if this signalling system does not function properly and is 
misorienting, then it is this system which needs to be improved 
first of all. One cannot expect from the masses of workers to 
hold up lastingly an attitude which is contradictory to their 
individual interests, and it is very erroneous to rely on such 
an attitude in the long run. This is a basic truth of Marxism 
which is already considered to be almost a commonplace.
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THE ALLOCATION EFFECT OF WAGES AND OF OTHER FACTORS ON THE 
DIFFERENT CATEGORIES OF EMPLOYEES

The factors influencing allocation exercise their effect 
on the different categories of employees in a different way. 
Here age, sex, the level of qualification and the financial 
situation have an outstanding significance.

When choosing (or changing) either a career or a job, 
wages have a much greater attractive force for young people 
than for elders who already have less entrepreneurial spirit 
and adaptability. Then, in the years before retirement, the 
role of wages and incomes, which at this time determine the 
amount of old age pensions, understandably increases again. 
Besides, or even ahead of, wages, the granting of flats on 
preferential terms has an outstanding effect on young people.

At least for the time being, the motives for choosing a 
career or a job also significantly differ by sex. According to 
a Hungarian survey, whereas boys - in both the villages and the 
cities - give priority in their career choice to trades and 
professions which provide good income possibilities, in the 
case of airls, favourable working conditions (and in the first 

19.place clean work) play a bigger role. In addition, due to 
their place in the family division of labour, women consider 
the "infrastructural" conditions of work as very significant 
when choosing a job; namely, primarily the supply of children's 
institutions, as well as the distance between the place of resi
dence and the place of work.

There is a very close relationship between the allocation 
motivation and the level of qualification. With an increase in 
the level of qualification - and primarily in that of general 
education -, the significance of the content characteristics of 
work as well as of working conditions increases to a great ex
tent even at the expense of wages. The higher qualification and 
the more education the individual has, the more he or she is 
attracted by varied and interesting work and the more he/she 
feels reluctant to engage in physically hard or dull and mono
tonous activities. And the same attitude is planted into 
his/her children as well. The primary reason for sending chil
dren to school is no longer that they should earn more, but at 
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least to the same extent that they be able to perform physical
ly easier and at the same time intellectually more contentful 
work.

Until very recently, higher wages prompted first of all 
the unskilled and semi-skilled workers and only to a little ex
tent the skilled workers to change their jobs. However, this 
situation is changing. Although the uneducated workers continue 
to be influenced the most by higher wages, a considerable part 
of the semi-skilled workers - primarily in the technically ad
vanced countries - are becoming less mobile than the skilled 
workers. This is due to the fact that whereas in the past semi
skilled workers constituted a single mass that was not structur
ed from the point of view of the level of qualification, now
adays there are two groups which start to become clearly dis
tinguished. The first group consists of semi-skilled workers 
having a simple job they had been trained for in only a few 
days, or weeks at most. They are really quick to change jobs 
even for a relatively small difference in wages. The semi
skilled workers belonging to the second group have complicated 
jobs, and although they received several months, often even 
more than half a year, of training, they were nevertheless train
ed to carry out a specific job at a specific work place. If 
they change their work place, they lose their qualification 

‘obtained in this way and are reduced to the level of unskilled 
workers. Therefore, this type of semi-skilled workers are less 
mobile and they change their work place with more difficulty 
than the skilled workers. This is all the more the situation 
since in the mechanized big industry, there is an increasingly 
limited scope of traditional trades (shoemaking, tailoring, 
etc.) that can be utilized only in a single branch of industry, 
and there are increasingly more trades (adjusting and mainten
ance of machines, etc.) for which the demand is high almost 
everywhere. Skilled workers belonging to this latter category 
easily react to change their work place if there are substan
tial wage differences in prospect somewhere else.

It is difficult for especially highly qualified workers to 
change their work place, since it usually takes them a long 
time to acquire the necessary expertise and knowledge of local 
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conditions, which is needed for adequately fulfilling their 
job. Frequent changes of work places - even if in return for 
temporarily higher wages - are unfavourable for them in the 
long run.

The role of wages in the allocation of the" labour force 
also depends on the degree of material supply which, in turn, 
depends on wages. The extent to which the attractive force of 
wages in the choice of a job plays a role also depends on the 
income level. The lower is the income of the individual, the 
bigger is the stimulation of higher wages to change his/her 
job. Those who most frequently change their jobs belong to the 
category of the lower than average paid workers. On the other 
hand, the higher is the income of the worker, the bigger is the 
role, when choosing a job, of such factors as the character of 
the work task, the working conditions, the prospects of profes
sional progress, etc. This is also related to the fact that the 
higher paid individuals have, in general, higher than average 
schooling. At the same time, a change of job by higher paid 
workers generally also involves a wage increase. Even in their 
case it is very exceptional that they change a higher paying 
job for a lower paying one even if all the other conditions are 
more favourable.

In fact, the material supply of an individual is deter
mined not only by his or her own income, but by the income and 
the financial situation of the whole family. The financial 
"start" situation of young people at the beginning of their 
career basically depends on the income and the financial situa
tion of their parents. This results in a certain inequality in 
the possibilities of choosing a career or a job. Those with a 
financially less advantageous background are more compelled to 
consider direct, short-term financial advantages and therefore 
to accept jobs which in other respects (working conditions, 
possibility of professional progress, geographical location, 
etc.) are less favourable. This immanent feature of the present 
system of distribution, namely that it also entails financial 
differences in the situation of the descendents, should be 
toned down in order to achieve a more adequate allocation of 
the labour force and a better management of talents.

132



The role of some individual factors in the different as
pects of allocation has been mentioned in some concrete cases. 
Here we attempt to summarize the main points in short.

The level of wages, i.e. the income possibilities, within 
a given profession or trade has the strongest effect on the 
choice of a job if the new work place is not too far away from 
the place of residence, in other words, if it does not require 
a change of residence or long daily travels. Besides wages, a 
strong influence on the choice of a job is also exercised by 
the working conditions and the level of social provisions con
nected to the work place; however, the effect of the atmosphere 
at the work place, as well as the adaptation to the collective, 
cannot be underestimated either.

In the choice of a profession wages have a smaller but 
still very significant role. They have an extremely strong in
fluence on the qualitative allocation of the labour force among 
the different professions. The content characteristics of work 
and the working conditions have a big and ever increasing ef
fect. The influence of social prestige clearly asserts itself 
in the choice of a profession, but much less so in the other 
two aspects of allocation (viz. the choice of a job and the 
territorial allocation of the labour force).

In the territorial allocation of the labour force and es
pecially in its distribution between the big towns and the 
smaller settlements, instead of the wages and the working con
ditions, it is primarily the general living conditions which 
have an attractive or a repulsive effect. Here the possibility 
of obtaining a flat as well as the material and cultural infra
structure of the settlement gain in importance (the level of 
supply with public utilities, transport, the commercial network 
and other services, the supply of health care and children's 
institutions, the possibilities of cultural activities and 
entertainment, etc.).

A considerable part of Hungarian employees do not work at 
their place of residence, but travel long distances to their 
WOJ* place, in other words, they "commute". In Hungary, there 
are about one million daily commuters and 300,000 people (mainly 
men> who commute at bigger intervals. This is a special form
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of the territorial movement and mobility of the labour force, 
which - especially if the distance between the work place and 
the place of residence is big and transport facilities are 
bad - may be the source of several serious problems.

THE ALLOCATION OF THE LABOUR FORCE AND 
DISTRIBUTION ACCORDING TO WORK

When considering the way of assertion of the allocation 
function of wages, we usually think, almost exclusively, of the 
deviation of the wage ratios from the ratios of the work per- 
formed. This is the aspect which is emphasized by several text
books as well.

"Certain conditions - efforts to bring the demand and sup
ply of labour in balance, the special development of certain 
geographical areas, social reasons, etc. — often make it neces
sary to divert the wage ratios from the ratios of the work per
formed... Distribution according to work can only fulfil its 
function in this way: besides the stimulation of the individ
uals, it also has to stimulate the whole society to utilize its 
available labour force potential in the most sensible way, that 
is, optimally distributed among the various fields of produc
tion."20 "Deviation from the ratios of the work performed is 
primarily required by the fact that wages should promote the 
allocation and the reallocation of the labour force among the 
different national economic branches, geographical areas, pro- 

21 fessions and the various companies."
The expedient allocation of the labour force requires such 

wage ratios that are first of all in harmony with the work per
formed. Wage ratios corresponding to the work performed are at 
the same time also a basic means of allocation. There will only 
be an adequate number of employees willing to undertake work 
requiring higher than average qualification or responsibility, 
or that which is done under physically hard and burdensome con
ditions, if they are accordingly better paid. If these princi
ples are not observed, there will be disturbances in the quanti
tative and qualitative allocation of the labour force.
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As we could see, according to Adam Smith's theory of the 
labour market, this market is in balance if through a continuous 
reallocation of the labour force, caused by the wage differ
entials, the net advantage of the different sorts of labour is 
levelled up and becomes equal. On its analogy, under the condi
tions of socialism, the labour market would be in balance only 
if through the continuous reallocation of the labour force, 
caused by the wage differentials, the wage ratios paid for the 
different types of work corresponded to the ratios of the work 
performed, that is, if in accordance with the work performed, 
every type of work were paid by and large equally well. In 
other words, allocation also presupposes a constant deviation 
of the wage ratios from the ratios of the work performed, but 
the wage ratios should move around the ratios of the work per
formed. In the same way as in the case of goods, where an ade
quate structure of the demand and supply can only be guaranteed 
if the prices are not excessively detached from the costs, so 
can the wage ratios only promote a correct allocation of the 
labour force if they are not detached from the ratios of the 

22 work performed.
However, it is not fortunate to view the wage ratios ac

cording to the work performed as if they were completely inde
pendent of the relations of the demand and supply of labour. 
The basic factors of the wage centre determined by the work 
performed are, on the one hand, the necessary qualifications 
required for the fulfilment of the work task and, on the other, 
the intellectual, physical and nervous efforts required during 
work. The importance of these factors compared to each other is 
not constant; as it has already been discussed, it shifts under 
the influence of lasting, tendency-like changes in the struc
ture of the demand and supply of labour. Hence, in this way, 
the lasting, tendency-like changes taking place in the struc
ture of the demand and supply of labour - through their effect 
°n the relative weight of these factors - are expressed and 
built into the wage centre corresponding to the work performed. 
<F°r example, if the number of employees undertaking hard phy- 
sical work decreases to an extent which is already not counter
balanced by an adequate transformation of the structure of de-
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mand, this increases the weight of the physical hardness of 
23work, from the point of view of waging. Therefore, if the wage 

ratios conform to the ratios of the work performed, then they 
follow the lasting tendencies of the shifts in the weight of 
the factors determining the wage centre, and thus - in broad 
outlines - they also promote the establishment of a balance be
tween the demand and supply of labour.

However, it is naturally not enough if the wage ratios are 
only adjusted to the lasting tendencies of the relations be
tween the demand and supply of labour, by which they promote 
an adequate allocation in broad outlines, but they also have to 
move around the wage centre in accordance with the changes of 
the short-term, the transitional or the local relations of de
mand and supply.24 The diverting of the wage ratios from the 
ratios of the work performed is necessary if the desirable al
location cannot be reached through wages which correspond to 
the work performed.

The assertion of the allocation role of wages cannot even 
in the short run be identified with the diverting of wages from 
the work performed. To achieve it, approaching to and departing 
from the work performed may as well be needed. In many cases, 
the reason behind the non-correspondence between the demand and 
supply of labour is that wages are detached from the work per
formed. The shortage of labour in certain areas can often be 
traced back to wages that are unproportionately low compared to 
the work performed, and vice versa. In this case, the desirable 
allocation can be promoted by approaching the wage ratios to 
the ratio of the work performed.25

As it has already been mentioned, there is no exact measure 
for the comparison of the different types of work; the numeri
cal requirements of distribution according to work are not 
"laid down" anywhere. Hence, the wage ratios corresponding to 
or deviating from the work performed cannot be established with 
certainty either. Actually, there is only one clear case of 
deviation from remuneration according to the work performed; 
namely, when for work that is in every respect similar differ
ent wages are paid at different factories, in different indus
trial branches and in different geographical areas. In the case 
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of remuneration of different types of work, deviation from the 
ratio of the work performed means that the difference in the 
wages paid for these types of work is bigger or smaller than 
what purely results from their characteristics. This cannot be 
established in an exact way, it is only the detachment, the 
unjustified difference, or the lack of a justified difference 
which "give a signal" of their existence; it leads to unfavour
able qualitative allocation, counter-selection, produces dis
satisfaction, and harms the working morale. If the balance be
tween the demand and supply of labour can only be established 
in this way, then the solution should be looked for somewhere 
else, among the factors outside wages or among the institu- 

2 6 tional factors.
Wages are an indispensable but not the exclusive means of 

the allocation of the labour force, and they cannot be applied 
without limitation. Primarily those differences and problems of 
the demand and supply of labour can be remedied through wage 
policy, which were actually caused by waging. They can also be 
applied when the main cause of the problems is something else, 
but in this case, the main cause should also be "treated".

CENTRAL LABOUR FORCE MANAGEMENT AND THE LABOUR MARKET

The formation of the structure of the labour force as re
quired by the changes in the production structure, that is, its 
adjustment to the desirable production structure, cannot be re
alized if only wage policy and other labour market means (com
pany allowances outside wages, etc.) are resorted to. To achieve 
this, a combination of the methods of the labour market and 
those of the central labour force management is necessary.

The regrouping of the labour force with the help of the 
labour market methods primarily means the application of the 
Wage differentials for this purpose: a slower increase (rela
tive decrease) of wages, or the payment of lower wages for 
8^ilar work at places where the goal is to reduce the work 
^Orce, and a faster increase of wages or the payment of higher 
Wages for similar work at places where there is a need to in
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crease the work force. It has the advantage that it is based on 
a positive stimulative effect: workers change their work place 
at their own initiative, and it prompts primarily those to 
change their work place - namely those enterprising young 
oeople who show great adaptability - whose movement is the most 
desirable from an all-social point of view as well.

Besides these undisputable advantages, the regrouping of 
the labour force by way of wage differentials also has its sig
nificant limits.

a. Due to the special economic and social significance of 
wages, every working stratum greatly adheres not only to the 
absolute level of its wages, but also to its relative place oc
cupied in the social wage hierarchy. Any effort aimed at modi
fying the existing wage structure meets with strong opposition 
and, at the same time, it may elicit - economically unjusti
fied - "spilling over" demands for wage increases. Namely, the 
workers who are active in those companies, industrial branches 
or geographical areas where higher remuneration is paid, con
tinue to adhere to an increase in their wages even after the 
elimination of the labour shortage in order to keep in line 
with the average rate of wage increases.

b. Since - in an understandable way - people's "gravita
tion" is strong to stay at their work place, at their place of 
residence or in the profession accustomed to, through a modi
fication of the wage ratios it is much more difficult to make 
the work force leave a given area (company, branch) than to 
attract it to an area which pays higher wages.

c. The reaction of the supply of labour to the changes in 
the wage ratios cannot be exactly calculated nor regulated. It 
cannot be stated exactly how big wage differentials are re
quired to achieve the desirable mobility of the labour force. 
The labour force may also leave such areas from where it would 
not be desirable at all. And it takes a long time to reverse 
the flow of the labour force when it has already started.

d. The stimulation of the regrouping of the labour force 
through wages, that is, the payment of different wages for 
similar work, enables companies which reduce their work force 
due to their uneconomic activity to conceal their uneconomic
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production and thus to prolong their activities of this type 
for a time by way of paying lower wages than the others.

In the case of regrouping the labour force by transferring 
it in an organized way - in its pure form identical wages 
are paid for identical work in every area (branch, company, 
etc.). The necessary regrouping of the labour force, that is, 
the adjustment of its composition to the production structure 
that has changed or is going to be changed, is carried out 
through the closing down of work places in the retrogressive 
areas and the direction of the workers thus released to the ex
panding areas.

According to the conclusions of a survey made by OECD ex
perts, considerable changes took place in the industrially ad
vanced capitalist countries after the Second World War in their 
sectoral employment structure without, however, any substantial 
modification of their sectoral income structure. In the expand
ing branches it was primarily not the higher wages but the fact 
that they had free jobs which made it possible for them to in
crease the number of their employees at a faster than average 
rate. Work force significantly increased in several branches 
where the wages were lower than average (for example in the 
servicing sector). At the same time, in the retrogressive 
branches the reason for the decrease of the work force was not 
the lower wages, but the elimination of work places and the 
subsequent dismissals. Other experiences also show that in 
the capitalist countries where the labour force has undergone ex
tensive structural restratification, it has basically taken 
place everywhere through the "dismissal mechanism".

The "dismissal mechanism" does not function under social
ist conditions in the same way as it does in the capitalist coun
tries. Under socialism every citizen able to work should be 
granted not only the right to work, but also the possibility to 
w°rk. it means that there are no such structural changes which 
w°uld lead to unemployment. However, the regrouping of the la- 
b°ur force, which may be required when changing the economic 
structure, can no longer take place in a way it did during the 
Period of extensive development. In the extensive phase of de- 
Velopment, the change of the economic structure took place 
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basically through the different rates of development of the 
different branches, and reduction was exceptionally rare and 
insignificant. Accordingly, it was the attraction of the labour 
force to the areas to be developed at a fast rate which caused 
a problem, and to make the labour force leave an area was not 
really an issue. Nowadays, however, the reduction of certain 
branches is unavoidable and so is the rechannelling of the la
bour force therefrom. But, as it has already been mentioned, it 
is much easier to attract the labour force to an area through 
wage differentials than to make it leave an area. The labour 
force cannot be prompted to leave the stagnating or retrogres
sive areas by purely wage policy means; for that, the work 
places concerned should be closed down as a first step.

In Hungary, the closing down of work places - up to now - 
has played only a minimum role in the development of the em
ployment structure. The movement of the labour force starts 
out not from the companies but basically from the workers. Ac
cording to a survey by the Hungarian Central Statistical Office, 
in the late 1960s and the early 1970s, 86 per cent of the 
changes of a work place by professionals with medium and high 
level qualification took place at the initiative of the em
ployees, and only 14 per cent of them were prompted by the com
panies.28 This ratio seems to be even smaller in the case of 
manual workers and employees having simple office jobs. The la
bour market in Hungary is clearly a market of the employees, 
where the needs of the companies are completely relegated into 
the background, despite the fact that in recent years this 
situation has changed somewhat to the better. The basic reason 
behind this situation is the lack of a balance of employment, 
that is, the general and large-scale over-demand for labour. 
And this is the main hindrance of the establishment of such an 
employment structure which would promote the development of an 
effective economic structure.

If there are considerably more jobs than employees, then 
the whole system of labour force management becomes disturbed. 
Under such conditions, wages cannot adequately fulfil their al
location function. To obtain labour force, every company and 
institution goes as far as its final limits in increasing wages.
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In this way, it becomes the abundance or the shortage of the 
financial means available for wage increases that forms the 
wage ratios, and through this the allocation of the labour 
force, and not the real need. Under the influence of the "wage 
competition", that is for higher wages, many workers change 
their work place unnecessarily from a national economic point 
of view, and there is no guarantee that they choose those jobs 
from among the numerous vacant ones which the national economic 
interest would require.

Therefore, the key question is the development of the 
number of jobs so that they be in harmony with the available 
labour force. Such a development policy and system of regu
lators would be needed which would limit the establishment of 
new jobs and would stimulate the termination of the uneconomi
cal and outdated jobs and work places. To achieve this, differ
ent means can be applied, for example, the realization of an 
adequate system of wage regulation, or to increase the price of 
labour, etc. I think, however, that from this point of view the 
interest of the economic managers is also important, because 
until very recently, they were basically interested - both fi
nancially and with regard to social prestige - in an ever big
ger number of work force at their company.

The necessary transformation of the structure of the la
bour force is primarily not a company but an all-social task; 
it cannot be solved only within the companies' frameworks, it 
also requires central labour force management measures. The 
Problem of granting employment to people released by the ter
mination of jobs cannot simply be shifted on to the company. It 
cannot be realized without measures such as the development of 
the activities of the labour force management organs, the organ
ization of necessary retraining and the assumption of its 
financial burdens as well as of those of changing a profession 
°r the place of residence by the state, etc. All this does not 
mean that the mechanism of the labour market is switched off, 
°n the contrary, all this constitutes a condition of its proper 
Actioning.

The Individual, human problems involved in the regrouping 
°f the labour force in a way as it is desirable from a social 
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point of view can be very serious even if it is very carefully 
prepared and realized.29 It may involve three types of movement 
of the labour force: change of job and work place, change of 
profession and/or change of place of residence. Each of these 
may cause in itself serious ordeals for the workers concerned 
as well as for their families, and it may even happen that they 
have to face all three simultaneously. This type of difficul
ties of those who change their job because of national economic 
interests have to be compensated with higher wages as far as 
possible. This does not cause any special problem if the new 
job offered to the worker is placed at the same or at a higher 
level in the existing wage hierarchy than the former one. How
ever, it occurs ever more often that due to a higher level of 
mechanization and the modern equipment applied, work at the new 
place is physically less strenuous and working conditions are 
more favourable, and, as a result, wages here are lower than 
they were at the old work place. In this case, the more favour
able working conditions may be an attractive force, but the 
majority of the workers cannot suffer a large-scale decrease in 
their wages even under such conditions. This situation has to 
be eased even if by temporary solutions.

Obviously, the choice of a job is not only affected by the 
relationship between the wages at the old and at the new work 
place, but also by the relationship between the wages at the 
newly offered work place and those at other work places that 
might also come into question. Workers will hardly accept the 
work place offered to them - however important it is from a 
national economic point of view - if they can get much higher 
wages with similar efforts at some other work place. Therefore, 
it is very important that the wage ratios should by and large 
be "in order" with regard to the whole of the national economy. 
In Hungary at present this is disturbed by several circum
stances, among others, by an ever wider circle of "invisible" 
incomes (honorariums, i.e. sums paid to express gratitude, 
tips, bribes) earned in addition to the official wages. This 
has a disorganizing effect on the allocation of the labour 
force among the professions and work places, and within that on 
its qualitative allocation.30
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NOTES TO CHAPTER 3

1

2

This chapter was elaborated on the basis of an earlier ar
ticle of the author published in Kozgazdasdgi Szemle, March 
1978 .

3

Naturally, this cannot be interpreted in 
either. It does not violate human rights 
ated physician or teacher can only start 
in the countryside.
This was also the case in Hungary in the

an extreme 
if a newly 
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way 
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1950s when in the

4

5

6

7

8
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most dynamically developing branches wages were outstandingly 
high. But even in China, where the administrative methods 
are known to have a major share in the allocation of the la
bour force, wages are higher in the provinces with a limited 
supply of labour than in the others.
The attitude of the trade unions is not quite unanimous in 
this respect. Their basic endeavour in principle is to 
secure identical wages for identical work. At the same time, 
however, they also have to represent partial, local in
terests, and naturally they have to utilize every possibil
ity to realize these interests. Therefore, they sometimes 
deviate from their basic principle in everyday practice.
See Pongrdcz, L.: A kereseti ardnyok tdvlati fejlesztdse 
(The long-term development of wage ratios), Kozgazdasdgi 
ds Jogi Kdnyvkiadd, 1975, pp. 143-145.
The central wage tariff system has only a very indirect ef
fect on the remuneration of work in the agricultural co
operatives.
In Hungary-between 1949 and 1975, 36.8 per cent of the 
skilled workers acquired their vocational qualification at 
various courses and not at schools. Before 1965, that same 
figure was over 50 per cent. [Source: Pogdny, Gy.: A munka- 
megosztds rendszerdrdl ds fejldddsdrdl (On the system and 
development of the division of labour), 1977, p. 189. - 
Mimeographed.]
"In the course of modernization,... a system of simpler 
vocational training... as well as of practical training 
should be established at the work places. [Cravero, R.: A 
ndpgazdasdg munkaerd-szUksdglete ds az oktatds tdvlati fej- 
lesztdse (The demand for labour of the national economy and 
the perspective development of training), Tdreadalmz Szemle, 
1977, No. 5, p. 85.]
Wage ratios have a greater role in the qualitative alloca
tion than in the quantitative one. Namely, educational in
stitutions training for professions which promise goodin
comes can select from a greater number and more talented and 
better prepared applicants than the others. (In Hungary in 
1975 the number of applicants was bigger than the number of 
those admitted by 3.58 times at the medical universitres 
whereas the corresponding figure was only 1.99 at the tech 
nical universities, 1.81 at the universities of arts and 
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sciences and 1.75 at the teachers' training colleges. At sev
eral other universities and teachers' training colleges the 
number of applicants hardly reached the possible number of 
admission.) Where the number of applicants is abundant, most 
of the weaker candidates do not even apply for admission.
This does not mean that the Hungarian educational structure 
fully corresponds to our social and economic needs [see on 
the subject Jdnos Timdr: A kozneveldsi rendszer tdvlati fej- 
lesztdsdnek ndhdny kdrddse (Some questions of the perspec
tive development of the system of public education), Nalds&g , 
No. 1 , 1976].
The significant role of non—financial factors in choosing a 
profession was — almost ahead of his time — noted already by 
Adam Smith. He integrated it into his concept of "net ad
vantage" which constitutes an essential part of his overall 
concept of the labour market. According to this, wages are 
only one factor of the net advantage of the different pro
fessions, which means the sum of the financial and non- 
financial advantages reduced by the financial and non-finan- 
cial disadvantages. The labour market is in balance when the 
not advantage of the various sorts of labour becomes bal
anced and by and large equal, which takes place through the 
reallocation of the labour force caused by the wage dif
ferentials .

12 Despite what was said above, it should not be left to wage pol
icy alone to ensure the occupation of the physically burden
some jobs, as this problem cannot be solved exclusively 
through financial incentives. If it were, it might result in 
entangled wage ratios which may involve very harmful con
sequences in other respects, for example, in that of the 
utilization of the available intellectual potential. An ade
quate number of employees ready to undertake work which is 
more burdensome than the average should - in addition to 
financial stimulation - be ensured through the elimination 
of the general shortage of labour and through the establish
ment of an appropriate school system.

1 3 In this respect, there are rather great differences between 
the individual countries. The special attitude of capitalism 
is especially strong in the United States. The social pres
tige of work has a much smaller role there than in the coun
tries where the power of traditions is greater.

14 It can often be heard and read, for example, that the social 
prestige of turnery has decreased to a considerable extent 
over the past few decades. A study of the related data shows 
that it has also got much farther down in the income hier
archy. Or let us mention another example, that of teaching. 
The results achieved in the field of improving the financial 
position of teachers, who have a key position in the forma
tion of both the general cultural level and the public 
spirit, will place this stratum higher on the scale of 
social prestige.

15 _bee (Popova, I.M.) noncsa,M.M.:CTMMynMpoBanne TpyxiOBoB 
fleHTeriBHocTH KaK cnocoB ynpaBneHHH (Stimulation of work as 
a means of control), Knee, 1976, p. 167.
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17

18

19
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21
22

See^Berdnyi, J.: Kildpdsek, elvdrdsok. A felsdfoku vdgzett- 
sdguek munkahely-vdltoztatdsai (Quits and expectations. Em
ployees with higher level education changing their work 
places), Munkaiigyi Szemle, February 1977, p. 11.
Les salaires et la mobility de la main-d'oeuvre. OECD Paric 
1965, p. 85.
According to a conclusion by the Hungarian Central Statisti
cal Office, some of the workers surveyed have hidden their 
financial reasons for changing their job behind some other 
reasons. A characteristic "cover reason" is, e.g. "the fam
ily". [Kdpzettsdg ds kereset (Qualification and wages), Vol. 
Ill, 1971, KSH Statisztikai Idoszaki Kozlemdnyek, No. 396 
p. 71.] /
See Viszt, E.: A munkaero szakmai mobilitdsa (The profes
sional mobility of the labour force), Akaddmiai Kiadd, 1975, 
p. 19.
A szocializmus politikai gazdasdgtana (The political economy 
of socialism), Textbook, Kossuth Konyvkiadd, 1973, pp. 275- 
276 .
Ibid. , p. 284.
There is a view which maintains that the precondition of 
adequate allocation of the labour force is the levelling 
of the m/v rate among the different professions, because 
lasting difference of the m/v rate results in an excess 
labour force in certain professions, and in its shortage

the 
up 
a 
of 
in

23

24

25

some others. In fact, it is the level of wages compared not 
to the value produced by the worker, but to the work per
formed by him which allocates. Workers are interested not in 
the surplus-value they produce, but in how their work is 
paid related to their qualification, intellectual, physical 
and nervous efforts. Possibly, they would choose a profes
sion where, with similar abilities and efforts, they can get 
higher wages - irrespective of the rate of the surplus-value.
Without intending to force any parallel, I would like to 
mention that the building of the lasting, tendency-like non
correspondence of demand and supply into the wage centre is 
not alien to the Marxist theory of prices. Let us think, for 
example, of the theory of land rent.
"The various types of work are continuously devalued or re
valued, depending on how much they are needed at the given 
time or location in relation to the labour force available 
in the given field of the economy." [Forgacs, K.: Kfsdrlet a 
munka szerinti elosztcis rdszletesebb kifejtdsdre (An attempt 
at a more detailed exposition of distribution according to 
work), Kbzgazdasdgi Szemle, March 1977, p. 302.j
This could be illustrated with several examples. Let us 
take one from among them. In the early 1970s, the Hungarian 
aluminium Industry struggled with a serious shortage of la
bour, which basically resulted from the fact that the wages 
°f bauxite miners were considerably below those of coal 
miners working in the same geographical area, although their 
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work was not at all easier than that of the latter ones. 
That situation could only be remedied through increasing the 
wages of the bauxite miners, i.e. through the elimination of 
the disproportion in wages.
I have already referred to such a case with regard to the 
problem of the occupation of physically burdensome jobs.

27 Les salaires et la mobility de la main-d’oeuvre, OECD, Paris 
1965, p. 13

28 Kepzettseg 6s kereset (Qualification and wages), Vol. II, 
Central Statistical Office, 1971, p. 63.

2$ Therefore, the transformation of the labour force structure 
belongs among the most difficult tasks involved in the 
transformation of the whole production structure [see Friss, 
I.: Iparfejleszt6s 6s gazdasigpolitika (Industrial develop
ment and economic policy), Tdrsadalmi Szemle, 1973, No. 1, 
p. 35.]

30 These "invisible" incomes often have connection neither with 
the work performed nor with the relationship between the 
demand and supply of the given category of labour. They can 
rather be traced back to the defenceless position of those 
who wish to avail themselves of certain services and to the 
advantageous position of those who dispose of certain ser
vices or goods, of which supply is only limited.
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CHAPTER 4

THE ROLE OF WAGE DIFFERENTIALS IN STIMULATING 
FOR AN INCREASE IN PRODUCTIVITY.
WAGE DIFFERENTIALS ACCORDING TO PERFORMANCE1

The qualitative and compensating wage differentials are wage 
differentials between different categories (groups) of workers. 
However, to achieve the stimulative effect of wages it is ab
solutely necessary to have individual wage differentials - de
pending on work performance - within the different categories, 
that is, in the same jobs. Individuals have to be stimulated 
not only to become able to fulfil certain tasks and to under
take jobs at a place and of a type where and which is needed by 
society, but also to perform adequately in the job they under
take. In this chapter I shall primarily study the problems of 
individual wage differentials serving this goal from the point 
of view of their effect on an increase in productivity and on 
the possible acceleration of economic growth. However, since 
the increase in productivity and, within that, individual work 
performances are also greatly influenced by the wage ratios be
tween the different categories of workers, I shall return to 
these latter problems as well.

In this study, I have generally interpreted the concept of 
an increase of productivity in a broad sense. In some cases, in 
addition to the increase in the amount of goods produced by a 
unit of labour, I have also taken into consideration the mo
dernization of the products, the improvement in their quality 
as well as the favourable changes in the product structure re
sulting in an increase of productivity at a company level. 
Furthermore, I also include in it the increase in the amount of 
Products brought about by an increase of work intensity - its 
effect, with the exception of very rare cases, cannot be separ
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ated in practice from the increase of productivity in the clas
sical, Marxist sense as well as the better utilization of 
the working tools, machines and equipment if it results in an 
increase of labour productivity at the company level. However, 
I primarily concentrate my attention on the stimulation to save 
live labour, which has especial significance nowadays. During 
my study, I have primarily considered the experiences and prob
lems of industrial companies.

Financial stimulation - and, within that, the differentia
tion of wages - is only one of the factors influencing the level 
and increase of productivity. Its effect cannot be numerically 
separated from that of the other factors, and with the excep
tion of some rare cases, it cannot be quantified. But this does 

2 not, of course, mean that its study is not significant.
According to a survey of the Hungarian National Committee 

for Technical Development, the lower level of technical equip
ment in the Hungarian machine industry compared to the West 
European countries explains only about one third of the differ
ence in the level of productivity, the rest is due to insuf
ficient organization, stimulation and work discipline.3

THE GENERAL MECHANISM OF STIMULATION

The general system of stimulation can be examined from 
numerous aspects. Here, we shall approach it from the aspect of 
regulation theory. From this point of view, stimulation can be 
regarded as a regulator based on the principle of negative feed
back. Representing it in a schematic way, we obtain the fol
lowing diagram (see top of next page).

Expounding it in words: in order to achieve adequate moti
vation, the body or the person (let us say, the foreman or the 
shop-manager) that performs the role of the regulator, after 
taking into consideration the registered signs, emits regulat
ing impulses which prompt the stimulated individual to produce 
the required output. However, the behaviour of the individual 
is influenced not only by the regulating impulses starting out 
from the regulator, but also by the totality of the effects
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reaching him or her, that is, by all the environmental impulses, 
Some of these have their origin outside the work place (the in
fluence of the family, of friends, etc.); others reach the indi 
vidual at the work place, but do not originate from the regu
lator, instead, they result from the technical conditions, 
technology, the production and the work process, the attitude 
of the workmates and the collective, etc. The impulses of this 
latter type do not necessarily fit in with the stimulation goal 
set by the regulator. It may happen that the technical condi
tions, the organization of the production and the work process, 
or the attitude of the collective hinder the realization of the 
goals set by the regulator. Which effect becomes stronger de
pends on the power relations within the environmental impulses 
and is finally decided by the struggle among them.

The regulator has to be able to select from a multitude of 
outputs (expressed partly by the work performance and partly by 
so-called "sociological" manifestations, such as satisfaction, 
dissatisfaction, emotional relationship between the members of 
the collective, etc.) those which are important for the purpose, 
that is, the ones which have to be registered. The regulator 
also has to be able to adequately interpret these registered 
impulses and emit the necessary regulating - and within that, 
stimulative - impulses. It is not sufficient for the regulator 
to take into consideration only a few signs which are easy to 
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measure, because from the point of view of the attainable goal, 
the ones which are more difficult to measure, or which cannot 
be measured quantitatively at all, may be more important. If 
the latter ones are disregarded, it may distort the whole regu
lating mechanism. The elicited motivation effect depends to a 
large extent on the selection of the signs to be registered and 
on the thoroughness of their evaluation. All this, naturally, 
sets high requirements against the personal abilities and quali
fication of the regulator.

A precondition of the successful functioning of the regu
lating mechanism outlined above is that the regulator must have 
definite expectations and requirements concerning the stimu
lated individual. The regulator must have adequate norms to 
which he can compare or measure the output signs. Accordingly, 
the task of comparing and measuring should not be interpreted 
in the mathematical sense, because that is only possible in a 
few cases. However, comparison and measuring in this broad 
sense are indispensable. There can be no regulation without 
measuring. It is on the basis of the results that the regulator 
develops and modifies the regulating and stimulating impulses.

The regulator does not have an unlimited autonomy in the 
emission of regulating and stimulating impulses. His activity 
and behaviour are limited by the impulses of other regulating 
circles directed at him. (For example, a foreman fulfilling the 
role of a regulator has to act within the limits set by the 
rules and instructions elaborated at a higher level of manage
ment, by the hierarchical and functional control bodies of the 
company. These bodies or their representatives - e.g. the shop
manager, production engineer, examiner of finished goods, etc. - 
may also give direct orders to the workers under the control of 
this foreman.) However, this limitation cannot be of an extent 
that it would question his authority. Every regulation requires 
adequate authority ; without this, it becomes formal.

A precondition of the functioning of the stimulation mech
anism is that the stimulated individual should be interested in 
the realization of the expectations set against him or her. 
This requires that if the individual produces output signs 
(e.g. work performance) that are favourable compared to the ex
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pectations and the norms, then it must be followed by such regu
lating impulses and consequences which are favourable for him 
or her, and vice versa. Every sign of the mass of registered 
signs has a corresponding response. This does not necessarily 
have a wage character, because such a sign may also refer, for 
example, to inadequacies in organization, technology, working 
conditions, human relations, etc., which cannot be remedied by 
wages, or if they can, then only to a very limited extent. How
ever, among the many different types of regulating impulses, 
wages do have an outstanding place.

Any system of stimulation can only function properly and 
the stimulated individual can only produce the expected outputs 
(performance, attitude) if he or she can have a direct effect 
on one or the other factor of the goal of the motivation. 
Anyone may be made interested in many things, but it does not 
mean stimulation.^ In addition, the stimulated individual has 
to be able to interpret the regulating impulses in accordance 
with the attainable goal, to adequately react to them, and to 
have the necessary abilities (talent, expertise, etc.). All 
this, however, is only a precondition, but not a guarantee for 
the attainment of the desired goal. It is a very important cir
cumstance that the stimulated individual is a personality who 
has his or her own separate interest, who belongs also to a 
group which has its own interests, and who - if there is a 
possibility - tries to influence the regulation process through 
his/her outputs in his/her own interests. In extreme cases, 
this may go as far as to consciously produce distorted outputs 
(by withholding work performance, concealing innovations, 
etc.), in such cases, some sort of a "contra-regulating circle" 
is established. This can be corrected or prevented through 
widening the circle of the registered signs (by making the 
evaluation more complex) and through modifying the regulating 
impulses.

Every regulation is differentiation in so far as it pre
supposes such a differentiated formation of the regulating im
pulses which conforms to the output signs. More favourable 
output signs (e.g. work performance) have to be rewarded with 
^re favourable regulating impulses. This also means differen
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tiation if only one worker is involved. If a worker receives, 
say, 100 forints for the production of 100 work pieces and 150 
forints for 150 work pieces, then it is already wage differen
tiation according to performance. Our scheme presents only a 
single regulating circle, that is, it contains the possibility 
of differentiating the regulating impulses only over time, with 
regard to one single worker. This is the basic form of every 
stimulation. If individual performances are not followed by the 
individual wages, then wage differentiation according to per
formance between different workers is simply impossible. Wage 
differentiation among workers with different performance can be 
regarded as the coexistence of several regulating, stimulative 
circles, while their coexistence also means that they mutually 
exercise an influence on each other. By comparing the output 
signs emitted by several workers, the regulator gets sound 
foundations on which to develop his expectations and, based on 
those, his regulating impulses. Furthermore, due to the very 
nature of things, there is usually a certain competition devel
oping among workers working at the same place, and this in
creases the stimulating effect.

HOW THE VARIOUS WORKING PEOPLE AFFECT PRODUCTIVITY, 
AND THE PROBLEM OF THEIR STIMULATION

I continue my study with the examination of the following 
issue: at the present level of development of production forces, 
what sort of influence can the different groups of workers have 
on what factors of productivity and in what way, and what sort 
of conclusions might be drawn from all that with regard to the 
possibilities of their stimulation?6

I am going to study the situation of three groups of com
pany workers from the above points of view:

1. staff workers;
2. workers employed in key positions, but not in leading 

positions;
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3. workers in leading positions {within this latter group, 
I shall discuss separately some problems of medium-level lead
ers) .

THE STIMULATION OF MANUAL WORKERS AND OF STAFF EMPLOYEES

Basically, individual workers can exercise an effect on 
the level of productivity in two ways: on the one hand, through 
the factors of the productivity potential and, on the other, 
through the factors of the utilization of that productivity po
tential. Below I shall study the various cases of their stimula
tion.

a. Manual workers can in the first place influence the 
utilization of the given productivity potential. In the major
ity of cases, this still takes place in the traditional way in 
the socialist countries. Many of the workers regulate the 
rhythm and pace of their work themselves. Through a better or
ganization of their activity and a better utilization of their 
worktime, they have a possibility of increasing the quantity of 
products (the number of processed pieces) manufactured in a 
unit of time. Under such circumstances - and if the scale of 
the series is appropriate, the quality requirements are not too 
high, and both the quantitative and the qualitative performance 
can easily be checked -, the increase of productivity can be 
best served by wages increasing in proportion to the quantitat
ive performance. This can have a piece-wage character, that is, 
when the wages of workers doing the same work differ only in 
Proportion to their quantitative performance and maybe to those 
qualitative differences that can be measured in an exact way, 
°r it can be that sort of a "performance wage" which also ex
presses those characteristics of the workers which are not ade
quately expressed in their quantitative performance, but are 
important for the company (practice in the trade, manysidedness, 
adaptability, loyalty to the company, etc.).7 This is done in 
the following ways by taking into consideration the character- 
lstlcs described above, a basic wage is determined for the 
w°rker, which is then increased or decreased depending on the
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quantitative (and the exactly measured qualitative) performance. 
(This, in the majority of cases, is realized in practice by way 
of multiplying the basic wage by the performed percentage of 
the work norm.)

In the Hungarian industry - due to the applied technology 
and work organization - the application of this system of wag
ing is still justified in a relatively great number of fields. 
Compared to this, the number of those paid by performance is 
low, and many of them work in forms of a degressive type, which 
only have a limited stimulating effect. This situation is usual
ly explained by the limiting effect of the central wage regula
tion which determines the average level of wages payable by the 
companies. This is partly true, but other, more deep causes 
also play a role here. I shall return to them below.

b. In modern production, the pace of work is increasingly 
regulated by the machine. Workers cannot increase the quantity 
of products manufactured during a unit of time according to 
their own abilities and efforts, as it is limited by the para
meters of the equipment. They can primarily influence productiv
ity by decreasing idle time and by guaranteeing the required 
quality. Therefore, stimulation should primarily be directed at 
this. The adequate form of waging is time-wages which are, 
however, made dependent on the fulfilment of given indexes, 
or they may also be supplemented by individual or collective Q 
premiums which again depend on the fulfilment of these indexes. 
Time-wages made dependent on performance or supplemented by 
premium are the adequate form of waging also at those places 
where the qualitative requirements, the economical use of mate
rials, etc. have especially great significance.

In the case of these forms of stimulation, which corre
spond to modern production, the establishment of correct basic 
wages conforming to the real qualities of the workers has a 
decisive significance. However, there are many problems in this 
field. Differentiation is weak and it often does not correspond 
to the most important factors from the point of view of produc
tion.
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Recently, at a company in the machine industry employing 
about 6,000 workers, where the main form of waging applied is 
time-wages made dependent on performance, the workers were 
asked to tell their opinion about the system of establishing Q basic wages as well as about the principles involved in it.

More precisely, workers were asked to say that in their 
opinion what the ratio of the wage-determining factors made de
pendent on performance was and what the ratio of those indepen
dent of performance was. Those carrying out the survey classi
fied the following among the factors made dependent on perform
ance: higher quantitative performance, higher qualification, 
talent, flair for initiation and innovation, the quality of 
work, participation in self-education or institutionalized 
further training, and professional ambitions. They regarded as 
factors independent of performance the loyalty to the company, 
social position of the worker, compliance with managerial in
structions, adaptation to the collective, political and human 
reliability, as well as participation in voluntary work. Accord
ing to an overwhelming majority of the replies received, at 
this company it is primarily the factors independent of perform
ance that are asserted in the establishment of wages, and the 
factors made dependent on performance are pushed to the back
ground.

Undoubtedly, there are questionable points in this survey. 
For example, it is doubtful whether it is correct to classify 
compliance with managerial instructions, adaptation to the col
lective, or even loyalty to the company among the factors that 
are unambiguously independent of performance (i.e. that do not 
directly influence performance). Furthermore, it is not sure 
at all that the workers have an absolutely objective judgement 
°f the company's practice of establishing wages. The question 
is very delicate, affecting everybody, and therefore it is 
Probable that the opinions also express a certain degree of ex
aggeration and bias. However, it is also hardly believable that 
they lack any realistic foundation.

c. In the period of extensive development, the main goal 
of wage differentiation is to stimulate workers to increase the 
quantity produced. However, in the phase of intensive develop
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ment, this task becomes modified, because the prime goal is not 
necessarily to increase production, but also the requirement of 
saving work force comes into prominence. And in this respect, 
the possibilities are less limited. Although under the condi
tions of modern technology workers can have only little influ
ence on the quantity of production, their number might, how
ever, be changed. There may be a possibility to increase the 
number of the machines operated by one worker, or to unite dif
ferent jobs in one, etc. These have become the most important 
methods of increasing productivity. Therefore, the primary aim 
should be to make the workers interested in saving work force. 
The most evident form of this is to distribute a part of the 
wages saved in this way among the workers who have achieved 
that saving. However, this is a solution far from being free of 
problems. If a considerable part of the wages saved is distri
buted, it may cause disproportions and serious tensions. But if 
only an insignificant part of the wages is distributed, then it 
does not have a stimulative effect. I shall return to this 
dilemma later.

d. The waging and stimulation of office workers have been 
extremely neglected. In the overwhelming majority of cases, 
even a minimum of quantitative requirements is missing. Wages 
are usually differentiated on the basis of formal characteris
tics: educational level, seniority, etc. The most important in 
this field would be the realistic determination of the job 
tasks and the consistent checking of their fulfilment. If a 
worker undertakes - and fulfils - more than what is laid down 
in his/her job description, then he/she should be granted 
higher remuneration. There are great resources in this field, 
which could be utilized to save labour force. Namely, there are 
especially ample opportunities to combine job tasks as well as 
various jobs, and, primarily, to better organize office work. 
The utilization of these possibilities would be all the more 
important, since these fields "devour" the labour force.

Above, we have reviewed some of the most frequent problems 
of the stimulation of staff workers, as they appear in everyday 
practice. However, the increase of productivity - taking the 
productivity potential as given - is primarily conditioned by
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the organization of production and by work organization, while 
stimulation has only a complementary role in it. And the crea
tion of these conditions does not depend on the staff workers 
but on the managers and on workers in key position.

THE SITUATION AND THE STIMULATION OF WORKERS EMPLOYED IN 
KEY POSITIONS WHICH ARE NOT LEADING POSTS

Until very recently it was one of the greatest shortcom
ings of the Hungarian system of stimulation that it was pri
marily directed at the workers at the workbench, intending to 
stimulate them for ever greater performance, while it devoted 
considerably less attention to those working strata whose mem
bers, one by one, influence the level of productivity to a much 
greater extent.

Under given technological and organizational circumstances 
a worker can possibly increase his performance by 20 to 30 per 
cent. At the same time, those who design and construct the pro
ducts, those who develop the required technology as well as 
those who organize the work processes have many times more 
Possibilities to increase productivity. Let us give a - nega
tive - example to substantiate what was said above. According 
to both the Hungarian and the foreign professional literature, 
workers are responsible for 5 to 20 per cent of all the faults 
in manufacture, while designers and production technologists 
for 15 to 80 per cent.

In the earlier phases of the development of the forces of 
Production, the question was raised differently. The functions 

the development of technology, of the organization of pro
duction and of work organization were not separated from the 
workers to the extent as are now in modern large factories. 
^®n they were separated, then these functions were performed 
by the entrepreneur himself, or by a few experts who were work- 
iri9 directly under him. Under the present conditions, when 
these functions are performed by a huge technical and economic 
ataff which is far from the direct control of the company man- 
a9ement, the stimulation for increasing productivity should 
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primarily be centred on this staff. In Hungary, however, the 
control over this staff as well as its stimulation are very 
underdeveloped.

There are several phenomena which indicate the inadequacy 
of stimulation as regards the technical and economic staff. For 
example, the number of innovations is extremely low in Hungary 
compared to the international standard (see Table 18).

Table 18. Number of registered innovations per 100,000 capita 
in 1971

Bulgaria 23.9 Britain 44.6
Czechoslovakia 42.0 Finland 19.9
GDR 26.6 Japan 78.1
Hungary 11.6 Sweden 55.5
Poland 16.9 Switzerland 100.6
Soviet Union 51.0 United States 35.2

Source: Tasnddi, E.: Az ujrt<5 mozgalom elvi—gyakorlati 
k^rddsei (The theoretical and practical questions of the 
innovation movement), Szakszervezeti Szemle, No. 2, 1974, 
P. 32.

Within the whole of the economic and technical staff, a 
special place is occupied by those who have a job of key import
ance. They do not necessarily have a leading post (here we are 
dealing with those who are not in leading positions), but due 
to their job, they have great influence both on the increase of 
the productivity potential (those engaged in the development of 
products and manufacturing, those who plan the investments, 
technologists, marketing people, etc.) and on the utilization 
of the given productivity potential (organizers, labour experts, 
maintainers, etc.). It seems that workers employed in key posi
tions which are not leading posts constitute a stratum whose 
abilities and capacities are utilized to the smallest extent 
from among all the working strata in Hungary. They usually per

158



form much less than they would be able to under favourable con
ditions and with adequate stimulation.

Their waging - primarily through an increase in their 
basic wages corresponding to their performance, but also through 
various premiums or bonuses - should promote the evolvement of 
their creative and initiative abilities, their receptivity to 
what is new, and it should also stimulate them to keep pace 
with scientific development. However, all this is realized only 
to a very small extent. The problem starts with the fact that 
the wage level of these categories is very low, and those who 
are not promoted to a leading post have only very limited possi
bilities of financial advance. For example, the salaries of 
engineers who are not in leading positions are hardly more than 
the wages of skilled workers, although the actual technical 
work is essentially performed by them.

The relative wages of technical employees - indicated in 
Table 19 - show a strongly decreasing tendency and by 1974 they 
were only 15 per cent higher than the wages of skilled workers.

Table 19. Wage ratios in the Hungarian socialist industry
1964 1969 1974

Unskilled workers [ 100 100 100

Semi-skilled
workers 107 • 107 109

Skilled workers 137 100 140 100 142 100

Workers total 118 86 100 119 85 100 122 86 100

Technical em-
ployees 175 128 149 172 123 144 163 115 133

Office workers 113 82 96 112 80 94 109 77 90

_ Source: The calculation was based on the data of the 
^staki KUslem^nyek on the composition and the income rela- 
tJ°ns of the empioyees in the socialist industry, as well as on 
he respective volumes of Statisstikai ^vkbnyvek (Statistical 

yearbooks).
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This situation results, on the one hand, in a sort of 
counter-selection as regards the personal composition, since many 
young people with excellent qualities are discouraged to choose 
this career. On the other hand, those with adequate qualities 
and knowledge who are in the job become disillusioned and are 
compelled to utilize a significant part of their energy outside 
their official job. Company managers do not - and under the 
given conditions cannot - set adequate requirements which would 
utilize all the energies and knowledge of these people. At the 
same time, it is difficult to measure their performance in an 
exact manner, only very competent leaders are able to adequate
ly estimate it. But, even if there are such leaders - who are 
rather rare - they have hardly any possibility to acknowledge 
outstanding performance with outstanding financial remuneration. 
The basic wages are more or less equal, they differ only accord
ing to seniority, whereas bonuses are insignificant.

The main problem lies not in the form of stimulation but 
in the general financial under-appreciation of this stratum that 
plays an extremely important role. It is especially striking if 
we compare their situation with that of other groups that have 
a more or less similar level of qualification. The financial 
situation of most of them is probably not more favourable than 
that of teachers (who are considered to be the worst-paid 
stratum among the intellectuals, having only slightly more 
wages than the skilled workers) because the latter, due to 
their more leisure time, as well as their less strict working 
hours, have more time and possibilities to engage in activities 
earning extra income. We could even say that official bodies 
almost expect the teachers to engage in such extra activities 
(especially in the countryside). (It is a different question 
that this is carried out at the expense of their teaching and 
education activity which constitutes their main task.)

At most of our companies the wages of the intellectual and 
of the manual workers are continuously compared to each other, 
and it is regarded as a positive result if the differences be
tween them decrease or disappear. This view is unjustified, and 
this categorization is rather artificial and already outdated. 
It is well known that many of the so-called manual workers per-
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form a very high level of intellectual activity, whereas the 
category of intellectual workers ranges from the simplest of
fice workers to the general managers and also includes the 
group of experts in key positions discussed above. Naturally, 
it is a correct endeavour to ensure that simple office work 
would not pay more than manual work requiring similar educa
tional qualification but involving more physical hardness; how
ever, generally this has already been realized. At the same 
time, the limitation of the income possibilities of the experts 
in question may cause serious national economic damage, and 
therefore - at least in the long run - it cannot be advanta
geous politically either.

• •
THE STIMULATION OF MANAGERS

Managers can primarily influence the production results 
through an adequate control over the work of their staff mem
bers. Obviously, in the first place they will stimulate their 
staff members to perform such work, in the realization of which 
they are also interested. Managers' work must be judged on the 
basis of the actual results of the unit under their management, 
as this is a precondition for them to be able to stimulate 
their staff members to increase their contribution to an im
provement in performance and productivity as well as to differ
entiate their wages accordingly.

There are widely diverging views about the role financial 
interestedness and the so-called moral incentives, as well as 
the possibility of satisfying creative ambitions can play in 
the stimulation of managers. There are some who maintain that 
ibe latter two have a decisive importance and financial incen
tives have only a secondary role. This view is not correct, as 
it is also clear from several examples taken from everyday life, 
in reality, the financial aspect does not have a secondary im
portance for leaders either; however, it asserts itself in a 
special way in their case. Perhaps the most characteristic one 
is its close interconnection with the previous factors. Namely, 
Xt is obvious that managers who receive relatively high salaries 
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and give the maximum of their efforts can hardly be stimulated 
for an outstanding extra performance or for a deviation from 
the usual direction of their activities in return for some ad
ditional financial remuneration (which may be only an insignifi
cant amount compared to their regular salary)• Those in lead
ing posts generally strive for the maintenance of their posi

tion which provides them with a high income they have got ac
customed to as well as moral respect and social prestige. Some 
of them also have the aim to acquire a higher post. Therefore, 
managers should be made interested in these things in the first 
place.

Managers' activities - which in the majority of cases are 
highly complex - cannot be evaluated with absolute accuracy, 
since such an evaluation cannot be made by simply taking into 
consideration some indicators. This is all the more so as the 
company achievements necessarily also reflect the influence of 
circumstances independent of the managerial performance (for 
example, the development of profits is also greatly influenced 
by the price changes as well as by the various factors of the 
system of prices, which the company management can neither ex
ercise an effect on nor can it recompensate them to any signifi
cant degree, etc.). In addition, the results of the most im
portant elements of managerial activities usually evolve only 
in a longer period and they only very rarely do so in the given 
year. At the same time, when evaluating managerial activities, 
it is not only the work actually done that must be taken into 
consideration, but also what was not done; in other words, the 
missed opportunities should also be considered. And the evalu
ation of these is especially difficult. And finally, it cannot 
be disregarded either that the data required for the evaluation 
of leaders - at least in the case of the top company managers - 
are in their own hands. And these data - within certain limits 
can be "manipulated". (It is not only a Hungarian experience 
that managers are almost always able to document the indicators 
which are needed to safeguard the incomes they are accustomed 
to, or, at least, the circumstances which serve as an excuse 
for non-performance.)
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Due to what was said above, even the most sophisticated 
system of stimulation can only to a very limited extent make 
the managers adequately interested in effective management and, 
within that, in an increase of productivity. It seems to be 
sensible that the wages of managers should not follow step by 
step every temporary fluctuation in the profits of the produc
tion unit under their control (i.e., that they should not simply 
depend on the annual profit), they should only be connected 
with them in the long run, in their tendency. Every short-term 
interestedness stimulates for wasteful management. The remunera
tion, the promotion and the demotion of managers should be made 
dependent on how adequate strategies they work out for the unit 
they control and how they realize them.

Managers should primarily be made interested in such a way 
that they could maintain their position which ensures high in
come and social prestige for them only in the case of lasting 
good performance. These days much is said about the need for 
socialist companies and their managers to take risks. Its only 
realistic way is exactly what we have just mentioned: managers 
may only retain their position as long as they are able to per
form their function at a high level. Under the conditions of 
the socialist countries, it is difficult to imagine any other 
form of taking risks. However, the realization of this prin
ciple would require a more flexible practice of replacing man
agers, and also that managers who are unable to adequately ful
fil their task should not obtain a position of a similar level 
at some other place.

Actually, the practice of replacing managers whose activi
ties are evaluated as weak is not rare. The problem is rather 
that managers who failed at their "examination" at one place 
obtain again a managerial position at another. According to a 
survey conducted in some big factories at Ojpest (an outer dis
trict of Budapest), a special circulation can be observed, 
which results in the fact that almost the same persons remain 
tn the managerial posts, i.e. only the posts at the different 
Places change hands. In addition, as a chain reaction, an un- 
justifiably high number of such managers are also involved 
(i.e. they are also removed from their place) in this circula
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tion, who have been in their position only for a short period 
of time, and whose removal only serves to clear the way for 
managers who failed at some other place. This process is partly 
due to some wrong interpretation of humanism. In reality, human
ism towards the individual should be co-ordinated with humanism 
towards society as a whole. We should not be humanistic to indi
viduals - not even to the most worthy ones - in a way that so
ciety as a whole should suffer its serious consequences. In 
this field, humanism towards the individual should in the first 
place be served by breaking with the view that one's leave or 
removal from a managerial post is in any case regarded as a 
"fall".

Appropriate selection of managers is a key question of 
productivity increase. Even the best stimulation can only pro
mote the evolvement of the existing abilities and knowledge, 
but it cannot substitute them. Probably the responsible author
ities cannot better promote the cause of efficiency - and within 
that, that of productivity - than by the appropriate selection 
of managers. And vice versa: they cannot cause bigger harm by 
anything else than by failing in this respect. Company inde
pendence, and independence within the company, is only a possi
bility. The extent and success of its realization primarily de
pend on those who should make use of it.10

I cannot undertake to answer the very important question 
of when the work of a manager can be regarded as "good", and 
what concrete criteria should be applied in evaluating manage
rial activities. I shall only make some remarks from the point 
of view of the promotion of productivity increase.

Due to its position, top company management exercises an 
effect on both the productivity potential of the company, and 
the level of utilization of this potential. However, while its 
effect on the utilization of the productivity potential is in
direct (it is realized through its influence on the medium
level leaders and of staff workers employed in key positions), 
its effect on the productivity potential (the product structure 
and the technological structure) is direct and is extremely 
strong. The shaping and the development of this potential is 
one of the prime tasks of top company management. The most im
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portant requirement raised against top company management is 
that they should initiate and carry out in a well-considered 
but undertaking way all those changes which would promote the 
development of both the product and the technological struc
tures. It is this managerial style that should be supported and 
stimulated both financially and morally, and not the one which 
schematically follows the usual path and always waits for in
structions from above.

As regards the forms of waging of top company managers,the 
various premiums and bonuses traditionally have a very great 
weight. Actually - as it also follows from what has been said 
above -, here it is not the^ basic salaries and the premiums 
separately, but the total incomes which have a stimulative ef
fect. A significant part of the managers' incomes has been made 
"moving" (although, as we could see, this "movement" is rather 
a formal theoretical possibility only), and this is probably 
also connected with the fact that in this way it is seemingly 
simpler to guarantee a justifiable, relatively high income for 
managers without greater public opposition. It is, however, very 
questionable whether this is really so. Anyway, according to 
various observations, most of the top level company managers do 
their utmost and they do not spare themselves. Therefore, in 
this case stimulation should not be aimed at increasing their 
efforts, but at channelling them in the right direction.

some problems connected with the situation 
OF medium-level leaders at companies

The followings are regarded as medium-level leaders at 
companies: foremen, shop-managers, department heads, etc. Below, 
1 shall regard foremen as the "prototype" of medium-level com- 
pany leaders, and when talking about medium-level company lead- 
ers, I have them in mind first of all.11

Through their control activities, medium-level leaders are 
able to Influence in the first place the utilization of the 
Productivity potential, as this is decided in the workshops and 

the (technological, financial, etc.) departments which di
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rectly regulate and assist the activities of the workshops. 
In the final analysis, they fulfil the role of the "regulator" 
in the stimulation scheme in the overwhelming majority of cases. 
It is they who directly put into practice regulation, broken 
down to persons. Unfortunately, they often fulfil this extremely 
important function in an unsatisfactory way.

As it was already discussed above, regulators must be able 
both to correctly assess the "output signs" which are expressed 
in work performance, in different "sociological" manifestations 
and to emit effective regulative and stimulative impulses. All 
this requires high level general and professional qualification, 
knowledge of the human character, and ability to treat people. 
Unfortunately, medium-level leaders, and primarily foremen, 
possess these abilities only to a limited extent. This is close
ly connected with the fact that their wage level does not 
correspond to these requirements. In several cases, the wages 
of skilled workers under their control are close to or even 
higher than their wages.13 This naturally hinders proper selec
tion. At the same time, there is considerable "egalitarianism" 
among foremen. According to a survey conducted among more than 
one thousand foremen at companies under the direction of the 
Ministry of Metallurgy and Machine Industry, it is exclusively 
the differences due to age which result in substantial differ
ences in their wages. Other, equally well measurable factors 
- such as educational qualification, the time spent at the com
pany or in the same position, etc. - have only an insignificant 
effect. (The situation is similar with regard to decorations, 

14 which are considered to represent moral acknowledgement. )
These phenomena, even if not to the same extent, can also 

be observed with regard to other layers of medium-level leaders. 
The amounts of premiums they receive are also characterized by 
"egalitarianism". It often happens that their premiums are made 
dependent not on the achievements of the workshop or department 
they control, but on the indicators of the whole company (re
turns from sales, profits, wage level, etc.), which they actual
ly cannot exercise a direct influence on. One of the reasons 

in the opinion of some people, the main reason - behind this 
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phenomenon is the fact that the realization of the tasks of 
individual company units does not in itself guarantee an ade
quate company result, and if this result is not achieved, then 
there is no fund to cover the leaders' premiums.15 In addition, 
the granting of premiums to leaders on the basis of the achieve
ments of the economic unit under their control presupposes that 
these achievements appear separately, that these units are to a 
certain extent independent and that their leaders have an ade
quate sphere of authority. However, these conditions are large
ly missing. In reality, medium-level leaders do not constitute 
an independent level of the system of company management. Forty- 
two per cent of the foremen interviewed in the framework of the 
survey mentioned above were not consulted when the plan of the 
workshop was elaborated (I), and, in addition, one third of 
those whose opinion was asked also said that this was only for
mal and their opinion was really not taken into consideration. 
The situation is the same, or even worse, as regards their 
sphere of authority concerning waging. Thirty-six per cent of 
the foremen asked said they had no right and possibility to de
cide on the wages of their staff, 22 per cent of them said they 
had in practice no authority to take disciplinary action against 
those who would deserve it, and 41 per cent of them declared to 
have no authority to give rewards, that is, they could only sub
mit proposals in this respect to the higher level management. 
Although lately there have been legal rules laying down the 
sphere of authority of foremen concerning waging, in practice 
it has led only to little changes. And this situation makes the 
"regulatory" activities of medium-level leaders, as well as the 
increase of productivity through stimulative wage differentials 
in both the technical and the production units very difficult.

THE general dilemmas of stimulation for increasing 
productivity, and the ways of their easing

Above, we have studied the problems of stimulation for in 
creasing productivity separately, by layers of leaders, and we 
largely remained at the surface phenomena. Below, we shall try 
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to "dig" somewhat deeper down. We think that the problems aris
ing with regard to the different layers - and having many com
mon features - are not incidental, but are to a considerable 
extent connected with the general dilemmas of stimulation for 
increasing productivity. Hence, these are the ones which we 
have to learn much more about and for which we have to seek the 
ways of how to ease them.

THE UNEQUAL POSSIBILITIES OF INCREASING PRODUCTIVITY. 
STIMULATION OF THE RELATIVELY WELL-MEASURABLE WORK 
PERFORMANCES

The most obvious way of stimulation for increasing pro
ductivity, namely, the payment of wages which grow proportion
ately to the increase of productivity, i.e. the provision of 
strong financial reward for the increase of productivity, seems 
to be very simple. In reality, however, it generally encounters 
serious immanent difficulties. The first obstacle is represent
ed by the unequal possibilities of productivity increase. This 
is often mentioned in connection with the problems of company 
wage regulations, namely, that the increase of the company wage lev
el cannot be linked with the increase in productivity, because 
the objective possibilities of the individual companies in in
creasing productivity are very different. Although this is 
true, it is not simply a problem of company wage regulation, 
but a general dilemma of stimulation for increasing productiv
ity, which starts already at the individual work units.

At the various work units - be it a factory or a workshop 
within it - the possibilities of increasing productivity are 
very different: on the one hand, because the reserves of this 
type as regards the applied technology and work organization 
are very different and, moreover, their utilization does not 
primarily depend on the workers directly engaged in production, 
and on the other, because it is quite obvious that workers - or 
groups of workers - who formerly worked with less discipline 
and intensity have more possibility to increase productivity 
than those who also earlier did their best to fulfil their
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tasks. (The problem of "base interest"16 arises already here, 
with regard to the stimulation of the individual worker.) There
fore, wages growing proportionately to the productivity in
crease can be a source of serious disproportions and may result 
in a large-scale divergence between work performance and wages. 
The tensions thus emerging are not "only" harmful from a moral 
point of view, by offending the sense of justice, but they may 
also involve serious economic consequences. Namely, not only 
the absolute but also the relative amount of wages has a stimu
lative effect. Any change of wages affects not only those whose 
absolute wages have been changed, but also others through its 
indirect effect, since it also results in a change in the rela
tive wages of all those whose absolute wages have remained un
changed. If the increased efforts of individual workers or 
groups of workers are rewarded with very big extra wages, then 
this will in all probability significantly stimulate the per
formance of these workers. However, big extra wages that are un
justifiably high compared to the wages of others may lead to 
dissatisfaction and, through this, to a decrease in the work 
performance of the rest of the workers. Consequently, what we 
gain on the one hand, we may lose on the other. And the process 
does not end here. Under the effect of irritatingly high wages, 
those will probably also gain wage increases, whose performance 
has not increased and whose wage increases are thus covered 
neither by them nor by anybody else. And wage increases without 
material coverage - if they are on a large scale - threaten 
with upsetting the balance between the commodity stocks and the 
outflow of incomes. It is a widespread view that - especially 
under the present conditions - in order to increase productiv
ely at a faster rate, we also have to assume bigger tensions in 
wages and greater disproportions in incomes. It follows from 
what we have just said above that we have to think it over very 
carefully how far we can go in this field. When deciding, the 
fthove described negative effects which "spill over" also have 
to be taken into consideration.

The Inequality of the possibilities of increasing pro- 
activity cannot be eliminated, they are the necessary concomi- 
tants of any development. The negative consequences of stronger 
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financial stimulation can be eased by establishing an appro
priate relationship between performance requirements and the 
related wages. In the first place, there is a need for appro
priate performance requirements, because "the present system 
of regulation is characterized by stimulation without definite 
requirements"; and stimulation without requirements is noth
ing else but throwing money down the drain.

The requirements in case of work performance which can be 
relatively well measured (not very complicated, repetitive 
jobs) have to be different from those where the work perform
ance cannot exactly be measured. In the first case, the solu
tion lies in the co-ordination of the relationship between the 
performance requirements and the related wages (i.e. the reduc
tion of the disproportions existing in this field), possibly 
not only within a company but also between companies. The 
"harmonization" of wages independently of the performance re
quirements - which is a strong tendency - considerably curbs 
stimulation for increasing productivity by limiting its possi
bilities. Not only wages must be co-ordinated but the related 
performance requirements as well. There should not be too big 
differences in the remuneration of performances of a similar 
level either within a company or between companies. (In the 
industrially advanced capitalist countries, such co-ordination 
activities are carried out by the organizations of both the em
ployees and the employers. And the trade unions control not 
only the wages but - especially in the case of disputes - also 
the performance requirements.) A more daring stimulation for 
increasing productivity - which is really needed nowadays - in
volves the serious negative consequences outlined above the 
least if it is based to an increased extent on well-founded and 
co-ordinated performance requirements. The road leading to it 
is rather traditional: the development of the calculation of 
industrial (work) norms, which has been so much neglected these 
days. Naturally, we cannot wait with stronger stimulation until 
it is based on performance requirements which are absolutely 
firm in every respect and are also co-ordinated on a national 
economic level (actually, such a situation will never exist in 
reality, because the developing state of balance becomes upset 
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again and again, and it has to be restored continually). The 
efforts aimed at realizing this goal should be completed with 
the "drawing forth" of the yet untapped reserves of productiv
ity through increased stimulation, even at the expense of minor 
disproportions. In other words, we do not completely reject 
this latter method, but in our view it can only be applied with 
very great care and caution, and it cannot be the main way of 
easing the problem.

SOME QUESTIONS OF THE ELABORATION AND THE CHANGING 
OF WORK NORMS

The elaboration of work norms as well as their changing in 
line with the changes in circumstances also have their own im
manent contradictions, having the same roots as the dilemmas of 
stimulation for increasing productivity have. Loose norms do 
not stimulate, whereas the frequent readjustment of norm prompts 
the workers to withhold performance and hinders their innovative 
initiatives as well as the revealing of their innovations. (The 
revealed improvement of the working method sooner or later 
leads to the readjustment of norms. Therefore, in the majority 
of cases, it is better for the worker to conceal his innovation. 
The direct advantages resulting from the innovation bonus may 
he smaller than the long-term advantages resulting from loose 
norms.)

The withholding of performance shows an especially strong 
tendency where the readjustment of norms takes place merely in 
a statistical way, on the basis of the percentage of perform
ances. However, this cannot fully be eliminated, because tech
nically founded norms can only be elaborated for a part of the 
work tasks. And the technically unfounded norms turn out to be 
loose only after a time, perhaps just from the high percentage 
of performance, and such norms have to be readjusted in order 
fco increase their stimulative effect or in order to reduce the 
disproportions in wages even if there have been no changes in 
the technical or the working conditions. With an increase in 
experience, even the technically founded norms may become loose, 
and this again necessitates their change.
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All over the world, efforts are made to solve these con
tradictions. In the Soviet Union, for example, there are com
panies which attempt to make the workers themselves interested 
in the readjustment of the norms or in taking initiatives to 
that effect. In case the readjustment is initiated by them, 
half of the wages saved in this way are distributed among them 
as wage compensation for a period of several months. At some 
other places, they have developed such a system of stimulation 
that it is a better choice for the workers financially to ful
fil the strict norms to 100 per cent than to overfulfil the 
loose norms. Solutions of this type may sometimes produce good 
results, but they rather have only temporary effects and are 
naturally unable to eliminate the contradictions themselves. 
The most expedient solution seems to be to apply, wherever poss
ible, technically founded norms. The readjustment of norms 
should become an element of production and work organization. 
Centrally initiated readjustments of the norms are rather able 
to limit the outflow of purchasing power only, than to promote 
rational stimulation, and they usually strengthen the withhold
ing of performance.

Norms should not exclusively be regarded as a category of 
wages according to performance, since in many cases, they are 
also a precondition of the proper organization of the work of 
those who receive time-wages. Time-wages linked with definite 
performance also require the establishment of norms. Further
more, the merging of different jobs or the reduction of the 
work force operating the equipment should also usually be pre
ceded by norm-analysis because this can reveal the reserves and 
thus provide a sound basis for the reduction of the work force. 
The establishment and calculation of norms could also have 
great significance in simple office work and in office manage
ment where work organization is extremely weak, jobs are often 
separated without justification, and for new tasks always new 
workers are employed. The latent - or not so very latent - la
bour force reserves could in the first place be explored 
through the application of adequate norms. The laying down of 
performance requirements on the basis of norms could lead to a
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significant increase in work intensity as well as to a reduc
tion in the work force at many places.

In Hungary, one of the major obstacles to carrying out 
norm analyses at a higher level is the deficiency in the quali
fication and the aptitude of those engaged in this activity. 
This also compels the norm calculators to accept compromises 
and to retreat from time to time in relation to the workers who 
have more practical experiences concerning the performance of 
the given task and who are, naturally, primarily led by their 
own interests in this question. (The existing shortage of la
bour also influences the determination of norms negatively .) 
The deficiency in the qualification of norm calculators is con
nected with the low level of remuneration of this job, that is, 
with their low wage level. As a result, in many cases such 
people are employed as norm calculators who are not fully 
qualified for this job. Naturally, this low wage level is also 
an expression of the fact that this work is not appreciated 
properly either by the companies or by society.

'■ I
the uncertain measurability of a significant part
OF WORK PERFORMANCES

The development of the calculation of norms and the appli
cation of technically founded norms are extremely important 
wherever there is a possibility to do so. However, in the final 
analysis, it is only possible in a very limited field of activi
ties, as in the case of a Significant and ever increasing part 
of the jobs, traditional norms cannot be applied and the per- 
formance requirements cannot be expressed in figures. As it has 
already been nentioned, modern large-scale industry has raised 
such requirements against workers - reliability, accuracy, 
ability of adaptation, etc. - which can only be measured in- 
^Irectly and with uncertainty, and which can hardly be express- 

quantitatively. This same holds true, to an even greatei ex- 
te"t, for engineers and economists, as well as for anybody en- 
ga9ed in any complex work. It is not by chance then that finan- 
Clal "egalitarianism" and the differentiation of wages on the 
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basis of mere formal factors (educational level, seniority, 
age, etc.) are the most frequent in the case of these types of 

, 18 work.
Work performance that cannot be measured in an exact way 

is also very frequent in the non-productive sphere: in educa
tion, health service, etc. In these areas, the object of the ac
tivity is the human being itself and therefore the quality of 
work has especial significance and the mistakes may have ex
tremely serious consequences; at the same time, however, it is 
very difficult to control quality (in many cases the results 
achieved depend to a great extent on factors which are indepen
dent of the influence of the person carrying out the activity, 
e.g., the composition of classes in the case of teachers, etc.). 
That is, the uncertain measurability of work performance is 
also characteristic of these areas, and the possible directions 
of the easing of its effects are probably similar, too.

In the case of the evaluation of work performance that can 
only be measured with uncertainty and never exactly, it is 
difficult to avoid that those moments which can only subjec- 

1 9 tively be measured should come to the foreground. In these 
areas the individual value judgement of the immediate superior 
should be granted much greater prestige and role instead of 
some forced, inadequate measure. Here there is no possibility 
to choose whether wages should be differentiated on the basis 
of exact criteria or on the basis of partly subjective judge
ments. The question could rather be put in the following way: 
either we give more room for the individual value judgements of 
the leaders or we give up effective stimulation and give way to 
"egalitarianism" and to wage differentiation on the basis of 
merely formal criteria.

The wages of the individual workers - at every level - 
should basically be determined by their immediate superior who 
knows them the best. The determination of wage differentials 
should in the first place belong to the sphere of authority of 
the foreman, the department head, etc. As it was already men
tioned above, the situation is not satisfactory in this respect, 
as the role of the immediate superiors in wage differentiation 
is rather limited. The medium- and low-level leaders at com-
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panies have not enougn possibilities to decide on the waging of 
their staff workers. There is a view that nowadays leaders 
have the least authority in the questions of waging. There is 
much truth in it. The extension of the authority of immediate 
superiors in waging also requires the strengthening of their 
overall prestige, that is, their "power position".

Many people oppose that the characteristics which can only 
subjectively be evaluated should receive more weight, because 
they identify this with subjectivity, partiality and biased 
value judgement, and they think that if greater role is given 
to the individual leaders' value judgement, it means to give 
free way to their arbitrariness. However, this identification 
is wrong. We have no reason to suppose that leaders would make 
use of their increased authority in a partial and biased way as 
a matter of course. But, even if this were the case, there are 
means which could greatly reduce that danger. They are the fol
lowing: (1) the appropriate selection and interestedness of 
leaders; (2) the assertion of the role of control of the work 
place collective; (3) the application of such methods of per
formance evaluation, which make the basically subjective evalua
tion more founded by building objective elements into it. The 
first of these means, the selection and interestedness of lead
ers, was - at least in broad outlines - already discussed above. 
The second, the role of the work place collective, will be dis
cussed further below in more detail. Here, I would like to make 
a few remarks with regard to the third.

Several attempts have been made both in Hungary and abroad 
to make leaders' evalulations better founded. The best known 
and most widely spread are the different "point systems". These 
evaluate, by points on a scale, the fulfilment of various re
quirements (which can usually not be measured), and the results 
of this evaluation are then reflected in the wages. Although 
this does not make the basically subjective evaluation objec
tive (already the selection and the weighting of the factors to 
be evaluated contain subjective elements, and giving a "mark" 
unambiguously reflects the leader's value judgement), neverthe
less, compelling the leaders to study the work of their staff 
more thoroughly and in detail makes their evaluations undoubt - 
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edly more founded. Naturally, the point system is only one of 
the procedures aimed at making leaders' evaluations more found
ed. The adequate ways and means should be looked for everywhere 
in harmony with the given circumstances.

Even in the case of jobs that cannot be measured in an 
exact way, efforts should be made to evaluate the work done in 
as well founded a way as possible, that is, to measure the "im- 

21 measurable". People are inclined to evaluate even the perform
ance of those engaged in very complex work on the basis of fac
tors that can be measured relatively easily, primarily on the 
basis of quantitative factors. (Even the performance of scienti
fic research is often evaluated on the basis of the number of 
publications.) In fact, generally it is just the most important 
factors that can be measured the least. Leaders have to under
take to "measure" these as well. They have to dare to "measure", 
and they have to be granted the necessary support for this.

SOCIAL PRESSURE IN THE DIRECTION OF LEVELLING

The increased role of leaders' value judgements - as it 
was already discussed above - has to be accompanied by the con
trol of the work place collective. Although it is true that the 
involvement of the collective in performance evaluation does 
not make it objective - since the collective, too, can only 
evaluate in a subjective way if there is no objective meas- 
ure hoped that due to a bigger number of opinions,
many of the errors following from subjective evaluation com
pensate each other and, in this way, the result will become 
more realistic. However, this does not mean at all that every 
problem is thus solved. This is rather a possibility only. It 
would be harmful demagogy to accept the view that "the word of 
the people is the word of God". The collective may also be 
wrong, and its attitude should also be formed and developed. 
Nowadays, there is an especially strong tendency in the views 
of the collectives in general, and in Hungary in particular, to 
support levelling, which definitely curbs effective stimulation. 
This attitude generally promotes "equalization", is opposed to 
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a deviation from the average wages in either direction, that 
is, tends to curb the development of both essentially higher 
and essentially lower than average wages. The well-known reluc
tance of leaders to substantially differentiate wages in the 
same jobs is closely related to the fact that the collective or 
the unions or other social organizations representing the col
lective do not, or hardly, support them in these efforts.22

Although in the case of performances that can well be meas
ured objectively there is also a strong social pressure in tne 
direction of levelling, it is still stronger in the case of per
formances that cannot be measured exactly, viz., in the case of 
especially complex jobs. In these fields the collectives - and 
also the organizations representing them - often incline to 
tone down the recognition of outstanding individual perform
ances. (This holds true not only of financial rewards, but also 
of the granting of decorations and titles which mean higher so
cial prestige. There is a tendency also in this field to ensure 
that possibly everybody would have sooner or later his or her 
turn.) This is likely due to the fact that at every work place 

and this is but natural - those constitute the majority who 
have average abilities and performance (compared to the level 
existing there), and consequently, they can exercise consider
able influence on the public mood there. If there is no strong 
counterforce to their influence, the activities of outstanding 
creative individuals will become limited and mediocracy will 
prevail; the serious economic and social consequences of this 
situation do not need any special proof.

This danger is not only an abstract possibility but a very 
real one, especially because leaders in Hungary have a double 
dependence. On the one hand, they depend on the higher level 
management and, on the other, on the collective under their 
leadership as well as on the organizations representing that 
collective. They undoubtedly need the support of the latter 
ones for gaining and maintaining their position as well as for 
their possible promotion. All this means that the possibility 
of differentiating wages as required for the stimulation of 
productivity increase depends to a considerable extent on the 
degree of support of the members of the collective as well as 
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of the social organizations which represent and at the same 
time control and shape the collective.

However, opposition is not confined only to the differen
tiation of wages, it also affects the differentiation of per
formances. There also exists a tendency which gets the members 
of the collective to produce only the usual performance. Those 
who regularly produce more than usual often feel a grudge 

23 against themselves and they may even be frozen out.
This phenomenon occurs not only among manual workers, but 

also among the most highly qualified intellectual workers. The 
explanation is the one and the same: those providing an out
standing performance harm the relative position of the others, 
their activity may lead to more severe norms either in the di
rect or in the abstract sense of the word. Obviously, wherever 
this happens, it means that the group interests take the upper 
hand over the all-social interests.

In an earlier section of this study, I described an ex
tension of the immediate superiors' authority to influence 
wages as a precondition of effective stimulation. However, ex
perience shows that the extension of the medium- and low-level 
leaders' authority to influence waging is ineffective if the 
social pressure aimed at levelling is strong, and as a result, 

24 no extensive wage differentiation takes place.
Perhaps the most important precondition of a more con

siderable differentiation of wages, which is needed for a more 
effective stimulation of productivity increase, is the forcing 
back of the pressure aimed at levelling. In other words, it 
should be achieved that the social organizations exercise an 
effect on the collective so that it would not curb but rather 
assist the leaders' endeavours to differentiate between wages 
and to assert their founded value judgements. This is a very 
difficult task, but without it there is hardly any chance of 
progress in the problem under examination.

Differentiation does not necessarily mean individual dif
ferentiation. It was already mentioned above that in modern pro
duction, in the case of group, brigade, etc. work, the perform
ance of the individual worker often cannot be separated from 
that of the others. In these cases, the - largely unfounded - 
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differentiation between individuals should not be forced, in
stead, differentiation between groups and smaller collectives 
should be applied on the basis of performances which can really 
be measured. This type of differentiation is often welcomed by 
the general public as well. (In the past, every member of a 
harvest team was demanded to work according to his or her abili
ties, but there was no differentiation in the distribution of 
income; only the lazy ones were not tolerated. The remnants of 
this spirit are still alive. Instead of eliminating this spirit, 
it should be used as a basis to build on in appropriate cases.)

I have started to study economic questions, and yet the 
final conclusions are not purely of an economic character. This 
is due to the fact that the causes are not simply economic 
either, and the directions of the solution can only be found on 
the basis of the causes.

CONDITIONS' OUTSIDE THE COMPANY' OF EFFECTIVELY 
STIMULATING PRODUCTIVITY INCREASE

The effective stimulation of productivity increase and the 
use of wage differentials for this purpose raise several re
quirements against the economic environment of the company,too. 
These requirements form some of the conditions of further devel
opment. Out of these conditions - each of which might be the 
subject of an individual study, and many of them actually are - 
I only pick out a few as a reference, confining myself only to 
those which are related to the question under consideration.

HARMONY BETWEEN THE DEMAND AND SUPPLY OF LABOUR

It is a precondition of an effective differentiation of 
wages required for the stimulation of productivity increase 
that the demand and supply of labour would globally and struc
turally correspond to each other in the national economy. Under 
the conditions of a large-scale shortage of labour (and from 
this point of view it makes no difference whether there is a 
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real shortage of labour, a surplus of jobs, or "simply" a 
"shortage of performance"), wage differentials according to per
formance can only be realized to a very limited extent, because 
workers adversely affected by differentiation threaten to leave 
the company which might already be struggling with a shortage 

25 of labour. In addition, in a situation where there is a com
petition for the labour force, the companies usually do not 
have adequate financial means to differentiate between the 
wages according to performance, as the majority of their pos
sibilities to increase wages are exhausted by attracting new 
labour force through higher wages.

The differentiation of wages necessary for the stimulation 
of productivity increase is hindered not only by the global 
shortage of labour, but also by the structural shortage of la
bour, that is, the structural non-correspondence between the 
demand and supply of labour. The problem here is not only that 
in the areas struggling with a shortage of labour the above
outlined phenomena will appear, but also that the mentioned 
structural non-correspondence may distort the wage structure in 
such a way that it might have a very serious negative effect on 
economic development as a whole. For example, the large-scale 
shortage of those engaged in relatively simple or physically 
strenuous work and, simultaneously, the relative abundance of 
highly qualified labour force lead to the inadequate remunera
tion of the latter, the serious consequences of which have al
ready been discussed above.

Alth'ough the shortage of labour makes wage differentiation 
according to performance and the insurance of work discipline 
needed for an adequate level of productivity very difficult, it 
is nevertheless not the only factor playing a role in their 
formation. The formula is not as simple as follows: surplus of 
labour = strict work discipline and effective wage differentia
tion; whereas, shortage of labour = loose work discipline and 
limited possibilities of stimulation. There are several coun
tries - in the first place among the developing countries - 
where despite a large-scale unemployment, work discipline is 
loose and financial stimulation is not very effective. At the 
same time, in the first place in the industrially advanced

180



countries, often even under the conditions of full or almost 
full employment, work discipline is relatively high and stimula
tion is effective. The factors playing a role in this have al
ready been discussed partly: the technological level, the or
ganization of the work process, the level of general and techni
cal culture, the relationship between the financial demands and 
the possibilities of their satisfaction, etc. Not every problem 
related to financial stimulation is rooted in over-demand for 
the labour force. It seems that the shortage of labour some
times serves as a cover for weak leaders to conceal their own 
faults under it.

There is a close interrelationship between the shortage 
of labour and wage differentials according to performance: 
shortage of labour hinders wage differentials according to per
formance, whereas one of the best ways of decreasing the short
age (over-demand) of labour is to effectively stimulate workers 
to realize labour force saving. Naturally, this is not the only 
way and not even the most important one. The best way of elim
inating the shortage of labour, or at least significantly de
creasing it, is to abolish the remnants of the general "economy 
of shortage".26

APPROPRIATE INCREASE IN THE LEVEL OF REAL WAGES

As workers are justified to demand a gradual increase in 
their living standards - and apart from some quite exceptional 
cases, differentiation cannot be realized through reducing the 
wages of a part of the workers -, wage differentials according 
to performance presuppose an appropriate rate of increase in 
the average wage level. A faster rate of increase in the wage 
level creates more favourable conditions for differentiation, 
whereas the slowing down of the increase in the (real) wage 
level necessarily leads to the strengthening of levelling ten
dencies. Here, we are again faced with a vicious circles 
stronger differentiation of wages requires a significant in
crease in the wage level, whereas the sources of a faster in
crease of the wage level can be created just by a stronger dif
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ferentiation of the wages. To get out of this circle is one of 
the most difficult tasks, the solution of which should be 
started - in all probability - from the side of the other con
ditions of more effective wage differentiation and faster pro
ductivity increase.

From the point of view of the question under consideration 
it is not the increase in the nominal wage level but the in
crease in the real wage level which has a significance, since 
it is basically this latter one which limits the possibilities 
of differentiation. True, temporarily, that part of the wage 
level increase which is above the increase in the real wage 
level can also be used in a differentiated way to some extent. 
It may happen - and it does happen - that price increases are 
not immediately compensated by an adequate nominal wage in
crease for every worker or every group of workers. However, 
this means that the real wages of these workers or groups of 
workers temporarily decrease. Obviously, this possibility 
should only be utilized to a very limited extent. Every worker 
is entitled to the compensation for the price increases: it is 
not a wage increase. Therefore, differentiation can generally 
only be carried out within the framework of a real wage in
crease .

Growing consumer price level - even if the growth of nom
inal wages surpasses it (i.e. even if real wages grow) - ex
ercises an influence in the direction of levelling wage dif
ferentials both in general and according to performance, and 
the faster the price level grows, the stronger this influence 
is. This is primarily due to the fact that compensation for in
creasing prices cannot be accurately regulated for every group 
of workers, and even less so for every individual worker. Those 
who determine the wages take understandably good care to ensure 
that the lowest paid workers be fully compensated, and this 
generally means that this stratum gets an overcompensation at 
the expense of the higher paid workers. When the price level 
increases at a fast rate, then instead of the wage differentials 
according to performance, it is the compensation for the price 
increase which comes to the fore. But anyway, a fast-rate in
crease in the price level strongly hinders the effect of any 
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sort of financial stimulation, since under such conditions it 
is less sensible to save for future family investments or pur
chase of a higher value.

It is a precondition of the stimulating effect of extra 
wages received for extra performance that the increased amount 
of money could be used properly, that there should be an ade
quate assortment of commodities.^

The fascinating shop-windows, the appearance of newer and 
newer goods on the market and the extensive prestige consump
tion are an integral part of the capitalist system of stimula
tion. The extension of the assortment of goods and an adequate 
supply of goods enhance the stimulative effect also under so
cialist conditions. However, one has to reckon with other 
tendencies as well. First of all with the general phenomenon 
that the possibility of acquiring a better, more fashionable 
and more modern version of a commodity with identical functions 
is not always as tempting as was the possibility of acquiring 
the first one of this type of commodity. Namely, the first car, 
the first washing machine or refrigerator naturally brought 
about a bigger change in the life of the family than does its 
replacement later by even the most modern type. And Hungary is 
more and more in the phase of replacing the durable consumer 
goods. The solution must presumably be sought in a considerable 
growth of the supply of services, especially those services 
which help people to have more leisure time as well as those 
which promote the spending of this free time in an ever more 
pleasant way and on an ever higher level.

the system of company wage regulation

The system of company wage regulation in Hungary is seen 
by many people as the main obstacle to stimulation for increas
ing productivity. Actually the question is much more complicat
ed. it is true that the system of wage regulation has contrib
uted to a considerable extent to the "equalizing" features of 
the practice of waging. At the same time, however, the various 
contradictions of the system of wage regulation largely stem 
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from the basic dilemmas of stimulation for increasing productiv
ity.

Any wage regulation has its own immanent contradictions 
which stem from the circumstance that the possibilities of in
creasing productivity are very different in the various 
branches and companies. If the increase of productivity is 
strongly stimulated - which can in the first place be realized 
by increasing the wages proportionately to the productivity in
crease or to some other indicator which reflects the results of 
the productivity increase -, then serious disproportions will 
emerge in wages. However, if the possibility of creating dis
proportions in wages is considerably limited, then stimulation 
for increasing productivity or efficiency can only be realized 
to a limited extent. Every system of wage regulation is faced 
with this dilemma - one promotes the assertion of one side, the 
other assists the realization of the other side, but in the 
meantime each of them is compelled to accept a compromise to 
varying degrees in this respect.

The solutions - in their absolute form - which regulate 
the wage level, limit the creation of disproportions in wages, 
or more precisely, they prevent the wages from growing faster 
in one area than in the other. At the same time, they conse
quently also limit the possibility of stimulating an increase 
of productivity. The methods which regulate the relative wage 
level and make the increase of the company's wage level depen
dent on some indicators reflecting the company's results are 
intended to ease this problem.

The method - in its pure form - which regulates the volume 
of wages, makes a strong stimulation for increasing productiv
ity possible; at the same time, however, it involves the danger 
of disproportions in wages, of extreme growth rates of wages 
and, as a result, the tendency of a general, unfounded increase 
in wages. To prevent such developments, "brakes" are built in 
which make wage increases over a certain limit very difficult 
(expensive) or sometimes even impossible for the company. How
ever, that also slows down the stimulation ef productivity in
crease. So we have returned to the regulation of the wage level.
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As it could be seen above, an adequate increase in the 
average wage level is a precondition of wage differentiation 
required by the stimulation of productivity increase. First of 
all this is the point where the system of company wage regula
tion exercises an effect on the possibilities of wage differen
tiation. It is not the type of wage regulation which limits the 
possibilities of stimulation, but the extent of the wage in
crease at the company it makes possible. And this explains why 
different systems of wage regulation having in theory opposite 
effects — in case the increase in the wage level they make 
possible is similar - lead finally to very similar practical 

28 results. A regulation of the volume of wages which is limited 
by a strong "break" of wage level increase may slow down the 
differentiation of wages to a greater extent than a regulation 
of the wage level which allows a higher average wage increase, 
and vice versa.

However, greater average wage increase creates only the 
financial possibility for stronger wage differentiation accord
ing to performance. It is a different question, how much the 
companies utilize this possibility. It basically depends on the 
power relations between the already discussed pressure for lev- 

2 9 elling and the efforts aimed at combatting it.
It is a widely accepted view that a stronger differentia

tion of wage increasing possibilities among the companies is 
the precondition of stronger wage differentiation among indi
viduals. Formulated in this way, it does not hold; there is not 
such a close relationship between the two. Undoubtedly, it is 
advantageous if the collective as a whole has some common in
terest in the development of the company's results. On the one 
hand, this can really extend the financial resources so that 
outstanding Individual performances can be rewarded and, on the 
other, it may create more favourable conditions for combatting 
the tendencies of levelling. (If the favourable company results 
are advantageous for the whole collective, then presumably the 
higher rewards paid for the individuals who contributed to 
these results with outstanding performance are more easily ac
cepted.) However, the significance of these factors should not 
he made absolute, their realization depends on many other cir
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cumstances. The main precondition of stronger individual wage 
differentiation is not the considerable differentiation of wage 
increasing possibilities among companies, but rather the cir
cumstances which were discussed in the previous chapter.

Besides the ones discussed, there are several other prob
lems, outside the company, of the effective stimulation of pro
ductivity increase. Among others, the widening circle and the 
increasing extent of non-official (invisible) incomes which 
very much decrease the stimulative effect of official wages. 
I shall discuss some of these problems in the following chap
ters .

NOTES TO CHAPTER 4

1

2

3

4

5

This chapter has been written on the basis of a study made 
jointly with Mihdly Kopdnyi and Erzsdbet Poszmik.
There have been several attempts at numerically expressing 
the, combined effect of the factors outside technical equip
ment and/applied technology. According to different esti
mates, for example, in the industry of the Soviet Union, the 
improvement of the organization of production and work - in
cluding the development of financial stimulation - has ac
counted for almost half of the increase in productivity over 
the past few years fsee:IIyTH noBsmieHHH 3<M>eKTHBHOCTM HcnoJib- 
aoBaHHH TpyjjoBbix pecypcos b counanHCTM^ecKoH 3kohomhk6 
(Ways of raising the effectiveness of manpower in the social
ist economy), AH CCCP, WHCTHTyT skohomhkm mupoboB couna.nncTn- 
^ecKofi CHCTeMbi,qacTb II, MocKBa, 1977, c. 160].
See "A magyar ds egyes fejlett iparu nyugateurdpai orszdgok 
gdpipara termeldkenysdgdnek bsszehasonlitd elemzdse" (The 
comparative analysis of productivity in the machine indus
tries of Hungary and certain industrially advanced West 
European countries), OMFB, Budapest, August 1969. (Mimeo.) 
In everyday usage, the difference between the concepts of 
interestedness and of stimulation is often blurred. In fact, 
the difference is very great. If somebody's wages are made 
dependent on the number of sunny days, then he or she be
comes interested in the sun shining more, but naturally, 
this would not stimulate him or her to do anything - unless 
he or she is a religious person because then he/she would 
pray. The example is undoubtedly extreme, but it neverthe
less happens in reality - and not too rarely - that workers 
are made to be interested in something on which they do not 

ve much more influence than on the number of sunny days.
13 r*ised in a different way with regard to team work where the result of the work of the individual 
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members does not separate from the performance of the others 
in the team. In this case, however, it is impossible to re
alize wage differentiation accordina to performance among 
the individual members.
Workers' influence on the level of productivity depends to a 
decisive degree on their general and professional qualifica
tion. The examination of this problem, however, exceeds the 
scope of this study.7
The scope of application of the piecework rate shows a de
creasing tendency all over the world. As a result of the 
fact that the importance of the above-described characteris
tics has increased, the application of the piecework rate 
has decreased even among those forms of stimulation, which 
are oriented towards increasing the quantity of production. 
In England in the mid-19th century, four fifths of the work
ers were employed in piecework. Nowadays, this ratio does 
not even reach 30 per cent in the industrially advanced capi
talist countries, and it also shows a decreasing tendency in 
the socialist countries.3
In production of this type, the individual performance of 
workers rarely separates from each other, and therefore, 
collective premiums are more often applied than individual 
ones.

9 See Biiti, L.: A bdrezds hatdsa a vdllalati kozvdlemdnyre, a 
dolgozdk munkamagatartdsdnak,munkamordljdnak alakuldsa a ve- 
zetdi munka szemszbgdbdl (The effect of waging on public 
opinion at the company, the development of workers' behav
iour at work and their work morale from the point of view of 
managerial work), Szocialista Vdllalat Kutatds, Study No. 
205, Budapest, 1976 (manuscript).

TO "Company independence depends not on the regulators, but on 
whether we have independent thoughts" [from a report with 
Jen6 Bors, Director of Hungaroton, in the weekly diet es 
Irodalom (Life and Literature), March 1 1 , 1978, p. 7 I. Even 
if there is some exaggeration in this statement, there is 
also some deep truth in it.

11 Generally, group and brigade leaders also work under the 
control of foremen. They are regarded as the low-level lead
ers employed in production. Besides fulfilling their leading 
tasks, most of them also take part directly in production.

12 To increase the productivity potential is naturally the spe
cial task of a group of medium-level leaders, namely, the 
heads of those departments which deal with the development 
of products and of production as well as with investment ac
tivities, etc. Foremen, who are regarded here as medium
level leaders, are able to exercise an effect on the in
crease of the productivity potential only in exceptional 
cases, and even then not in their capacity as leaders but 
rather as experts (based on their accumulated production ex
perience, through the realization of technological innova
tions, etc.).

13 See Nagy, I.: A termelds kdzvetlen irdnyftdinak szerepe, 
helyzete ds anyagi ttsztttnzdse (The role, situation and fi
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nancial stimulation of the direct controllers of production), 
(Doctoral dissertation) 1975.
Ibid.
See B6nki, P.: A b6rez6s helye 6s szerepe a hat6konysdg fo- 
koz6s6ban. A dolgozdk tdrsadalmi, gazdasdgi osztonz6se (The 
place and role of waging in the increase of efficiency. The 
social and economic stimulation of workers), 1974, p. 12. 
(Mimeographed.)
"Base interest" means that an individual or a group or a 
production or economic unit is interested not in the absolute 
level of its performance, but only in the increase of its 
earlier performance.
See Bonifert, D.: B6rszabdlyoz6s 6s munkadij-meghat6roz6s 
(Wage regulation and the determination of wages), Kozgazda- 
sdgi Szemle, May 1978.
"Social sensitivity calls for equalization exactly when 
there is no objective measure to compare the different types 
of jobs, or when the inaccuracy of the measure used is so 
big that we do not know how much we have erred in the com
parison" [Hergdr, Gy.: Hozz6sz616s 6s javaslat a vdllalati keresetszabdlyozis nyitott k6rd6seinek megolddsdhoz (Contri
bution and proposal to solve the open questions of company 
wage regulation), Kozgazdasdgi. Szemle, December 1978, p. 
1483] .
"In intellectual professions... in the differences of wages 
within the same profession a role should be granted, by ne
cessity, to factors of performance, that in many respects 
can only be evaluated in a subjective manner." (Excerpt from 
the report of Gdbor Rev6sz at the conference on "Stimula
tion, Distribution according to Work and Wage Regulation. 
The Economic and Social Stimulation of Workers", Budapest, 
1974 , pp. 4-5, mimeographed..) In fact, this statement holds 
true not only for intellectual professions
See, in this respect, Alfr6d Sinkovits's contribution to the 
"Conference on the Problems of the further Development of 
Company Wage Regulation", November 29, 1977, published in 
Kozgazdasdgi Szemle, February 1978, p. 223.
Zsuzsa Ferge writes: "it would be a basic social task to 
better approach the possibilities of measuring the immeasur
able, and to make the principle and practice of wage dif
ferentiation according to performance accepted..." IFerge, 
Zs.: Keresetek, jdvedelem, addzds (Wages, incomes, taxation), 
Valdsdg, No. 3, 1978, p. 29.]
People more easily accept hierarchical wage differentials 
due to position than wage differentials in the same job de
pending on performance. This - as it was already discussed 
above - follows from the fact that while wage differentials 
y position qualify the job, wage differentials by perform

ance qualify the individual.
»xS^U?Sedi for examPle, by K. Fazekas in his manu- 

, dolgozdk b6r- 6s kereseti viszonyainak vizsg61ata
Magyar Vagon- 6s G6pgydr Szerszdm Gydregys6g6ben" (A study



of the wage and income relations of workers in the Tool Fac- 
24 tOry th® Hungarian Waggon and Machine Works), 1975.

During a survey conducted among shop-managers, the typical 
answer to the question about wage differentiation was the 
following: "I do not differentiate, because I have to work 
with these very same people tomorrow, too" [see Mrs. Werner 
Gy.: A kiskereskedelem szemdlyes drdekeltsdgi rendszere ds a 
munkaerd-gazddlkodds ezzel osszefuggd ndhdny kdrddse (The 
system of personal interestedness in small trade and some re
lated questions of labour force management), C.Se. disserta
tion, 1977].25
Under such conditions, it often happens that it is not the 
wages which depend on the fulfilment of norms, but on the 
contrary, the norms are established in a way that they would 
ensure high enough wages for keeping the workers who are at
tracted to some other company. Or, guided by the same con
sideration, the leaders urge the norm calculators to concede 
even when the workers' complaints about norms are unjusti
fied [see Laddnyi, E.: Teljesftmdny-eldirdson alapulb bizto- 
sztott drakere set es a mozgdbdrrendszer tapasztalatai 
(Guaranteed hourly wages based on prescribed performance 
and the experiences of the system of sliding wages), publish
ed in the series of studies "Szocialista vdllalat", 1976. p 
151.

26 The shortage of labour is often only one side of the overall 
"economy of shortage" (see Kornai, J.: The Economies of 
Shortage, North-Holland Publ. Co., Amsterdam, New York, 
Oxford, 1980.

27 As R. Hoch writes: "... generally it is not the higher amount 
of money in itself but the commodities which can be pur
chased from the increased wages... that stimulate for great
er performance, for acquiring higher qualifications and for 
undertaking more responsible jobs..." [Hoch, R.: Fogyasztds- 
politikdnk elmdleti alapjaihoz (On the theoretical bases of 
our consumption policy), Tdrsadalmi Szemle, September 1977 
p. 21).

2 8 "The basic problem of wage regulation is whether we should 
or may make wage increases at a differentiated rate possible, 
which means an increase in wage differentials among com
panies. Compared to this, it is of secondary importance 
which regulation technique we apply: the regulation of the 
volume of wages, or the regulation of the wage level." (From 
the contribution of Gdbor Rdvdsz delivered at a conference 
on the "Problems of the further Development of Company Wage 
Regulation" held at Szeged on November 29, 1977; published 
in Kdzgazdasdgi Szemle, February 1978, p. 221.)
Every system of regulation is realized in a given social en
vironment which also means that In the end it can realize a 
differentiation only to such an extent which is made poss
ible by the public spirit, by the dominant ideas.
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CHAPTER 5

SOME TOPICAL PROBLEMS OF WAGE DIFFERENTIATION

Effective financial stimulation through an adequate differentia
tion of wages has long been a recurring demand in Hungary. Un
der the present more difficult economic conditions, there is a 
renewed demand for it. However, not even a more differentiated 
wage scale, i.e. a wide range of wages, results in more effec
tive stimulation if the wage differentials are random and un
justified economically, if they are not adjusted to the level 
of the tasks and their fulfilment and to the short supply of 
labour. Therefore, what is primary here is the direction of 
stimulation. If the direction of stimulation is given, then its 
intensity depends on the extent of the attainable wage differen
tials*. Even stimulation in the right direction is ineffective 
if the attainable extra wages are insignificant compared to the 
extra efforts and sacrifices made.

Wage differentials - i.e. the percentage differences in 
wages - show a decreasing tendency historically and world-wide. 
In Hungary, wage differentials (viz. the differences between 
official wages in the socialist sector)have been diminishing at 
an especially fast and accelerating rate (cf. Table 20).

The so-called "index of differentiation" expresses how 
many times more are the average wages of those earning more 
than the average, than the average wages of those earning less 
than the average. This index is extremely sensitive, even its 
small decrease is an indication of the levelling of wages. And 
the table below shows a decrease in all the national economic 
sectors between 1970 and 1978. The extent of decrease during 
those 8 years was about the same as during the previous 15
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Table 20. The differentiation of the average wages of full-time 
employees (on the basis of distribution according to the amount 
of wages in the socialist sector)

Sector of the 
national economy

Index of differentiation
1970 1972 1974 1976 1978

Industry 1.87 1.89 1.88 1.83 1 .81
Construction industry 1.87 1 .82 1.81 1 .76 1.74
Agriculture and 
forestry 1.77 1.74 1.76 1 .72 1.63
Transport and com
munication 1.71 1 .75 1.76 1.75 1 .70

Trade 1 .95 1 .92 1 .88 1.85 1 .87

Source: Foglalkoztatottsdg ds kereseti ardnyok (Employment 
and wage ratios), 1976, p. 17.

Table 
fund,

21. Percentage share of employees from the total wage 
according to the amount of wages they earn

Year lower 20 per cent upper 20 per cent

1970 10.7 33.4
1972 10.8 32.8
1974 10.8 32.8
1976 10 .8 32.5
1978 11.2 32.2
1980 11.4 32.0

Source: Ibid.

years. A similarly definite tendency of levelling is shown by 
the development of the share of the highest paid strata (cf. 
Table 21) .

The examination of some of the aspects of the wage ratios 
one by one is more telling than the development of the global
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ratios. From among them, we shall examine below the wage dif
ferentials according to performance and those due to employment 
position.

WAGE DIFFERENTIALS ACCORDING TO PERFORMANCE

At present, in the state-owned companies and institutions, 
considerably better and more work cannot earn considerably more 
wages than little work of weak or medium quality can. Usually, 
there are little differences in the wages of workers in the 
same jobs due to the differences in their performance. Accord
ing to a survey conducted by the Ministry of Labour, the dis
persion of wages in identical jobs amounted to only 30 to 35 
per cent of the average wages, and a significant part of it was 
due not to actual performance, but mainly to seniority and to 
other factors that are only loosely connected with work perform
ance. There is a need for a stronger stimulation of performance 
increase, and a more courageous wage differentiation adjusted 
to performance: it should be made possible that individuals and 
collectives producing outstanding performance could receive 
wages which correspond to their performance. This is also re
quired by the demand for increasing productivity and improving 
efficiency. And this may also help ease the very disturbing 
wage tension existing between the state sector and the private 
sector.1

Wage differentiation adjusted to performance depends to a 
considerable extent on the form of wages applied. If the scale 
of mass production is appropriate, the quality requirements are 
not too high, and both the qualitative and the quantitative re
quirements of performance can well be checked, the increase of 
productivity is best served by wages which grow proportionately 
to quantitative performance. They can be either piece-wages or 
such performance wages which express some characteristics of 
the worker that are not properly expressed in his quantitative 
performance but are nevertheless important for the company (pro
fessional experience, manysidedness, adaptability, etc.); this 
latter one can be solved in the form of determining an appro
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priate basic wage which is then either increased or reduced de
pending on the worker's quantitative performance. The scope of 
application of piece-wages - as it has already been discussed - 
shows a decreasing tendency the world over, due to the consider
able increase in the significance of the characteristics just 
mentioned.

In the Hungarian industry, the application of quantity- 
oriented wage systems is justified in a relatively broad field. 
However, the ratio of those remunerated in such forms is low 
(it was 56.6 per cent in the state-owned industry in 1978), and 
many of them work in forms of a degressive type which have only 
a limited stimulative effect. This relatively low ratio is also 
connected with the existing system of company income regulation. 
Due to progressive taxation, that part of the company incomes 
which can be used for expenditures of a wage character increases 
degressively, that is, at a slower rate than the total incomes. 
This makes it difficult to apply such wage forms that are 
strongly stimulative. The complete elimination of the degress
ive character of company interestedness taken in this sense is 
hardly possible, because it plays an important role in keeping 
the outflow of purchasing power within reasonable limits, and 
this has great significance in a planned economy, especially 
these days. Its abolishment might lead to increased imbalances. 
However, the reduction of the scope or extent of degressiveness 
may be expedient.

No form of waging results in effective stimulation by it
self. To achieve that, the fulfilment of many other conditions 
is also required. These include the good organization of work 
and production and on this basis the raising of appropriate 
performance requirements. No well-founded differentiation and, 
consequently, no effective stimulation is possible without 
well-founded performance requirements, without appropriate norms. 

Where the conditions allow it, that is, where workers are 
not closely interdependent in the work process and their per
formances are clearly separated from each other, it is advis
able to apply individual wages (individual performance wages). 
If under such conditions work is nevertheless remunerated by 
groups - and in the Hungarian industry, there are many examples 
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of this then workers with outstanding (above the average) 
qualities are made uninterested in displaying their abilities. 
However, in modern industrial production, there is an increas
ing number of work processes in which the performance of indi
vidual workers directly depends on the performance of their 
mates, and their results cannot be separated from those of the 
rest of the workers. (For example, this characterizes the chemi
cal industry, the highly automated production units of the ma
chine industry, etc.) In this case, instead of forcing the ap
plication of individual performance wages, wage differentials 
according to the real differences in their performances should 
be applied among groups and smaller collectives, because here 
it is not individual competition and the great possibilities of 
realizing outstanding individual performances, but rather good 
collective work and increased assistance to each other, which 
improve total performance. And this is better served by group 
waging and the related common interests. Group waging prompts 
the members of the group not to tolerate shirkers among them
selves. If the company differentiates among the work groups 
(brigades) according to their real performance, the distribu
tion of wages within the groups (brigades) can usually be left 
to them.

The introduction of group waging is the most effective if 
it is accompanied by appropriate changes in production and work 
organization. The most fortunate case is if there is a possi
bility to remunerate the groups (brigades) on the basis of the 
products they manufacture. There is little possibility for this 
in industry, within this the most possibility is in the con
struction industry, while there is more in agriculture. How
ever, it is anyway advantageous if the activity of the work 
groups - according to the given technological circumstances - 
becomes independent in the production process to a certain 
degree, if they are granted certain independence in the organ
ization of their activity, and the results of their activity 
appear separately. Hungarian as well as foreign experiences 
show that greater independence entails an increase both in the 
sense of responsibility and in the initiative of the group
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members, and this improves both the quantitative and qualitat
ive production results.

The establishment of groups and workshops working on a 
contract basis (and being responsible for their own finances) 
is, in all probability, one of the key issues of the already 
necessary renewal of the system of stimulation within the com
panies; this renewal has to be realized in the interest of an 
increase in efficiency. The direct shares of smaller communi
ties from the results of their work have already proved to be 
effective in several areas of the national economy. It seems 
that we should proceed in the direction of extending this 
method, which of course is inseparable from the development of 
the contract system. Unfortunately, mainly as a result of re
organization and amalgamation of companies, the situation has 
deteriorated in this respect. The preconditions of the realiza
tion of the independent settling of accounts within the company 
include the reduction of production co-operation within the 
company, the increase of the independence of the individual 
economic units through a clear separation of the spheres of 
authority and responsibility, as well as the elaboration of in
dicators which make it possible to measure their activity, etc. 
However, that obstacle in attitude, which asserts itself in ef
forts aimed at levelling the individual incomes at the differ
ent economic units of the same company, irrespective of the 
differences in performance, should also be overcome.^

Understandably, substantial wage differentiation - with 
regard to either individuals or groups - encounters the great
est difficulties in those cases where the work performance or 
its results cannot be measured in an exact way. In these cases, 
the value judgement of the immediate superior should be given 
greater weight and prestige, since he is the person who knows 
the work of the individual workers best, and who, due to his 
position and qualifications, must have such an overview which 
enables him to form founded judgements. However, the value 
judgement of the immediate superiors should be granted a 
greater role not only when the evaluation of performances in
volves difficulties. The sphere of authority of these superiors 
should be increased in every area of waging. This again leads
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to the question of the modernization of the system of internal 
company management, that is, to the need for an increased di
vision of decision-making authority.

Wage differentiation according to performance is known to 
be an unpopular task. This is closely related to the social 
pressure in the direction of the levelling of wages. This pres
sure derives from the fact that the socialist ideal of social 
and human equality has gained ground and there has been fast 
approach in the level of demands of the various social strata, 
due to an increase in the level of education and the consider
able social mobility. However, the extent of this pressure sig
nificantly curbs Hungarian progress and it is actually one of 
the greatest economic, political and social weaknesses.

Public spirit at the work places very often moves and ex
erts an influence in the direction of equalizing, it tries to 
curb the development of both considerably higher and consider
ably lower than average wages, and is inclined to tone down the 
acknowledgement of outstanding individual and group achieve
ments. As it was already discussed above, the objective basis 
of this phenomenon is the fact that those with average perform
ance constitute the majority and, therefore, they exercise a 
considerable influence on the local public opinion. It is not 
so rare that local social organizations also become the advo
cates of these levelling endeavours. And this may discourage 
even those enterprising leaders who would otherwise carry out 
substantial differentiation. Any form of equalization is very 
harmful especially in those areas which would require initiat
ive and creative work of a high standard.

Unfortunately, the economically expedient stimulation is 
not necessarily just, too. For example, the distribution of 
such wages (or a considerable part of them) which have been 
gained through saving with the work force, among the workers 
who have achieved that saving could be a very effective stimu
lant of saving with the work force, but clearly the conditions 

it are the most favourable at those places where the level 
°f utilization of the labour force was previously low. There
fore, such a stimulation would place those who had worked well 
also earlier in a disadvantageous position. (Here, we are ac
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tually faced with the problem of the "base interest" - for ex
planation see footnote 16 in Chapter 4.) Naturally, the workers 
feel this unjust. The solution must be some sort of compromise, 
that is, the development of such a form of stimulation in which 
the disproportions in wages are only temporary. At the same 
time it should also be prevented that the temporary dispropor
tions in wages, which serve to bring the reserves to the sur
face, could have a transfer effect and lead to wage increases 
in such fields as well where the financial coverage is not pro
duced for that.

It is a widely shared view that a faster rate of increase 
of the average (real) wage level favours the differentiation of 
wages according to performance, whereas its slower rate of in
crease or decrease limits it. However, there are also several 
researchers who say that no such relationship exists. The con
tradiction between these two statements is only apparent. In 
fact both of them are true. A faster increase in the wage level 
really creates a more favourable, whereas a slower rate of in
crease a less favourable condition for the differentiation of 
wages. However, the more favourable situation created by a 
faster increase in the wage level is only a possibility which 
often fails to materialize. Its realization may, for example, 
be prevented by such factors working against it as an increase 
in the tension of the labour force situation, the curbing ef
fect of the regulation system, etc. At the same time, however, 
wage differentials may also grow under the less favourable con
ditions of a slower increase in the wage level, if other objec
tive and subjective factors exert a strong influence in this 
direction.

The development of the consumer price level also has an 
effect on the possibilities of wage differentiation. An in
crease in the consumer prices, i.e. a faster increase in the 
nominal than in the real wages, may, temporarily, extend the 
possibilities of wage differentiation according to performance 
and consequently of stimulation, because differentiation in 
this case is directly limited not by the increase in real wages 
but by that in nominal wages.
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It is also clear that an increase in the price level 
strengthens the tendencies of levelling. Since the compensation 
for the price increases cannot accurately be regulated by indi
viduals or families and from a political and social point of 
view it is especially important to try to safeguard, as far as 
possible, the strata with the lowest income from the losses 
caused by the price increases, all this generally results in 
compensating those with lower incomes to a greater extent while 
those with higher incomes to a smaller extent. This is a fact 
which is proven by both Hungarian and foreign experiences. In 
our present situation when the world market significantly de
valued our national work, not all the individual workers can 
receive the former reward for their work; at the same time the 
price increases are general and there is no possibility for 
complete compensation. Obviously, wage increases fully com
pensating for the price increases, or even greater wage in
creases, have to be given to those workers who have a greater 
than average performance, and we also have to use that stimulat
ive force which might be elicited by the defence against a 
decrease in the formerly achieved real wages (living standards).

QUALIFIED WORK - HARD MANUAL WORK

The decrease in wage differentials due to qualification 
(the level of qualification) and, simultaneously with it, the 
increase in wage differentials due to the physical hardness of 
work represent a world-wide historical tendency. This is con
nected, on the one hand, with a general increase in the level 
of education and with the social assumption of an increasing 
part of the costs of training, and on the other, with the fact 
that the mechanization of hard manual work and the improvement 
of unfavourable working conditions proceed at a slower rate 
than the demands of workers on work and working conditions grow. 
This tendency also asserts itself in Hungary, but in a special 
way. Both international comparisons and everyday experience 
show that in Hungary while wage differentials due to the physi
cal hardness of work and working conditions have been growing 
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at a fast rate, wage differentials due to qualification have 
excessively shrunk. The general acceleration of the tendency of 
wage levelling discussed above can be attributed to this latter 
process to a great extent.

The rapid decrase in wage differentials due to qualifica
tion can also be seen clearly among manual workers. This can be 
established with regard to the regular categories (skilled work
ers, semi-skilled workers, unskilled workers) too; however, if 
we examine the question by applying a more refined breakdown, 
the differences become even greater. Unfortunately, the necess
ary data are available only for a very short period, never
theless, they unanimously prove the decrease of wage differen
tials due to qualification at almost every level (cf. Table 22).

Proceeding on the scale of job complexity from the simplest 
job to the most complicated one in the national economy as a 
whole, and in the three major sectors, the increase in the 
hourly wages shows a decreasing tendency. The hourly wages of 
those doing a complicated skilled job - with the exception of 
trade - grew at a slower rate than the wages of the unskilled 
and semi-skilled workers, and this growth was also slower than 
that of the wages of those doing some simple skilled job. It is 
worth mentioning that - contrary to public belief - the rate of 
increase of wages in industry was the fastest not in the case 
of unskilled workers, but in that of semi-skilled workers. This 
is characteristic of not only the short period under con
sideration; surveys covering longer periods also reflect the 
same tendency. This can be attributed to the fact that out of 
the unskilled workers, only the wages of those performing hard 
manual work grew at an exceptionally fast rate.

However, it is not only the comprehensive data which show 
the excessive decrease of wage differentials due to qualifica
tion among the manual workers. There is hardly any company or 
factory where one could hear no complaint about the fact that 
skilled workers with great experience earn less than semi
skilled workers, and sometimes even unskilled workers, perform
ing simple work. The consequence in many cases is the migration 
of workers from their professions, for the training of which a 
considerable amount was spent and at the same time these work-
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Table 22. Increase in the hourly wages of workers by cat
egories of job complexity, between 1973 and 1976 (1 973 = 100)

Category of job 
complexity

National 
economic 
average

Industry
Transport 
and com
munica
tions

Trade

Unskilled workers 121 120 134 117
Semi-skilled workers 121 123 119 106
Semi-skilled workers 
doing complicated jobs 122 122 127 106
Skilled workers doing 
simple jobs 122 119 134 105
Skilled workers doing 
average jobs 115 114

♦
121 111

Skilled workers doing 
complicated jobs 118 120 121 113
Skilled workers doing 
very complicated jobs 115 116 114 115

Source: A survey covering 600,000 workers, conducted by 
the Computer Technique Institute of the Ministry of Labour, 
commissioned by the Labour Research Institute.

srs are dissatisfied with their job and do their work in a 
dispirited way.

Recently there has been a sociological survey conducted at 
a vehicle manufacturing company to find out how dissatisfied 
workers of different categories were with their wages. A much 
higher ratio of those occupying key positions in production, 
including highly qualified maintainers, group leaders and ad
justers, said that they were dissatisfied with their wages than 
°f the semi-skilled machine operators working at the same place.

A reason behind this development of wages, often referred 
to in the professional literature, is that the ratio of lower 
qualified workers working in a piece-rate system or in some 
°ther form of performance wage system is higher and these systems 

201



provide more opportunities for increasing their wages; whereas 
among workers performing some complicated work, time-wages are 
dominant. (The wage increases of workers receiving time-wages 
is usually below those of the workers who are working in a 
piece-rate system, since the wages of the latter grow automati
cally, without any special measure, if there is an increase in 
their performance.) Clearly, however, this is not the ultimate 
reason. We get closer to the facts if we accept the explanation 
that the companies have had to use most of their possibilities 
of wage increases to gain and to keep unskilled workers who 
have been available only to a limited extent, and therefore 
they have been left without financial means to acknowledge 
qualification in an adequate way.

The main reason behind the excessive shrinkage of wage 
differentials due to qualification and the rapid increase in 
wage differentials due to the physical hardness of work is the 
large-scale non-correspondence of the demand and supply of la
bour in this field, and - especially - the permanent extensive 
shortage of those who are willing to undertake physically bur
densome work. (Naturally, in some of the skilled jobs work is 
also very strenuous physically, for example, the work of miners, 
foundrymen, metal casters, bakers, and there is a similarly 
great shortage of labour in these jobs as well, but due to a 
lack of space we cannot deal with their problems here.) The 
number of those who are willing to undertake hard manual work 
and to suffer unfavourable working conditions has been decreas
ing at a much faster rate than the number of such jobs, and 
therefore their occupation requires ever stronger financial 
stimulation. At the same time, the great shortage of those will
ing to undertake hard manual work is basically the consequence 
of the great general shortage of (over-demand for) labour. If 
people can select from among many job opportunities, they 
understandably - do not crowd for hard and strenuous work, 

and are willing to undertake such work only in return for spe
cial financial advantages. If there is a general shortage of 
labour, it necessarily causes the most burning problems in the 
area of hard manual work.
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Since the problem does not stem primarily from wage policy, 
its solution should not be sought in wage policy either. The 
great shortage of those willing to undertake hard manual work 
cannot be solved by the means of wage policy: this is only a 
symptomatic treatment with temporary influence and harmful by- 
effects; it should be solved through changes in the conditions 
of the labour force situation; namely, the mechanization of 
hard, especially strenuous manual work as much as possible, the 
appropriate development of the school system (structure of 
training), and the elimination of the large-scale general over
demand for labour.

The decrease of the scope of hard manual work through mech
anization does not require any special explanation; however, 
the need for the development of the Hungarian school system 
(more precisely, the system of worker's training) does. The sys
tem of worker's training in Hungary is still exclusively based 
on traditional professional training, namely, it qualifies the 
workers for only relatively narrow individual professions. The 
educational administration would prefer to train every young 
worker to become a skilled worker; the future of young workers 
is generally regarded as promising if they have a profession 
and a school certificate as a skilled worker. However, the 
technologies applied in Hungary require semi-skilled and un
skilled workers in about 60 per cent, and skilled workers of a 
traditional type only in the remaining 40 per cent. And in all 
probability, this situation will not basically change in the 
next one or two decades. At the same time, a continuously in
creasing ratio of the semi-skilled workers have to perform com
plicated work for which they also need basic general technical 
knowledge and certain abilities. In the majority of cases, mo
dern production relations do not require life-time attachment 
to one's profession (today too many professions seem to be 
linked to special qualifications and too many people to some 
special profession), what they need is rather general as well 
as technical and economic culture and intelligence which may 
enable a much greater mobility of the labour force. The Hun
garian system of training should be adjusted to these circum
stances .
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Without a global correspondence between the demand and the 
supply of labour, there is no structural correspondence either, 
that is, neither can the demand and supply of hard manual work 
be brought into balance. However, the general shortage of la
bour cannot be remedied by labour management regulations alone. 
It is the ultimate causes of the shortage that have to be rem
edied, and this requires the development of the economic and 
institutional system as a whole, and the elimination of the 
remnants of the general "economy of shortage".

THE WAGES OF TECHNICAL PROFESSIONALS

The conditions of work within a company are established by 
the technical and economic professionals through their develop
ment, organizational and control activities. It largely depends 
on them how production at the company is functioning and how 
the performance of the company - and within that, the work of 
the manual workers - is realized. Innovation and the develop
ment of the products and technologies are in their hands. The 
historical experiences of the socialist countries, also those 
of the Soviet Union, show that there is a close relationship 
between the acknowledgement of the professionals - including 
their financial acknowledgement - and the company results. Gen
erally, wherever we see outstanding results, we can also find 
that the professionals are financially acknowledged.

Wage differentials due to qualification have shrunk not 
only among manual workers. There is an even stronger levelling 
between the highly qualified professionals - in the first place, 
technical professionals - and the lower qualified workers 
(Table 23) .

These figures also include the data of higher paid techni
cal professionals in leading positions. Without them, the per
centage figures would be considerably smaller. The wages of 
highly qualified technical staff (i.e. professionals holding no 
leading position) was only 8.6 per cent higher already in 1975 

the wages of skilled industrial workers performing espec
ially complicated work under so-called normal working condi-
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Table 23. Wages of technical professionals in industry as a 
percentage of workers' wages
Year Per cent Year Per cent

1955 172 1975 147
1958 158 1976 144
1960 157 1977 141
1964 154 1978 139
1970 151 1980 142

--___  _
1 981 1 42

Source: A lakossdg jbvedelmeinek alakuldsa 1950-1980 (The 
development of the incomes of the population 1950-1980), Cen
tral Statistical Office, p. 48; and Fog laIkoztatottsag es kere- 
seti ardnyok (Employment and wage ratios), Central Statistical 
Office, corresponding volumes.

3tions. Nowadays, the wages of staff engineers are only some
what more than the average wages of skilled workers. Due to 
people's needs to take part in further education on a mass 
scale as well as to the strong attraction of intellectual work, 
this situation does not lead to a shortage of engineers in num
bers, but it causes serious quality problems and leads to coun
ter-selection. With a few exceptions, it is not the most suit
able ones who go to the university to become engineers, and 
even they are dispirited and dissatisfied, and are compelled 
to supplement their wages with various extra incomes, and thus 
they use a considerable part of their energy, which would be 
indispensable for the company, "privately". These circumstances 
limit the requirements that could be raised against them.

A change in that situation - just like in the case of man
ual workers - does not require wage policy measures only. It is 
very important to understand that it is not a greater number of 
professionals that is needed, but rather, more talented ones 
with greater knowledge and a wider intellectual horizon; and 
for that, priority should be given to qualitative rather than 
quantitative goals in the training of professionals. Further
more , there is a need to break with the view which, by simpli
fying the really important task of establishing and maintaining 
a balance in the financial situation of the different social
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strata, intends to keep the wages of the manual staff and the 
non-manual employees within the company at an identical or al
most identical level. The limitation of the earning possibil
ities of highly qualified professionals on this basis is harm
ful economically, and it is not advantageous politically 
either.

INCOMES OF LEADERS

The development of the earnings of highly qualified pro
fessionals holding no leading positions is not independent of 
the development of the earnings of leaders. The earnings of 
those in leading positions set a limit to the earnings of the 
professionals who are not in a leading position. The earnings 
of leaders - especially of those on the top - have grown at a 
considerably slower rate than the wages of the workers. During 
the past few years, the superior authorities have not raised 
the leaders' basic salaries, or only to a very small extent, 
and have also set the upper limits of their individual premiums 
and bonuses. The average wages of workers and other employees 
grew by 39 per cent between 1968 and 1974, and by 30 per cent 
between 1973 and 1977; at the same time, the basic salaries of 
top level leaders grew by only 21 per cent in the first and 15 
per cent in the second period. Since 1977, the increase in 
their salaries compared to the wages of workers has slowed down 
to an even greater extent (Table 24).

Since during the past few years the increase in the con
sumer price level has accelerated and this - due to the struc
ture of their consumption - reduced the real wages of the 
higher paid intellectuals to a greater than average extent, the 
decrease in wage differentials calculated in real wages is even 
greater.4

The holding back of the increase in the wages of top level 
leaders at companies had then an effect downwards and curbed 
the increase in the wages of medium and lower level leaders and 
of highly qualified professionals holding no leading positions.
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Simultaneously, the difference in the earnings of leaders at 
different levels has also shrunk.

The holding back of the increase in leaders' salaries is 
usually explained by political considerations, in the first 
place by claiming that at a time of a moderate increase in the 
living standards, low wages must primarily be increased, and 
the increasing of the relatively higher earnings of leaders is 
offensive under such conditions. However, the question is more 
complicated than that. Undoubtedly, the feeling of satisfaction 
of individuals depends to a considerable extent on their rela
tive situation, on the amount of their earnings compared to 
those of others - also including their leaders. But it depends 
to an even greater extent on the development of their own finan
cial situation over time taken in an absolute sense. And the 
lack of an adequate financial acknowledgement of professional 
and managerial activities slows down the improvement of effi
ciency and economic growth, which constitutes the basis of a 
general increase in the living standards. And it hardly com
pensates the workers for a stagnation or an eventual decrease 
in their living standards if they know that the living stan
dards of their leaders decreased to an even greater extent. In 
any case, the sense of justice of the workers is not so much 
offended by the salaries of their leaders, which are well- 
earned by hard work and which - as it is also shown in Table 
24 - are not strikingly high, as by the much higher "invisible" 
incomes which are sometimes earned with work not proportionate 
to the income.

True, even if the relative, i.e. percentage, difference 
between the earnings of the leaders and of the staff decreases, 
the absolute, i.e. expressed in Forints, distance between them, 
and - with increasing living standards - the difference in the 
volume of the purchasing power tend to increase. Naturally, 
not even the salaries of the most successful leaders should be 
allowed to rocket. This would be incompatible with both our so
cialist order and the level of economic development. Neither 
their income should surpass the volume which under the given 
circumstances can be spent on personal consumption and on fam
ily investments serving this purpose. However, we are still far
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away from this limit, and the boundaries and the content of the 
limits are always changing with progress.

The consequences of higher incomes should be made accepted 
nation-wide; namely, those who are "granted" higher incomes on 
the basis of wage differentials according to performance should 
also be granted a possibility of consuming in line with their 
needs; in other words, the natural consequences of higher in
comes in the structure of consumption and the way of living 
should also be accepted. It is an impossible situation when 
higher wage differentials are accepted on the one hand, while 
the corresponding differences in the way of life, which are not 
violating our socialist concept of life, are rejected on the 
other. And in practice, one can often meet with this phenomenon.

The views supporting the holding back of the increase of 
leaders' incomes are rooted in the concept that financial con
siderations do not play a considerable role in the motivation 
and system of interestedness of leaders, as they are individuals 
who are socially committed at a high level. This formulation is 
a very simplified approach to the question. Undoubtedly, espec
ially in the case of those holding high level leading posts, 
incentives outside the financial ones, namely, ambition, cre
ative instinct, etc., do play a very great role, and the major
ity of company managers and chief engineers actually do their 
utmost even now and would therefore be unable to perform con
siderably more even if their salaries were doubled. However, 
the present income level does not favour optimum selection, it 
may result in counter-selection, and this is a problem which 
cannot be neglected at all. Economic managers as well as lower- 
level leaders should be selected not from among individuals 
with ascetic inclinations, or pretending to have such inclina
tions, but from among individuals who are the most suitable for 
such tasks due to their excellent abilities and their enterpris
ing mind. It is very disadvantageous if leaders receive low 
salaries compared to their positions and tasks because it would 
seem to create some sort of a moral basis for making use of 
other advantages which might be available through the higher 
Position. And if this practice gains ground, it can cause im
measurable political and social damage.
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While leaders' earnings grew slower than the average, 
their number grew at a faster rate than the total number of 
workers and employees. In the productive branches, if we con
sider the total of working people, the increase was somewhat 
less than 1 per cent between 1973 and 1977, whereas it was 5 
per cent for leaders. If the number of leaders increases ex
cessively, it entails a growth in the number of the levels of 
management, which leads to an overcomplication of the whole 
company structure, which in turn reduces the efficiency of man
agement. It seems that fewer but better paid leaders (with 
greater authority) could work more successfully.5

Let me summarize what I have intended to say in this chap
ter: the present stage of progress in Hungary requires an in
crease in the differentiation of wages. Wage differentials ac
cording to performance have to be increased, people have to be 
let to earn more money with more and better work, in a way that 
in the meantime the financial acknowledgement of higher quali
fication, greater knowledge and responsibility should also in
crease. We can hardly wait with this until the period of stag
nating living standards comes to an end and we can once again 
start to increase them, because the increasing of wage differ
entials is a precondition of the increase of the living stan
dards. Increasing wage differentials would not lead to an in
crease in the distance between the extreme values. Namely, on 
the one hand, the extremely high incomes are not born in the 
socialist sector, neither among the official wages. On the 
other hand, the primary factor of the dispersion of family in
comes is not the volume of wages of the family members, but the 
ratio of earners and dependants in the family. And these dispro
portions should be reduced not through wages but through social 
policy measures.

Similarly to several other domains of society and the econ
omy, we have lost illusions and become richer in experiences 
also in the area of stimulation and wage differentiation during 
the past decades. And these new experiences should be utilized!
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NOTES TO CHAPTER 5

1 Industrial workers can earn many times more if they are work
ing for a private entrepreneur or on their own account than 
what they earn at their work place where they are full-time 
employees. The easing of this anomaly naturally belongs to 
the sphere of national economic policy; however, an increase 
in the income possibilities within the state-owned companies 
would help ease this tension.

2 On the question of an independent settling of accounts within 
companies, see Nyikos, L.: Az iparvallalati belso mechanizmus 
kdt idSszerti probldmdjdrdl (On two timely questions of the 
internal mechanism of industrial companies) , Kozgazdastigi 
Szemle, May 1978.

3 See Tdth, G.: Az ^rtelmiseg kereseti viszonyairdl. Kisdrlet 
egy analdgidkon alapuld munkagazdasdgi elemzdsre (On the in
come conditions of the intellectuals. Attempt at a work econ
omic analysis based on analogies), Munkaiigyi Szemle, 1979, 
Appendices I-II.

} For example, between 1976 and 1978 the nominal wages of man
ual workers grew by 13.6 per cent and those of the intellec
tual employees by 11.9 per cent, i.e. the difference was not 
big. At the same time, the difference in the increase of 
their respective real wages was significant. According to 
certain calculations, the real wages of manual workers grew 
by 4.6 per cent, whereas those of intellectual workers by 2.6 
per cent (see Tdth, G.: op. ait.). The price increase affect
ed the intellectual employees with relatively high incomes 
- including the leaders working at companies - to an even 
greater extent than the entirety of the intellectuals.

' This fast increase in the number of leaders is partly due to 
the fact that there is hardly any possibility to substan
tially increase the wages within the same job. In this way, 
we get back again to the problem of wage differentiation ac
cording to performance.
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CHAPTER 6

THE SITUATION AND THE STIMULATION OF TECHNICAL 
PROFESSIONALS1

The present slow-down of economic growth will, in all probabil
ity, not slow down but, on the contrary, accelerate the world
wide progress of technology. The same circumstances - namely, 
the scarcity of raw materials and energy, increasing environ
mental damage, etc. - which slow down the growth of production 
strongly stimulate technological development. More than ever, 
technological development will become the central factor in 
world market competition.

It is well known that during the past decades, Hungary's 
technological lag - i.e. the technical gap as compared to the 
industrially advanced countries - has increased in industry, 
and within that, in the so-called progressive branches, i.e. 
the ones with fast technological development, it has acceler
ated at an even faster than average rate. The further widening 
of this gap may involve very serious consequences, so its nar
rowing, or at least the stopping of its widening, is a question 
of vital importance.

Limited possibilities of imports and investments make tech
nological development more difficult. This can only be compen
sated by a strong increase in the efficiency of creative work 
aimed at technological renewal. The competitiveness of Hungar
ian goods is primarily determined by the standard of the on
going technical creative work.

It is often said that we spend the same or an even higher 
share of our national income on research and development than 
the industrially advanced countries. Recently, it has been 
Pointed out at several forums that this statement is superfi
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cial. as part of the costs registered under this heading does 
not really serve research and development (they are simple pro
duction costs, etc.), that is, the officially documented 3.3 
per cent would be less if it were calculated realistically. 
Presumably, such a correction would also modify somewhat the 
data on the number of professionals engaged in research and de
velopment. However, it would not change the fact that the level 
of supply of engineers is high compared to the level of our 
economic development, and it surpasses the level of supply in 
several industrially advanced capitalist countries; on the other 
hand, however, the level of efficiency of technical - and 2 within that, of engineering - creative work is low in Hungary.

In Hungary, there have been several attempts at assessing 
the efficiency of engineering work and at comparing it in an in
ternational context. The simplest method3 is to compare the 
Gross Domestic Product (GDP) per employee and the number of en
gineers per 10,000 employees. This index is then the amount of 
GDP per engineer (divided by 10,000), which, naturally, can 
only be accepted as the index expressing the national economic 
efficiency of engineering work with great reservations (among 
others, because the results of engineering work are rather re
flected in the amount of value produced in industry than in the 
national economy as a whole). However, a certain relationship 
between the GDP and the success of engineering work can justi
fiably be assumed. As Table 25 shows it, the number of engin
eers compared to the GDP is extremely high in Hungary, or to 
put it the other way round: GDP is extremely small compared to 
the number of engineers.

According to an international comparison carried out in 
the 1960s and involving 18 countries, this value was the small
est for Hungary, which is undoubtedly a clear indication of 
the very bad efficiency of engineering work in Hungary.
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THE SIZE AND COMPOSITION OF THE STAFF OF 
ENGINEERS

If the national economic product manufactured in a country 
is small compared to the number of highly qualified profession
als, there may be basically three reasons for the situation: 

- too many such professionals are trained;
- the utilization of their knowledge is inadequate;
- their training is not adequate and not efficient enough.
It seems that all three points are valid for the engineers 

in Hungary. Below, we are going to deal with the first two in 
detail.

In Hungary, as well as in other socialist countries, it 
had long been a dominant view that "no number of engineers can 
be too much", that the more high qualified technical profess
ionals there are (possibly with a university degree), the 
faster technological progress is. Life has refuted this concept. 
It is true - a fact which can be proved - that in the countries 
which have acquired a leading position in technology (e.g. 
Japan) in a relatively short period, the rapid development of 
education - including also rapid quantitative development - was 
one of the most important factors of dynamic technological pro
gress. But, it can equally be regarded as proven - even if not 
statistically - that there is some sort of an optimum in this 
field, too, and in the case of a bigger than required number, 
efficiency deteriorates. Namely, if there are too many engin
eers, then the newly employed ones can only perform a certain 
ratio of the work of the former generation, which means that 
the activity of the whole staff of engineers becomes diluted, 
that is, the amount of work per engineer - truly requiring 
high level technical knowledge - becomes reduced and replaced 
by formal or routine activity, or maybe even by inactivity. 
This has a harmful effect on the professional ambitions of 
engineers and leads to dispiritedness, which further deci eases 
the efficiency of their work. Furthermore, it is also obvious 
that - especially in research and development - successful en
gineering work requires appropriate technical facilities, equip
ment and devices. If due to the big number of the staff, these
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Table 26. The number of engineers, researchers and technicians 
in some countries

Country Number of engineers 
and researchers per 
10,000 inhabitants

Bulgaria (1977) 269.0
Czechoslovakia (1977) 225.0
GDR (1977) 265.2
Hungary (1973) 322.3
Poland (1977) 238.3
Soviet Union (1977) 407.3
Yugoslavia (1977) 132.5

FRG (1975) 178.6
Finland (1977) 349.8
Italy (1977) 163.8
Japan (1975) 372.0
USA (1977) 114.0

Source: Annuaire statzstique 1978-1979, UNESCO.

are frittered and dissipated, then the total results of engin
eering work will be considerably less than if they were util
ized by a smaller staff in a more concentrated way. These ne
gative phenomena are not rare in Hungary, which indicates that 
the above-mentioned optimum has been considerably surpassed in 
certain fields.

Those who oppose the view that there are too many engin
eers in Hungary argue - among other things - that while on the 
one hand there are engineers compelled to perform the work of 
technicians or work of an even lower level, on the other hand, 
many engineering jobs are held by people who only have lower 
qualifications. And it is true that according to the census 
data, in Hungary on January 1, 1970, 44,000 engineering jobs 
“ 42.5 per cent of all such jobs - were held by people with 
medium or lower level qualifications, whereas at the same time 
exactly 40 per cent of those with a degree in engineering 
~ about 38,000 people - were employed in jobs which were not 
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qualified as engineering ones. However, this neither means nor 
proves that there is no surplus of engineers. First, the quali
fication of the different jobs as engineering or non-engineer
ing is highly uncertain in statistical practice, and actually 
there are places where the work performed in jobs which are 
qualified as engineering does not require such qualification, 
or only to a limited extent. Secondly, since 1970 the number of 
those holding engineering jobs without a degree in engineering 
has decreased. Furthermore, several of those without a degree 
in engineering but holding an engineering job are - due to 
their professional experience and abilities - able to ad
equately perform their work. (This also corresponds to interna
tional experience.) However, it is also true that this does not 
apply to a considerable part of them; but the necessary replace
ment of cadres can only be realized gradually and does not 
alter the fact that engineers were trained in an excessive num
ber. One also has to fully agree with the opinion that the 
basic problem is not the excessive number of engineers, but the 
weakness in utilizing their knowledge; although there is a very 
close relationship between the two phenomena. Namely, their 
number exceeding the demands is one of the essential causes of4 the underutilization of their knowledge.

The training of an excessive number of engineers in Hungary 
has had attitudinal reasons in the first place. But this im
balance largely remains hidden and it does not lead to diffi
culties among the newly graduated engineers to find employment. 
In addition to its general reason, namely, the almost unlimited 
hunger of the companies for labour force, this is also due to 
the fact that with the given wage ratios, the employment of en
gineers is advantageous for the companies even if only a frac
tion of their engineering knowledge is utilized. Therefore, 
they demand a relatively high number of engineers from the uni
versities and colleges, and this great demand induces the train
ing of a great number of engineers even in those areas where it 
is not justified either now or in the future. In other words, 
the distorted wage ratios make the labour market send false 
signals towards education, which appears in the form of distort
ed demands. (In countries where engineers are "expensive", the 
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employers endeavour to employ them only in areas where their 
knowledge is really required.)

In the industrially advanced capitalist countries, the 
shortage and the surplus of engineers usually go side by side. 
However, in the 1970s, the increase in the demand for technical 
professionals came to a halt, and their supply became prevalent. 
This was the situation, for example, in Canada, France, Great 
Britain and the United States. Other capitalist countries also 
reckoned with an overproduction of engineers and professionals 
in the natural sciences in the 1980s. According to forecasts, 
710,000 engineers, mathematicians and professionals in the natu
ral sciences will have been required in the Federal Republic of 
Germany by 1990, while according to analyses of the present 
trends, the number of qualified engineers will .reach 960,000, 
i.e. the supply will be much bigger than the demand (see 
Hillmer's article "Forecasts of the demand for engineers up to 
1990" in VDI Nachrichten, 1975, No. 50). A considerable part of 
the supply surplus will presumably be absorbed by work places 
outside the technical areas.

In Hungary between 1950 and 1970, the number of students 
graduated at technical universities and colleges more than 
quadrupled: this growth ratio was higher than that of all the 
other university graduates. In the 1970s, the overall growth 
rate in higher education became more moderate, and within that 
the ratio of newly graduated technical professionals decreased. 
Nevertheless, the number of students enrolled at technical uni
versities and colleges grew from 29,464 in 1970 to 31,713 in 
1978.

The increase by leaps and bounds in the number of univer
sity students in the early 1950s and in that of college students 
in the first half of the 1960s necessarily took place at the 
expense of the level of training, if for no other reason than 
due to the "dilution" of students. However, the deterioration 
in the quality of students at several faculties of technical 
universities and colleges also continued later on. With the ex
ception of a few faculties, including construction engineering 
and telecommunications, the surplus of applicants has continu
ously decreased. This process was even faster at the technical
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colleges: the ratio of those who applied and those who were ad
mitted was 2.30 in 1974, 1.93 in 1977 and only 1.63 in 1979. 
There were years when at the faculty of machine engineering 
there were less applicants than places. Under such conditions, 
the possibilities of selection are naturally limited, and ad
mission can even be gained with a low number of points acquired 
at the entrance examination. From the point of view of techno
logical progress, it would be extremely important that a large 
number of young people with excellent abilities and outstanding 
talent choose engineering as their profession, so that a great 
part of the intellectual potential of society - also regarding 
its quality - would be concentrated in this field. However, 
this is not the case. Whereas it is often difficult to get ad
mission to the medical universities and the universities of 
arts and humanities with as many as 18 to 19 points (out of a 
total of 20), admission to the faculty of machine engineering 
of the Budapest Technical University requires no more than 13 
to 14 points, and even a smaller number of points is enough for 
admission to the technical universities in the provinces.5 As a 
consequence, a large number of persons who are unsuitable or 
have only weak or mediocre abilities become engineers, and they 
are hardly able to meet the requirements dictated by the inter
national competition.

In Hungary, both at present and in the future, there is 
need not for a greater number of, but for more talented and 
knowledgeable engineers. In the training of engineers, qualita
tive goals should be given priority over the quantitative ones.

High level creative technical work requires not only tech
nical knowledge taken in the strict sense, but also an adequate 
level of knowledge of general culture. It seems that among the 
various groups of intellectuals, engineers take one of the last 
places regarding the level of general culture and are, in this 
respect, far behind doctors and lawyers, for example. This is 
also due to the fact that - compared to the latter groups - a 
much higher ratio of engineers come from families with a rela
tively lower educational and cultural level, and that - compa
red to other intellectual professions - there is a higher num
ber of those who graduate at evening or correspondence courses
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Table 28 Number and ratio of applicants and admissions at 
higher educational institutions in 1974

Regular courses The ratio 
of overap
plicationnumber of 

applicants
number of 
admissions

Universities of arts and
sciences 7,336 2,243 3.27

Universities of medical
sciences 4,086 1,191 3.43

Universities of technical
sciences 3,771 2,025 1.86

Universities of agri-
cultural sciences 2,512 950 2.64

Economic colleges 2,144 702 3.05
Agricultural colleges 2,068 792 2.61
Technical colleges 5,359 2,332 2.30
Teachers' training

colleges 4,819 1,443 3.34
Teachers' training

schools 2,375 1,132 2.10
Kindergarten teachers'

training schools 1 ,085 497 2.18
Total (average): 35,555 13,307 (2.67)

Source: Felvdteli vizsgdk a felsdoktatdsi intdzmdnyekben 
(Entrance examinations at the institutes of higher education), 
Ministry of Education.

which can only provide significantly less general and profes
sional knowledge (cf. Tables 31 and 32).$ The different surveys 
support everyday experience, namely, that engineers having at
tended regular courses - due to their better theoretical ground
ing - are usually more successful at innovation and have a
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Table SI. The number of students receiving diploma by type 
of education

Year Regular courses Evening courses Corre spondence 
courses

1937 2,368 - -
1948 - - -
1950 - - -
1955 5,669 - -
1960 4,268 173 1,187
1965 8,368 970 4,132
1970 11,888 2,157 4,175
1975 13,562 1,739 8,974
1976 14,545 1,957 9,494
1977 14,580 2,014 9,340
1978 15,128 2,044 10,401
1979 15,262 2,204 9,775

Table 32. The distribution of technical university graduates 
in 1979

Technical universities Technical colleges

Regular courses 2,002 2,172
Evening courses
Correspondence 

courses

140 518

953 1,296
Total: 3,095 3,986

Source: Statisztikai Tdjdkoztatd (Statistical information); 
Felsdoktatds (Higher education), 1979/80, Ministry of Education.

higher degree of innovative initiativeness than their colleagues 
having attended evening or correspondence courses.7

Recent sociological research differentiates between intel
lectuals in the traditional sense - i.e. those having a wide 
scope of general culture and knowledge - and the so-called pro
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fessional intellectuals who largely miss such culture and knowl
edge. Engineers - in the first place the so-called production 
engineers who have only college qualification, but also most of 
the engineers with a university diploma - belong to the second 
category, constituting a stratum which — regarding the level of 
general culture and knowledge as well as the related character
istics - represents a transition between intellectuals taken in 
the traditional sense and the workers.

From among the elements of general knowledge, the lack of 
two especially obstructs the success of technical creative 
work. One is the lack of economic knowledge. Without thorough 
economic knowledge, successful engineering work is hardly con
ceivable. Engineers must have a complex technical and economic 
view, as they have to be able to reckon with the economic and 
market relations and the sales possibilities as well. These are 
not only the traders' business. The majority of Hungarian engin
eers do not meet this requirement, they have a one-sided tech
nical approach and they do not - or are unable to - devote 
enough attention to economic and economical aspects. This has 
the most serious consequences in the case of those engaged in 
technological development.

The other obstructing factor is the lack of knowledge of 
foreign languages. The knowledge of a foreign language is a 
precondition of effective engineering work. This especially 
holds true of research and development activities, but of al
most any other technical creative activity as well. Engineers 
must be able to follow with attention the foreign professional 
literature and have the ability to conduct negotiations with 
foreign partners. In this respect, the situation is even worse 
than in the case of economic knowledge. In a survey conducted 
at a big machine factory, 58 per cent of the technical profes
sionals with a higher level of education said they spoke no 
foreign language at all. Only about 10 per cent of all those 
surveyed passed a state language examination. The distribution 
of the foreign languages spoken is not very fortunate either;

8 only 5 per cent of the engineers speak English.
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THE UTILIZATION OF ENGINEERING KNOWLEDGE

PERFORMING WORK WHICH DOES NOT REQUIRE 
ENGINEERING KNOWLEDGE

It is a fact beyond doubt that there is a counter-selec
tion among engineers and that there are considerable deficien
cies in their professional and general knowledge. In spite 
of this the biggest obstacle to an increase in the efficiency 
of technical creative work is not this, but the inadequate , 
utilization of the available abilities and knowledge. Even with 
its present composition and its present level of knowledge, the 
engineering staff would be able to perform much more than it 
actually does. The problem starts with the fact that engineers 
are engaged in many such activities which might also be carried 
out by people without such qualification. As it was pointed out 
above, according to the data of the 1970 census, 40 per cent of 
the employees with a degree in engineering had jobs which did 
not require such qualification according to the official no
menclature. However, this is not the primary factor supporting 
the statement that the knowledge of engineers is inadequately 
utilized, since a qualification in engineering is required not 
only in engineering jobs (or jobs which are qualified as such) 
but also in foreign trade and marketing. In the industrially 
advanced countries, a significant and dynamically increasing 
part of the engineers are employed in these areas; this is a 
natural concomitant of development. A considerable part of the 
40 per cent of engineers mentioned above with regard to Hungary 
also belong to this category. There are some related represen
tative surveys, carried out at various companies, which are 
rather telling from the point of view of the question under 
consideration. They indicate that not much more than half of 
our engineers have jobs which require the utilization of their 
professional knowledge to a considerable extent. For example, 
according to a survey conducted at the Metallurgical Works at 
Ozd, only 64 per cent of the engineers with a university dip
loma had such a job that could be qualified as an engineering 
one. At the Didsgydr Machine Factory, the surveyed profession
als with a higher level of education said that according to 
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their own judgement only about 53 per cent of their working 
time was utilized for work which corresponded to their qualifi
cation. It is worth quoting the related conclusions of another 
survey which was conducted at a big company: "In about 10 
years, the number of highly skilled workers as well as of those 
working in technological preparation decreased by one sixth. In 
the meantime there was a considerable increase in the number of 
employees with a higher level of education, and within that, of 
engineers, whose effective employment was not solved. According 
to company data, 40 to 50 per cent of the intellectual capaci
ties of those employed in important trades were not utilized."10

The low level of utilization of engineering knowledge 
already results from the fact that at most companies - compared 
to the tasks really requiring engineering knowledge - there are 
too many engineers, and due to their low wages, the companies 
are not compelled to make economical considerations in this 
respect. (Actually, the companies are not really interested in 
economizing on any other type of the labour force either, but 
the low wages of engineers even add to their uninterestedness. 
Their employment in areas which do not require their engineer
ing knowledge means no loss of any sort for the companies.)

The majority of the working time and the energy of the en
gineers is used for the solution of daily tasks, viz. for the 
elimination of the difficulties resulting from the lack or the 
inadequate quality of materials and components, as well as from 
the not always sufficient co-operation between the companies. 
Under the present conditions, when from day to day the companies 
have to overcome several obstacles which endanger the continu
ity of production, innovative activity, which is genuine engin
eering work but brings results only in the longer run, comes

11 necessarily only to the second place.

CONTROL AND MANAGEMENT

The utilization of the knowledge of engineers depends to a 
very large extent on the control and management at the company. 
The latter is naturally also a function of the "economic en
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vironment" of the company, i.e. the system of management of the 
national economy. Nevertheless, some of its aspects, namely the 
ones which exercise a direct influence on the conditions of 
technical creative work, are worth considering Separately.

The work of removing obstacles, which characterizes the 
activity of the technical staff, originates from the company 
management which is forced in that direction by external condi
tions, in the first place, by the difficulties resulting from 
the "economy of shortage". Various surveys show that the man
agers of Hungarian companies devote much more time and energy 
to operative daily affairs, to "small businesses", than mana? 
gers at capitalist companies. Naturally, they have consequently 
less time and energy left for dealing with longer-term tasks, 

i 2 including technological development.
The better utilization of technical creative work and the 

whole process of innovation are also obstructed in Hungary by 
the too high number of management levels which are a result of 
the excessive increase in the number of leaders (cf. Table 33).

As it can be seen from Table 33, the number of employees 
in leading posts increased at a much faster rate than the total 
number of workers. In the branches of material production the 
total number of workers increased by less than 1 per cent while 
the number of leaders by 5 per cent between 1973 and 1977. The 
data in Table 33 show that in 1979, more than one third of the 
non-manual employees held some sort of a leading post. A simi
lar situation is reflected by data collected from a narrower 
field. Namely, according to the data of a survey conducted by 
the Metal Workers' Trade Union in 1977, 33 per cent of the 
employees with medium or high level technical or economic quali
fication held some sort of a leading post. (The reasons for 
this great increase in the number of leaders will be discussed 
below.)

The overgrowth of the leading staff results in an overcom
plication of the whole company organization, which decreases 
the efficiency of management and hinders the flexible and rapid 
administration of technological development. It is obviously 
one of the reasons why several new products and technologies 
become outdated before they are actually realized. Among many
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Table S3. Non-manual employees by hierarchical levels

a) Distribution of the work force*  (per cent)
Category** 1975 1976 1977 1978 1979

Manager A 1 .8 1.7 2.0 1 .9 1.9
Manager B 2.8 2.8 2.9 2.7 2.8
Manager C 5.2 5.2 5.5 5.8 5.7

Total of 
managers 9.8 9.7 10.4 10.4 10.4
Total of 
leaders 21.5 22.2 23.6 23.7 23.9
Total of staff 68.7 68.1 66.0 65.9 65.7

Total of non-manual 
employees 100.0 100.0 100.0 100.0 100.0

b) The number of non 
workers*

-manual employees per 1, 000 manual

Category** 1975 1976 1977 1978 1979

Manager A 5 5 6 6 6
Manager B 8 9 9 9 9
Manager C 15 16 18 18 19

Total of 
managers 28 30 33 33 34
Total of 
leaders 65 68 75 76 79
Total of staff •206 210 210 211 217

Total of non-manual 
employees 299 308 318 320 330

* Average number of permanent staff in 1975 and 1976, and 
the number of staff on the payroll in September each year from 
1977 on (full-time employees). .•• On the basis of X foglalkozdeok egyeiges osztdlyozdsi 
rendezere (The unified system of the classification of jobs), 
Central Statistical Office.
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others, the overcomplication of the company organization also 
has the negative by-effect that it necessarily prefers leaders 
of that type who are familiar with the world of bureaucracy to 
those who have a genuine innovative spirit and always endeavour 
to achieve something new. 

tNaturally, the level of management also depends on the 
qualification of the manager to a great extent (see Table 34).

The adequate utilization of technical creative abilities 
is hindered by the fact that a significant part of the managers, 
including technical managers, have neither the appropriate 
qualifications, nor the necessary level of general and profes
sional knowledge.

According to the representative data of the 1980 census, 
28 per cent of the technical managers, the company chief engin
eers and other technical leaders did not have higher level 
qualifications, including 6 per cent who did not even finish 
secondary school. Out of the technical section and department 
heads, 33 per cent had no higher education. Highly qualified 
professionals often work under the control of managers with a 
lower level of education and knowledge. According to a survey 
conducted in 1974 among 962 former graduates of the Gy<5r Tech
nical College for Transport and Telecommunications, almost half 
of the production engineers worked under the control of managers 
who had lower level school qualifications than they had.13 This 
situation may create problems even if a considerable part of 
these managers have the necessary routine.

Furthermore, many of the managers and other leaders who 
formally do possess the adequate qualifications have insuffi
cient knowledge. Among the leaders (and within that, especially 
the technical ones), a high ratio is represented by those who 
received their diploma at evening or correspondence courses.

Naturally, not all managers whose qualifications are lower 
than those of their staff members are bad managers and not all 
of them obstruct their staff members in developing their abili
ties, nevertheless, this relationship - as a tendency - does 
exist. It already starts with the fact that in most cases the 
under-qualified leaders are unable to set appropriate require
ments against their staff members. And low requirements are a 
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frequent cause of the non-utilization of abilities. At places, 
where the managers set high requirements, one can hear much 
less complaints about "over-qualification". In addition, the 
lack of adequate professional knowledge and the related feeling 
of insecurity often lead to distortions in character, e.g. jeal
ousy of staff members with greater knowledge and more talent. 
Such managers surround themselves with weak staff members who 
do not "overshadow" them, whereas they suppress the genuine 
talents and do not grant them free scope of activity. Engineers 
working at companies often complain about this phenomenon.

At places where the - official - control of innovative ac
tivities is in the hands of leaders (e.g. chief engineers or 
department heads) with poor professional knowledge, this situa
tion necessarily leads to the development of informal control 
performed by better qualified professionals who, however, are 
employed in lower-rank jobs in the hierarchy. According to sev
eral case studies, this is disadvantageous under any conditions, 
because the limited scope of authority of the informal control
ler endangers the success of the innovation process.

In order to better utilize technical knowledge, it would 
be necessary to modernize the present system of company manage
ment, which is practically of a one-man management type. The 
internal set-up of the companies is strongly hierarchical, and 
the scopes of authority are too much centralized. In a signifi
cant number of cases, the one-man responsibility is only formal 
and, in practice, it leads to the obliteration of responsibil
ity. Employees at higher levels of the hierarchy have sometimes 
greater responsibility only ideally, whereas in practice, they 
often bear less concrete consequences of their decisions than 
employees at lower levels, whose responsibility is more con
crete. At the same time, the scope of authority and the indepen
dence of the latter ones are very limited. Company managements 
usually decide about the development of a product or technology 
after consulting the head of the department of technological 
development only, and they usually fail to consult the designer 
who actually worked out the given development project. This may 
entail serious disadvantages.^ There is a tendency to shift 
decision making one or two levels higher than where the appro-
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priate professional knowledge and expertise are the most avail
able .

In areas where independent thinking, decision and activity 
are a requirement - and technological development is undoubt
edly such an area -, the combination of hierarchical order and 
democratic leadership seems to be the appropriate solution. In 
a company organization where nobody is supposed to know every
thing, innovation is better served by horizontal consultations 
than by a rigid hierarchical order. At the companies which show 
good results in technological development, we usually find a 
top as well as lower level management of strong hand, but at the 
same time the professionals without managerial posts are also 
involved in decision making. It would be desirable to combine 
top level company management of strong hand with a certain de
gree of decentralization of the scopes of authority and re
sponsibility, so that the scope of authority and responsibility 
of lower level managers as well as professionals without mana
gerial posts would also increase considerably. With respect to 
professional tasks, also the professionals without managerial 
posts should have a certain degree of freedom of activity.

the control of research and development activities

Research and development cannot and should not be organ
ized on the model of industrial production. As many of the ex
perts of this issue formulate it, that has a worse effect than 
if there is no organization at all. William Whyte, one of the 
most well-known experts of the field, has concluded that the 
research laboratories of, for example, the Bell Company and the 
General Electric can attribute their outstanding results to 
being not "organized" at all in the traditional sense of the 
word, i.e. as it is known and used in industrial production. Na
turally, this does not mean that inorganization is the expedi
ent solution in research and development, but it does mean that 
special methods of management and control are needed in this 
field. This already results from the fact that no complicated 
Process of innovation (its research and development phase) can 
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take place precisely in a planned way. Almost always, signifi
cant modifications, rearrangements and corrections have to be 
implemented. The control of research and development requires a 
high degree of flexibility. Rigidity and bureaucracy are espec
ially harmful in this field.

Up to the 1950s, many capitalist concerns shared the view 
that the most successful way of controlling research and devel
opment was to employ good professionals who then were granted 
the greatest possible scope of freedom for the realization of 
their ideas. Nowadays, such absolute freedom exist only in 
basic research, while it is no longer characteristic of applied 
research and development. It is a widely accepted view that 
complete freedom given to researchers and designers with aver
age abilities without any control produces poor results. At the 
same time, the outstanding creative personalities need a high 
degree of autonomy and freedom. This is one of the most import
ant preconditions of success. In Hungary, both extremes - almost 
unlimited freedom and petty overregulation - can be found. At 
manufacturing companies the latter is more characteristic, 
while excessive freedom rather occurs at the research insti
tutes. However, there are exceptions in both types of institu
tions. The essence of the matter is that the differences in 
conditions exist between the individual institutions and not 
within them. The situation within the individual institutions 
is characterized by a lack of differentiation.

The "peak" of freedom in research and development is the 
freedom of choice of the subject. The right of research and 
design engineers to have a say in the choice of their task has 
usually an advantageous, whereas the imposition of a subject on 
them has a disadvantageous effect on the results.15 The experi
ences are similar in Hungary, too.

At the same time, however, applied research and develop
ment must be adjusted to the market conditions. Engineers 

sometimes even the most outstanding ones - usually intend to 
achieve technical and scientific results more or less indepen
dently of the economic results. It is the management of the 
company or the institute that has to channel their endeavours 
in the right direction. Quite often this does not happen, espec
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ially not in the case of the already ongoing research. It very 
rarely happens in Hungary, for example, that a research pro
gramme is stopped due to the changes in market conditions - 
which is an everyday practice at capitalist companies. (Under
standably, under such conditions the engineers involved endeav
our to achieve at least their technical goal, but this may 
cause considerable losses.)

In Hungary, "development for the market" is gaining ground 
only now, as a result of the changed position of the companies. 
This process is made difficult by the rigid division of labour 
among the engineer, the trader and the economist. The view that 
development belongs to the engineer, whereas marketing to the 
trader still holds strong. Engineers are not particularly in
terested in developing products which can be marketed under 
favourable terms. Experiences in the industrially advanced coun
tries show that the design engineers should know the market 
very well and adjust their work accordingly. It is also expedi
ent if they too participate at some of the business negotia
tions. This very rarely happens in the case of Hungarian engin
eers. The role of the researcher and that of the designer are 
often blurred in Hungary, whereas they are much more separated 
in the western countries: namely, the designer - contrary to 
the researcher against whom no such requirement is set - is ex
plicitly a "marketing man" whose task is to select and elabor
ate the ideas of the researcher from the point of view of the 
marketing possibilities.

According to a somewhat harsh wording which, however, con
tains much truth "in Hungary, the researchers (viz. those em
ployed in applied research] often engage in activities which 
satisfy only their own needs, but not those of the market". 
Some of the several reasons behind this situation are to be dis
cussed in detail below. Undoubtedly, one of the reasons is that 
the researchers in Hungary aspire to write publications and 
acquire scientific titles, rather than to achieve economic re
sults. According to a survey of the Hungarian Ministry of 
Finance, 100 researchers in Hungary publish an average of 80 to 
82 scientific works a year, which is high in international com
parison, while Hungary takes one of the bottom places concern
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ing the number of innovations. In other words, while the number 
of applications for patent is stagnating at a low level, the 
number of technical-scientific publications is increasing at a 
constant and rapid rate (see Tables 35-37). The number of tech
nical-scientific books published in Hungary between 1970 and 
1976 more than doubled, and in 1976 it was higher than the num
ber of applications for domestic patent submitted to the Nation
al Office of Patents. "Hence, the statistical data clearly in
dicate that creative technical activities have shifted in the 
direction of professional literature at the expense of innova
tions."16 This is greatly due to the fact that according to the 
values developed in Hungary, any scientific degree involves 
greater appreciation than what is granted to an inventor. This 
primarily holds true of moral appreciation, but in many cases 
- if one also takes into consideration the advantages in promo
tion due to scientific degrees - it also involves financial ad
vantages. "... although, a successful scientific career does not 
bring such a large amount of prompt cash as a fee for a good 
innovation might bring, it nevertheless does involve financially1 7favourable indirect and secondary results." This especially 
holds true if we consider the extremely "thorny" and uncertain 
character of an innovative career. The advantages of a career 
based on scientific qualifications as compared to the innovative 
career is all the more disquieting as the majority of the scien
tific theses are only loosely connected with practice, and the 
ideas they have rarely bring economic profits.

This situation is well known to the scientific bodies con
cerned, and they do endeavour to change it. Already Law No. 9 of 
1979 on scientific degrees and scientific qualification laid 
down that in the future not only theses, but also new achieve
ments utilized in practice - which require scientific activi
ties and which are useful for society - could serve as a basis 
for acquiring a scientific degree. In reality, however, very 
little has changed since then. It seems that this preposterous 
situation which is deeply rooted in our society cannot be 
solved merely by the means of scientific qualification or by 
those of science policy, it would hardly be correct to award 
every technical development activity, adaptation or follow-up
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Table 35. Development of scientific activity and output and the 
number of innovations and patents in 1977 and 1978

 19 77 1978

Number of themes on which research
is being carried out 29,663 30,244
Out of this: themes investigated 

in the framework of 
international research
co-operation 2,270 2,409

Books published 1,316 1,228
Articles published 18,062 19,451
Reported innovations 4,212 4,111
Application for patent 1,860 1 ,809
Trips abroad with a scientific 
purpose 22,625 20,004

Source: Tudomdnyos Kutatds (Scientific research), 1978, 
"KSH Iddszaki Kdzlemdnyek," July 31, 1979.

research which brings significant economic results with a 
scientific degree. This would be an absurdity. This is not the 
line to be followed. Economic results have to be stimulated and 
rewarded at the place where they belong to, namely, in the econ
omy. Activities which bring results should appropriately be re
warded both financially and morally at the place where they are 
carried out, i.e. at the company.

Technological research and development means team work 
under modern conditions. The division of labour is gaining 
ground in this field too, and as a result, the majority of the 
professionals fulfil partial tasks and have to integrate them
selves into the organization. The industrial research labora
tories in the United States, for example, seek big numbers of 
professionals with average abilities, who are suitable for team 
work. However, even in the age of big research organizations,
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Table 36. The number of publications on research themes

Books

Technical Total

at re
search 
insti
tutes

at uni
versity 
chairs

at other 
research 
units

at re
search 
insti
tutes

at uni
versity 
chairs

at other 
research 
units

1963 151 61 18 365 448 93
1964 132 60 40 332 427 137
1965 149 67 54 362 512 136
1966 142 79 26 390 496 88
Period
icals

1963 1,348 472 390 4,557 5,401 1,140
1964 1,279 504 505 4,561 5,552 1,061
1965 1 ,306 679 624 4,829 6,409 1,127
1966 1 ,267 643 522 4,963 6,125 1,192

Source: same as for Table 35.

Table 37. Number of Hungarian patents in 1979
Number of 
applica
tions 

for patent 
in Hur

Protected 
patents

rgary

Number of 
applica
tions 

for patent 
abr

Protected 
patents

oad

Natural sciences 101 307 46 25
Technical sciences 578 139 1,023 763
Medical sciences 1 9 3 1
Agricultural 

sciences 78 65 25 8
Social sciences 2 2 2 -
Total: 760 522 1,099 797

Statisztikai ^vkbnyv 1979 (Statistical yearbook, 1979), Central Statistical Office, 1980.
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the outstanding creative personalities continue to be indis
pensable. Jewkes, Sawers, and Stillermann have stated that a 
considerable part of the significant inventions in the 20th 
century (more than half on the ones they examined) were the 
products of individual inventors or small companies, or were 

1 8produced by chance. The majority of the really surprising and 
revolutionary ideas seem to occur as private inventions, be
cause the big research institutes rather direct their research 
activities towards exploiting the already clear possibilities. 
Every research collective needs inventive personalities who 
have original creative imagination and ideas.

Creative personalities do not seem to be rare in Hungary 
- as they have never been. However, the support of their ac
tivities and the utilization of their abilities are inadequate. 
The utilization of the abilities of outstanding talents is es
pecially poor. This is also due to the fact that those persons 
who always aspire to achieve something new and are able to 
break with the traditional are usually "difficult people" who 
have problems with adapting themselves to the organization. 
With "team work" gaining ground, this has become one of the 
most delicate points of the control of research and development. 
The better utilization of the abilities of outstanding talents 
requires much more tolerance, more respect towards the creative 
personalities and the acceptance of their peculiarities.

Due to their extraordinary character, outstanding creative 
personalities often meet with antipathy. Conflicts between them 
and their leaders are frequent. The leaders of the research 
and development institutes and their sections usually fight a 
double struggle: on the one hand, with those who have below- 
the-average abilities, and on the other, with those who have 
far-above-the-average abilities. The winner of this situation 
is generally "the grey average", and its consequence is the 

1 9 domination of mediocracy.
Outstanding creative personalities would also need a sort 

of psychological protection on behalf of the management. It is 
an important new finding of the psychological examinations of 
creation that "there are conditions, for example when the new 
idea is still immature, under which criticism kills creative
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7 0 achievement instead of promoting it". "Under such conditions, 
the environment should not display critical, but co-operative

21 attitude in the strict sense of the word." This is needed, 
because in this phase of the work, the creator is uncertain and 
anxious. And the colleagues often resist the revision of the 
traditional approach in an aggressive way. In such a situation 
the leader has to give reassurance by pointing to the correct 
elements.

The results of research and development activity are never 
certain, the risks involved are always great. It is an import
ant principle of control that not all the failures should be 
resented. Even the failures and the negative results have usu
ally moments that can be utilized. Individual risk-taking by 
the researcher or designer should also be encouraged. At places 
where this does not happen, escape into sham results is a 
frequent phenomenon. (Naturally, for encouraging the creator to 
take individual risks, such a management or company environment 
is needed which allows and even calls for taking risks.)

WORKING CONDITIONS AND SCHEDULE

Different activities require different working conditions 
and schedule. Complicated creative work requires more flexible 
working conditions than manual work or simple intellectual ac
tivity does. In Hungary, the working conditions are mostly dif
ferentiated by institutions and not by jobs. Whereas at the re
search institutes, the loose working conditions lead to de
creased results, the situation at the productive companies is, 
on the contrary, characterized by restrictions, rigidity, and 
an impractical "levelling" of the working conditions. The 
rigidly fixed working schedule (i.e. fixed beginning and end of 
working hours, a given fix period when someone may leave during 
the working hours, etc.), which was originally established for 
routine work, is also applied to those who perform independent 
creative work, and the method of control is primitive and some
times irritating. This is the primary reason why engineers with 
greater knowledge escape from the productive companies.22
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The working hours of the engineers engaged in research and 
development at big industrial companies are fixed in the same 
way as the working hours of the manual workers and the office 
staff. There are only very limited possibilities for a different 
working schedule. For example, the collective agreement at the 
mentioned Metallurgical Works allows deviation only if it is 
planned a month in advance. Obviously, the rhythm of creative 
activity cannot be programmed in this way in advance, so it is 
fully impractical. At many big companies, e.g. the Didsgydr 
Machine Factory, overtime work can only be done with special 
managerial permission. The collective agreement at the same 
company gives 16 jobs in which there is a possibility of deviat
ing from the general working pattern, however, none of these 
involves technical creative activity (thirteen are office jobs 
and three are related to the delivery of final products). At 
this same place, technological planning, design and development 
are carried out in the noise of the power-hammer, and due to 
the noise and dust, it is not advisable to open the windows 
even during the summer heat.

Every reason calls for a break with this mechanical and 
primitive levelling of the external characteristics of the 
working conditions and working schedule. It should at last be 
understood that in the case of staff members performing compli
cated intellectual work, arrival and departure on time cannot 
be regarded as the most important criterium, and that sitting 
at the table in a disciplined way has no relation whatsoever 
with the actual result of the activity. The existing identical 
working conditions create unfavourable conditions for the ac
tivities of those who perform creative intellectual work, of 
course, it would neither be correct to regard those performing 
complicated technical creative work as geniuses outside and 
above every and any work discipline; however, it should be kept 
in mind that their discipline is a special one. This type of 
activity requires much more devotion and sense of vocation than 
simple routine work, and in return for this increased expecta
tion, there should be more freedom and more flexible working 
conditions.
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Abroad there are several examples of more flexible working 
conditions for engineers engaged in complicated creative activ
ity. A significant part of the big capitalist companies do not 
determine a rigid working time for the qualified staff members 
of the research and development sections. At some places, only 
the weekly or the monthly working hours are observed, and the 
staff members are given free hands as to the daily working time. 
At several big companies, researchers have to spend only a maxi
mum of 80 per cent of their working time with working on tasks 
determined by the company, whereas in the rest of the working 
hours, they can work on problems chosen by themselves, without 

23 any obligation of producing some economic result. In several 
countries, scientific workers and engineers are granted longer 

24 holidays than the annual average. At the Hungarian companies 
only those having a leading post - heads of sections and above - 
are entitled to extra holidays of a maximum of 12 days.

Various labour psychological studies have shown that those 
performing complicated intellectual work at Hungarian companies 
are extremely overburdened and they overwork themselves. Istvdn 
Maayari Beck conducted a survey at a building industry design 
company, and he found that by progressing from routine work to 
the activities of architect-designers, work becomes increasingly 
intensive. The design architect is much more overburdened than 
the designer, and the designer is much more overburdened than 
the draughtsman. However, those performing higher level work 
are not overburdened because their work is overcomplicated 
- proceeding towards higher positions, the complexity of work 
grows at a far slower rate than its intensity -, but because 
during their creative work, they are also compelled to carry out 
many such routine activities which do not actually require 
their qualification and knowledge. This situation can, among 
others, be attributed to the fact that compared to the number 
of engineers there is a shortage of technical assistants, in
cluding technicians and draughtsmen. During the 20 years be
tween 1960 and 1980, the number of technical managers and chief 
engineers increased 2.2 times and that of production engineers 
more than ten times, while the number of technical draughtsmen 
grew by only 70 per cent and that of technicians by a mere 35 
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per cent. This is not a special characteristic of Hungary, nor 
only of the socialist countries. Even if not to the same extent 
but there is a shortage of technical assistants in the capital
ist world too.

There is no way of determining the optimum ratio between 
the number of engineers and that of technicians with general 
validity. According to a large-scale international survey, this 
ratio varies between 1:2 and 1:10, depending on the level of 
economic development and other characteristics of the given

2 country, the sector of employment, production, procedure, etc. 
There is no basis even for stating whether economic development 
leads to an increase or a decrease in the number of technicians 
compared to that of engineers. But in spite of all this, the 
Hungarian ratio between engineers and technicians - which is 
1:1.5 and moreover shows a decreasing tendency - can certainly 
be described as low. This statement is not only supported by 
the fact that this value is lower than even the lowest one 
given in international literature as desirable, but is also 
verified by everyday practice.

There are several reasons accounting for this situation. 
One of them is undoubtedly the fact that the companies are com
pletely uninterested in changing this situation, because the 
waaes of engineers — especially of the young ones — are hardly 
more than those of the technical assistants (including tech
nicians) . According to a survey conducted by a research insti
tute in Krakow, 35 to 60 per cent of the engineers in the 
Polish technical design institutes could be replaced by tech
nicians, draughtsmen and administrative workers without any 
decrease in the results. In all probability, the situation is 
not much different in Hungary either. And what is missing is an 
impulse to change the situation.

The shortage of lower qualified technical professionals is 
also related to our system of training. The traditional divi
sion of technical professionals into three categories (techni
cians, those with a higher level of technical education, and 
engineers with university diploma) was made to cease in the 
course of the reforms of the Hungarian school system, and then 
later it was tried to be restored in an ambiguous way. The
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training of technicians was replaced by the training of produc
tion engineers. However, the latter form of training was unable 
to make up for the shortage created by the abolishment of the 
training of technicians. Namely, production engineers with col
lege education are generally "overtrained" as regards theoreti
cal knowledge, while at the same time they are "undertrained" 
in practical knowledge which would be needed to fulfil a 
technician's job. The basic and medium level control of produc
tion as well as the preparations and the starting off of produc
tion, etc. seem to continue to involve such tasks in great num
bers which can best be fulfilled by those who have medium level 
technical qualifications.

THE MOBILITY OF THOSE PERFORMING TECHNICAL 
CREATIVE WORK

In the industrially most advanced countries, the mobility 
of engineers performing independent creative work is much 
greater than in Hungary. This is valid with regard to their 
movements within the institutions, among them, and even between 
countries. This relatively great mobility is regarded by 
the experts as necessary in order to gain appropriate experi
ences, and also because the changing technological tasks re
quire an engineering staff of changing composition. (In the 
United States, this mobility is even greater than in the indus
trially advanced European capitalist countries, and this great 
obility is generally considered to be an essential factor of 

American technological superiority.) According to several stu- 
a long term of office at the same work place is explicit

ly disadvantageous from the point of view of innovations.26
The usefulness of the mobility of highly qualified intel

lectual workers, including engineers, has also been proven by 
Hungarian experiences. In 1979, the Trade Union of Textile In
dustrial workers conducted a survey of some 800 intellectuals 
employed in the textile industry to reveal whether their jobs 
haveT^T tO qUalifications• The following conclusions 

rawn: the correspondence between qualifications and 
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the jobs grows in direct ratio to the increase in the number of 
work place changes. In spite of this, the mobility of technical 
professionals initiated by the interests of technological devel
opment is very low. Although the training and the knowledge of 
engineers employed at companies often do not correspond to the 
character of their tasks, the number of work place changes ini
tiated by the companies is very low. Of course, this applies not 
only to engineers; the general reason for this phenomenon is 
that the mechanism which would promote the removal of individ
uals of inadequate abilities and their replacement by suitable 
people hardly functions in Hungarian society. And this is so in 
spite of the fact that engineers who produce little do not only 
yield small profit, but - due to the missed opportunities - may 
also cause huge damage.

The problem of the lack of mobility is especially serious 
in the case of researchers. Earlier, research work was performed 
rather incidentally by individuals with appropriate qualifica
tions and abilities. However, during the past decades, big num
bers of professional researchers and research engineers - whose 
main occupation is research - appeared on the scene and re
search has increasingly become a profession. (The question of 
whether research can be qualified as a profession was raised at 
UNESCO in 1955.) This process naturally also took place in Hun
gary, and the difficulty arose that researchers intend to re
main researchers until their retirement - irrespective of 
whether they have the required abilities or not. And experience 
shows that the lack of abilities becomes apparent only after a 
certain time, and even those with appropriate abilities may 
often become "exhausted"; research enthusiasm and inner dyna
mism usually decrease with age.

Several studies show that engineers come up with the 
biggest number of inventions when they are relatively young, 
when their theoretical knowledge is still fresh and they still 
have a vivid imagination. From this point of view, the years 
below 35 are especially valuable. Table 38 shows that in Hun
gary the majority of scientific researchers engaged in technol
ogy are over 35.
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It would seem to be practical if research were only a 
period of 5-10-15 years in the life of those with appropriate 
abilities and it did not mean a life-time'engagement. In tech
nical professions, it is generally correct to start with re
search and/or development, and then move on to education or 
production. This is a well-known idea, even resolutions have 
been adopted to promote this process, but they have never been 
implemented. Some of the obstacles are as follows: research in
stitutes and universities are much more attractive than com
panies, therefore only very few people leave the former places 
on their own initiative and there is no compelling force in 

27 this direction. Also, it is financially more advantageous not 
to change research work for educational or productive activi
ties, but rather to complement it in the form of secondary em
ployment. Furthermore, similarly to other spheres of society, 
neither the research institutes are compelled to get rid of 
their less able staff members, and in fact, the management usu
ally cannot do so. The system of employment for a determined 
period is largely formal, because the existing power relations 
as well as the local public atmosphere usually obstruct its 
functioning.

The transfer of professionals capable of only poor perform
ance is also hindered by labour statutes. In order to increase 
mobility, special labour regulations would be needed in respect 
of jobs in which the quality and standard of work has especial 
significance (engineering posts requiring outstanding knowledge 
and abilities are naturally understood to be included here). 
The "right to a given job" is especially harmful in the case of 
those performing creative work. The "equalizing" statutes of 
the Labour Code should be modified in this respect. Namely, 
those in leading posts and those performing creative work 
should be granted less than average protection. In the case of 
these jobs it would be desirable if employment could be discon
tinued by the company not only when the employee seriously vi
olated the work disciplines or when he/she proves to be com
pletely unsuitable for the job, but also when after a determined 
period it turns out that the employee did not fulfil his/her 
job at an adequate level or there is a better application for 
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the post. Naturally, those belonging to this category of the 
labour force could only be made to accept greater than average 
risks with regard to job security if, as a compensation, their 
wages were significantly higher and other working conditions 
more favourable than those of other workers.

It is a world-wide phenomenon that an ever increasing num
ber of engineers are employed in non-technical fields. Accord- 

2 8 ing to an expert estimation in 1977 in the Federal Republic 
of Germany already 37 per cent of the engineers were engaged in 
non-technical activities and this tendency was expected to 
strengthen. The majority of engineers engaged in non-technical 
activities are employed in marketing. In the West it is not 
rare that researchers become foreign traders, who due to their 
previously acquired experiences and their intellectual horizon 
can exercise a valuable orienting influence on research and de
velopment. In Hungary there is a very weak relationship between 
research and foreign trade, and the mobility of experts between 
these two areas is almost unknown, albeit this could be a pro
mising direction of mobility of researchers who have an appro
priate knowledge of foreign languages.

As it was already mentioned above, the changing technical 
tasks require an engineering staff of changing composition. 
However, even under the conditions of a much greater mobility 
of experts, it is inconceivable - and it is also undesirable - 
that the engineering staff of a company would continuously 
change with the changing tasks. Also on the basis of foreign 
experiences, it would seem to be practical to establish such 
flexible technical and engineering bureaus - functioning as 
enterprises - which, with only a few permanent employees, 
rather by way of commissioning the best professionals of the 
field, could satisfy at a high level and in a short time all 
those demands of companies concerning planning, product and 
production development, etc. which their own staff could only 
satisfy inefficiently .
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THE FINANCIAL AND SOCIAL APPRECIATION OF 
ENGINEERING WORK

The salaries and consequently the financial situation of 
those engaged in technical creative activities are, on a world 
scale, much more favourable than the average, they are often 
outstanding. In the industrially advanced capitalist countries, 
their salaries are much higher than the wages of those perform
ing simple routine work (cf. Table 39),

TaMe 39. Gross monthly wages (salaries) of men of the age of 
45 in some trades and professions in the FRG in 1975

Wages in DM

Unskilled workers 1,650
Semi-skilled locksmiths 1,800
Skilled locksmiths 2,100
Master workmen (foremen) 2,700
Mechanical technicians 2,900
Mechanical production engineers 3,700
Mechanical engineers with a 

diploma 4,800
Mechanical engineers obtaining 

a Ph.D. 6,000

.. Source: Gratz, F.: Ver verdienen was? Einkommen, Lohne und 
Gehalter von A-Z, Lexica Verlag, 1976.

According to another source, the average gross wages of 
industrial workers in the FRG in 1976 were 1,652 DM, whereas 
those of young production engineers were 2,500 DM, and of en- 
gineers with a diploma were 2,910 DM. In the mid-1970s, en
gineers received on average 5.8 times higher wages than the 
minimum wages in the region of Paris, and 5.5 times higher than 
those in the countryside. In the processing industry in the 
United States, engineers earn about twice as much as the aver
age wages of workers. In the capitalist countries, a part of 
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the engineers are among the highest paid strata either as 
owners of private firms or as employees in leading positions. 
In Canada in 1962, about half of the engineers were among the 
top 5 per cent best paid people.30

The decrease in the differences of wages between higher 
and lower qualified workers is a historical tendency on a world 
scale, which naturally also has an influence on the development 
of the relative situation of engineers. However, this tendency 
does not have a permanent effect; moreover, at times and in 
certain places there are also strong counter-effects. For ex
ample, in the FRG between 1970 and 1976, the nominal wages of 
industrial workers grew by an average of 47 per cent whereas 
those of engineers by 63 per cent.

In Hungary, on the contrary, the relative wage level of 
technical intellectuals shows a steady and extremely fast rate 
of decrease (Table 40).

Table 40. The wages of technical employees in industry as a 
percentage of the wages of workers
Year Per cent Year Per cent

1938 301 1970 151
1949 195 1975 148
1955 172 1976 144
1958 158 1977 141
1960 157 1978 139
1964 154 1980 142

1981 142

Source: A lakossdg jovedelmeinek alakuldsa 1950-1980 (The 
development of the incomes of the population, 1950-1980), 
Central Statistical Office, p. 58; Foglalkoztatottsdg ds kere- 
ett ardnyok (Employment and wage ratios), Central Statistical 

Office, corresponding volumes.
: ^he term "technical employees" is not identical with 

al?° inc^des technical employees without high 
t-hZf1 ^ua}ification on the one hand, as well as the data of 
those having a leading position on the other.
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The shrinking of wage differentials to such an extent is 
striking even among the socialist countries. This especially 
holds true for the period between 1950 and the mid-1960s when 
the differences between the wages of workers and technical em
ployees decreased to the greatest extent in Hungary among five 
socialist countries (Bulgaria, Czechoslovakia, Poland, the 31 Soviet Union and Hungary). This has led to a situation that 
nowadays the wages of engineers holding no leading posts are 
hardly higher than those of skilled workers, and not infre
quently they are even lower. At the Didsgydr Machine Factory, 
for example, only the average wages of those engineers who have 
more than 20 years of practice reach the average wages of the 
skilled workers there. At another big company in Borsod County, 
the difference between the wages of staff members with a higher 
level of education and those of workers without a higher level 
of education is 12.8 per cent. According to a survey by the 
Central Statistical Office carried out in the early 1970s con
cerning the so-called life-incomes, the engineers reached the 
volume of the life-incomes of those with a medium level educa- 

32 tion only at the age of 38.8 years on average.
The situation of other groups of intellectuals has also 

deteriorated significantly in a relative sense; however, it 
seems to be the greatest in the case of the technical intellec
tuals. Contrary to public belief, the financial situation of 
the majority of engineers is not more favourable than that of 
teachers whose wages are one of the worst among the intellec
tuals. And it should also be taken into consideration that 
teachers usually have more possibilities (time) to engage in 
extra activities in line with their profession, which might 
bring extra income for them.

The financial situation of young engineers who are start
ing their career is especially bad. In Hungary, the wages of 
engineers are more dependent on age, or seniority, than in the 
industrially most advanced countries. (In the Federal Republic 
of Germany, for example, the monthly wages of engineers between 
40 and 50 are higher than the wages of those above 50. Produc
tion engineers have the highest wages between the age of 40 and 
45. The relation between the age and wages of engineers is not 
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very close in the United States either.) Nevertheless, unless 
they are promoted to leading posts, the wages of older Hungarian 
engineers are also low, and the differences between the wages 
of the younger and the older engineers are smaller than what is
envisaged in the central national system of wage tariffs. Name
ly, due to the extremely low initial wages, the companies are 
compelled to fully utilize the limits of the national system of 
wage tariffs in the case of the younger generation, and as a 
result, they are left with little financial means with regard 
to the older generation. Therefore, this looser relation be
tween wages and age - i.e., looser 
ies of the national system of wage 
to performance taken into account, 
equalizing, which is caused by the

as compared to the categor- 
tariffs - is not at all due 
but to the necessity of 
extremely low initial wages.

Engineers holding no leading posts not only have low basic 
wages, but the sums of premiums and bonuses which their major
ity receive are also very low. This is proven by a survey of 
the Metal Workers' Trade Union, quoted above, as well as by our 
own examinations. For example, at the cable manufacturing plant 
of the Didsgydr Machine Factory the engineering staff was clas
sified into such a category which was not entitled to premiums. 
Hence, their wages - even of those who were in key positions of 
production, planning and the preparation of manufacturing - ac
tually sank to the level of their basic wages.

In the final analysis, engineers - who do not become lead
ers - have only very limited possibilities of financial advance. 
In the case of engineers, even to a greater extent than among 
other groups of intellectuals, the almost only way of achieving 
a substantial improvement in their financial situation within 
he company or institution is to become a leader. This is the 

only way for engineers to receive essentially higher wages.33
This is unfavourable from many respects. First, also such 

P P strive for and acquire leading posts who do not fully 
Possess the necessary abilities for it and could produce much 
wiX^^ lf they nOt in a leadin9 Position.34 And 
... S' the research and development staffs lose many of 
their valuable members f they are unable to acquire a lead
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ing post at their own company, they leave it and have a try at 
another. This also contributes to the situation that big com
panies rarely have a research, development and design apparatus 
and an innovation staff of an appropriate standard, and that 
the research and development sections suffer from a "lack of 
intellectual capacity".

The fact that the remuneration of outstanding performance 
can essentially only be ensured through promotion to some lead
ing post, or from a lower leading post to a higher one, plays 
an important role in bringing about an unnecessarily big number 
of leading posts. According to the survey conducted by the 
Metal Workers' Trade Union in 1977, 33 per cent of the examined 
professionals with a medium or higher level of education held 
some leading post. And this is hardly a healthy situation.

The generally very unfavourable financial appreciation of 
engineers greatly affects those who play a prime role in tech
nological development. The financial recognition of engineers 
dealing with the everyday problems of production is more favour
able at many companies than that of the engineers engaged in 
research and development. At the already mentioned Metallurgi
cal Works, for example, the basic wages of those directly man
aging production are about 30 per cent higher than the wages of 
the so-called qualified executives. Therefore, great numbers of 
those with university education undertake direct production con
trol jobs (viz. they work as foremen), and also those people do 
so who, due to their abilities, would be able to perform higher 
level technical tasks. (And in many cases it is also good for 
the companies, because the skilled workers who have adequate 
knowledge often do not want to become foremen as it would mean 
a loss of income for them. )

We have no comprehensive data on the wages of engineers. 
However, the 1980 survey of the Ministry of Labour, reflecting 
the conditions in May 1980, covered 500,000 workers and it also 
contains detailed data on the wages of the individual categor
ies of workers without overtime-pay, shift or any other bonuses. 
Among the categories, that of the so-called "executives" mostly 
covers technical employees, whereas the category of "executives 
with a higher level of education" means mainly engineers (nat
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urally, it also includes other groups of employees, e.g., econ
omists) . Anyway, it provides a sort of basis for the assessment 
of the situation of the engineeers (cf. Table 41).

Table 41. Monthly wages (without bonuses) of different working 
categories in the socialist sector in May 1980
Category Monthly wages 

(Forint)
Average wages 
of all workers 

= 100

Production controllers 6,078 145.7
Executives 4,418 105.9
Executives with a high-

er level of education 5,289 126.8
Skilled workers 4,191 100.5
Average wages of
all workers 4,170 100.0

Source: Tdjekoztatd az 1980-ban ervenyesul^ kereseti ard- 
nyokrdl (Information about the wage ratios prevailing in 1980), 
Ministry of Labour, Budapest, December 1980.

As we can see, the wage level of executives is around that 
of skilled workers (it is 5.4 per cent higher). The wages of 
executives with a higher level of education are somewhat more 
than 25 per cent higher than the national economic average and, 
at the same time, those of skilled workers, whereas they are 
somewhat more than 20 per cent behind the production control
lers. The wages of engineers are similar to those of executives 
with a higher level of education, or are even probably somewhat 
lower than those (since the wages of economists and lawyers are 
higher). if we also take into account the various bonuses, from 
which manual workers receive a much higher share, the differ
ence between the wages of engineers and manual workers becomes 
even smaller.

According to professional literature, the requirements set 
against engineers engaged in creative activity are, among 
others, the following: higher than average intelligence, prob
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lem-centred attitude, strong purposefulness, dissatisfaction 
with the given results, flair for communication, etc.37 We can 
complete the list with the requirement of a high level of tech
nical knowledge, general education and the thorough knowledge 
of at least one world-wide language. The present level of finan
cial remuneration, i.e. the wages, does not at all correspond 
to these requirements.

Professionals engaged in technical creative work not only 
have low wages, but other important elements of their financial 
situation are also unfavourable. In this respect, the first 
place is taken by the supply of flats. In the 1950s and 1960s, 
the companies could only satisfy their needs for professionals 
by way of providing "the professionals playing an important 
role from the point of view of the company and the national 
economy" with a company ("service") flat. The situation has, 
however, changed; at present - at least as regards the quanti
tative supply of professionals - the companies are not compelled 
to apply such methods. On the contrary. Engineers are ex
cluded from the most favourable form of acquiring company flats, 
viz. from the action of building workers' houses. In the cable 
manufacturing plant of the Didsgydr Machine Factory, according 
to the survey conducted in 1978: "the ratio of technical pro
fessionals who do not have a flat of their own, and within that, 
of highly qualified professionals, is very high - almost 80 per 
cent - among those who are working in the innovative areas and 

3 8 in posts of key importance". At the same factory, almost 50 
per cent of the young technologists in the NC unit, 40 per cent 
of the engineers at the Electric Design Department and 33 per 
cent of the engineers at the Chief Design Department did not 
have a flat of their own. According to the quoted survey, it 
takes the young creative engineeers as much as 5 to 10 years to 
solve the problem of their housing, and it means almost the 
same amount of loss in their professional life, moreover, ex
actly in their most fertile period. As somebody put it, they 
have to "repair television sets instead of reading profession
al literature" - and this situation plays a significant role 

39 in the present state of innovations in Hungary. In such a 
situation, leaders at the work places do not and can hardly set 
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such requirements against those engaged in technical creative 
work, that would require these people's full energy and knowl
edge .

The poor financial appreciation of engineering work is 
closely related to the training of engineers in excessive num
bers, i.e. the "oversupply" of engineers, as has already been 
discussed above. But, it is also related to ideological and 
political problems, viz. to a certain pejorative differentia
tion between intellectual and manual workers. Namely, it is 
also related to the view which regards it as a fault if the 
wages of the intellectual workers are higher or grow at a 
faster rate than those of the manual workers at a company. For 
example, the plan of wage policy regulations at the Borsod 
Chemical Plant contained the following in 1980: "The develop
ment of the ratio of average wages of manual and non-manual 
workers is an indicator to be taken into consideration in judg
ing the granting of the title of 'outstanding company'. This 
circumstance has year by year determined the company's wage 
policy in the direction of a more moderate increase of wages of 
non-manual workers."40 This hardly requires any comment. The 
endeavour to ensure that simple office work would not earn more 
than strenuous manual work is correct. However, to let the in
come possibilities of highly qualified professionals be limited 
as a result of this viewpoint causes serious harm. If we accept 
that the basic driving force behind social and economic 
progress is technological advance based on intellectual creat
ive activity, then its consequences should also be drawn in 
wage policy.

Naturally, those performing technical creative work also 
need moral and social appreciation. Their situation is not ad
vantageous in this respect either. Not only the financial ap
preciation, but the moral and social recognition is also great
ly dependent on the hierarchical order. Those who are not in 
leading positions have a smaller share of the medals. There are 
also many complaints that those engaged in creative activities 
are not consulted enough and their opinions are not properly 
taken into consideration. Company managements pay some atten
tion to listen to the opinions of manual workers at the forums 
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of factory democracy, but engineers are often not asked for 
their opinions - as the political bodies do not specially stimu 
late this.

Not only the financial appreciation of engineering work 
seems to have diminished, but so does its social prestige. A 
clear reflection of this is the official denomination (classi
fication) : "technical executive". There are executive I, exe
cutive II, executive III and executive IV and this rather re
fers to some bureaucratic office job than to creative work. The 
possibility of promotion in titles is also lacking in the case 
of engineers. Such possibilities are utilized in the state ad
ministration, in health care, etc., only industry has been 
ignored.

A very important precondition of evolving technical creat
ive activity is the revision of its financial and social ap
preciation.

INTEREST IN INNOVATION

Out of all the company workers, technical employees with
out a leading post but employed in areas of key importance 
(viz. those engaged in product and production development, in
vestors, technologists, etc.) seem to constitute these days 
that layer whose abilities and creative strength are utilized 
to the smallest extent. It is they who usually perform much 
less than what they would be able to under more favourable con
ditions. One, and presumably the most important, of these con
ditions is the assertion of an appropriate stimulative effect. 
The low average wage level greatly limits in itself the possi
bilities of stimulation and differentiation by performance. 
What is more, companies do not even use the existing limited 
possibilities of differentiation to promote innovation more ef
fectively.

In the course of the survey conducted by the Gydr Tech
nical College of Transport and Telecommunications quoted above, 
15 per cent of the production engineers said that creativity 
played no role at all in promotion and in financial advance at 
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their work place, and more than half of them said that it had a 
small or at most a medium role. In their opinion, a flair for 
creativity and innovation took the second last place among the 
14 factors listed as having influence on advance in wages. Ac
cording to their experiences, it is preceded by factors such as 
punctuality, political support, time spent at the company, 
friendly relations with top level managers, belonging to an in
fluential group, etc. Other surveys also show that engineers' 
wage increases are to a great extent a function of seniority 
and the existence of characteristics which make someone a good 
official, and are much less related to the realization of cre
ative tasks. The situation is similar in the case of granting 
premiums. A case study carried out at the Eger Precision Appli
ance Factory has revealed that in this factory the tasks for 
which premiums are paid primarily include such activities which 
are related to the ongoing production and the fulfilment of the 
annual returns and profit plans, whereas the remuneration of 
longer term development projects takes only the second place.

Only a small ratio of the members of the engineering staff 
receive premiums regularly; the jobs regularly receiving pre
miums follow a hierarchical order with a decreasing tendency 
(i.e. proceeding from top management downwards, the number of 
jobs receiving regular premiums decreases). Non-regular premiums 
and bonuses concern a wide circle of technical professionals: 
their majority receive sums under various pretexts that are 
small both separately and in total. The many different tasks 
set as conditions of premiums make effective stimulation im
possible. "Workers already regard it as natural that they re
ceive smaller sums under various pretexts, and that they are 
not required to raise their performance to any significant 
extent in return."41 At a big company in Budapest, the annual 
amount of premiums for engineers engaged in development was set 
at 12,000 Forints, and with a few exceptions, everybody received 
that sum irrespective of the differences in performance.

The application of bonuses and premiums set in advance is 
much more widespread than it would be justified. In the case of 
creative work, for example, non-planned results can also be 
valuable, sometimes they are even more valuable than the plan
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ned ones. Furthermore, experiences show that the premiums set 
in advance are also granted to people who barely fulfil their 
tasks, or give weak solutions, and that outstanding solutions 
are not remunerated with more than what was decided in advance. 
This system clearly stimulates for weak solutions. Premium set 
in advance is an appropriate form in the case of simple work 
which is easy to evaluate. Its widespread use in the area of 
technical creative work, however, is nothing else but the mech
anic extension of the conditions of routine work to complex cre
ative work, which practically means considerable levelling in 

4 2 this field as well.
The wide use of premiums set in advance is also due to the 

fact that by this leaders can hide behind indicators (premium 
conditions, the formal fulfilment of tasks) and so they are re
lieved of the uneasy task of judging the level of performance, 
which definitely requires professional knowledge and the ac
ceptance of responsibility. At the same time, however, it is 
also to be acknowledged that in the case of complex technical 
creative activity, norms and requirements of performance ex
pressed in figures can rarely be established, as there is gener
ally no way to evaluate work performances in an exact manner. 
As already mentioned, instead of non-existent, but often forced 
"exact" measures, the individual value judgements of the lead
ers should play a much greater role than at present. No indi-

, x-u 43 cator of any sort can replace them.
Making those performing technical creative work interested 

in the total profits of the company does not have a special 
stimulative force, since individually they have little effect 
on the conditions forming the profits. In their stimulation, 
the role of basic wages should be increased. In the case of 
steady good work, primarily the basic wages should be increased 
substantially, and differentiation should be realized in this 
way. Another reason justifying this solution is the fact that 
people are much more sensitive to basic wages — which to some 
extent qualify the individual - than to premiums and bonuses 
which have no such characteristic. Stimulation through basic 
wages can be easily individualized on the basis of actual re
sults. Through basic wages of an appropriate level, fche secure 
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financial preconditions which are indispensable for creative 
work can be established. Naturally, stimulation through an in
crease in basic wages is only effective if the extent of the 
increase is appropriate; if it is not, it cannot achieve any 
stimulation at all and it might easily become destructive. The 
majority of the companies in Borsod county determined the 
minimum increase of monthly wages in 100 to 200 Forints.44 In 
the case of those performing qualified engineering work, this 
sum is too little.

At big capitalist companies, those performing technical 
creative work usually have no direct interest in the total com
pany results (profits). Outstanding engineering performance 
(construction, technology, etc.) is rewarded with substantial 
wage increases, or high amounts of premiums, paid generally at 
the end of the year in recognition of good work throughout the 
year. There are also other forms of rewards. For example, the 
granting of shares (securities), the payment of a bigger sum to 
the insurance or pension fund of the individual, the granting 
of a trip abroad, the free choice of a holiday covered by the 
company, or the covering of the expenses of a study tour, etc. 
These special rewards are usually granted by the boss within 
his own discretion, without any restrictions. (Before the Sec
ond World War the situation was the same in Hungary, too. 
Older workers in old factories still remember it.)

SHARING IN THE RESUITS

The differences in the success of the work of those en
gaged in technical creative activities can be very great, may 
even be 10- to 20-fold. This cannot be followed by wages alone. 
Therefore, in some cases it seems to be practical to go beyond 
the traditional framework of remuneration and rewards, and 
where the conditions exist for it, professionals occupying a 
key position in innovation should be granted direct shares of 
the economic results based on their activities (for example, a 
certain percentage of the extra profits gained through the new 
construction, technology, etc.). Although in a very limited 
circle, this does exist in Hungarian practice. The shares thus 
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paid to the innovator may reach a sum which is several times 
higher than the traditional premiums and bonuses, and so it has 
a real and strong stimulative effect. And this solution is also 
advantageous because the sum is thus not paid on the basis of 
the quite frequent "victory reports" which are made in the 
course of progress, but on the basis of real profits gained on 
the market. This gets professionals to adjust themselves to 
real market relations to a maximum extent, which is a prime in
terest of the national economy.

The realization of direct sharing in economic results is 
obstructed by several factors. The problem starts with the fact 
that neither the accountancy nor the financial management of 
the companies are adequately prepared for the separation of 
extra profits gained from development, and they do not very 
much endeavour to do so (viz. they are not interested in making 

45 it clear what the real origin of the profit is). The over
centralization of the companies as well as the balking and, at 
many places, the regression of the system of self-accounting 
within the company are harmful also in this respect.46

The other main obstacle to the realization of direct shar
ing in the results of innovation is beyond the economy; it is 
of an ideological and political character: antipathy to and 
scruples about very high earninqs, even if the value of the re- 

4 7suits behind them is proved to be many times more. The Hungar
ian legal rules make it possible to pay high sums for the re
sults of creative activity, but due to the factors discussed 
above, high incomes are only very rarely granted. At one of our 
big machine factories, the share of the constructors in the re
turns from the sales of machines built according to their ideas 
was laid down in the collective agreement. However, when it 
turned out that the share amounted to 20,000 to 30,000 Forints, 
the management became so much afraid of the sum that they re
duced the rates. This antipathy to even deserved high incomes 
obstructs technical progress to a great extent. (This problem 
will be discussed in detail below, in connection with innova- 
tions and inventions. )

It is worth considering also from the point of view of in
novation that we should be afraid not of some earning too much, 
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but of having too little to distribute. People should be allow
ed to earn much if they produce the whole society profits which 
are many times more than their earnings.

THE INTEREST OF COMPANY MANAGERS IN INNOVATION

Managers stimulate their staff members for tasks in the 
realization of which they are also interested. The same holds 
true, of course, also for innovation. Unfortunately, managers 
in Hungary - at least up to now - have been interested in in
novation only to a very little extent, moreover, often they 
have had counter-interests. Neither the "base interest" (see 
explanation in footnote 16 to Chapter 4) nor other regulators 
help develop managerial attitudes which would strive for a 
change and something new. Successful innovation brings little 
advantage for managers, whereas realization always involves dif
ficulties, and eventual failure may cause serious inconve
niences. In the mid-1970s the staff of the Department of Socio
logy at the Political Academy of the Central Committee of the 
Hungarian Socialist Workers' Party talked to some 100 managers 
about this question to review the situation. It turned out that 
the incomes of 30 per cent of the managers were not affected at 
all by the realization of successful innovations, and in the 
case of another 53 per cent they did not change significantly. 
This means that more than 80 per cent of the managers did not 
have an adequate financial interest in innovation.^

This is primarily due to the fact that the incomes of 
managers are only loosely related to the company profits, and 
even this loose relation is only a short-term one, namely it ex
ists only with regard to annual profits. It would be expedient 
to make the incomes of managers depend not on the annual pro
fits but on the results of several years. (Despite attempts at 
it, this has never been realized.) And we want to strongly em
phasize that in the case of managers it is the steady good re
sults that should be appreciated. And if there are steady good 
results, one should not shrink even from such managerial in
comes that today are still considered to be unusually high be
cause they are several-fold of the average incomes.50
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It seems that a smaller number of, but better paid and 
accordingly better selected managers (with a greater sphere of 
authority) would be more advantageous from the point of view of 
innovation, too.

Another problem that cannot be disregarded is the fact 
that the financial interests of the managers are at best related 
to the results achieved up to their retirement. It should also 
be considered that managers be made interested in results which 
manifest themselves only after their retirement. This is pri
marily justified from the point of view of technological devel
opment which yields result only in the long run.

The long-term interest of managers who do not hold shares 
in company profits still awaits solution also in the industrial
ly advanced capitalist countries. From the point of view of in
novation, it is regarded as advantageous if managers are also 
the owners or shareholders of the company, and in this way 
their long-term individual economic position also depends on 
the company's future economic results. According to experience, 
managers of this type are more willing to invest in innovation, 
the expenses of which are only recovered in 10, 15 or 20 years 
than those who are only employees. The professional managers of 
big capitalist companies usually lack such interests. Wages and 
pensions are important for them, but these are forms of income 
which are connected with the short-term results of the company. 
This problem has aroused the interest of experts. According to 
a proposal raised in the United States, a part of the pensions 
of company managers should be made dependent on the current 
company profits. In this way, their incomes after retirement 
would partly depend on the long-term profitability of the com
pany, and that would have an advantageous effect on their atti- 

51 tude, as active earners, towards longer term profitability.
In Hungary, one of the main problems as regards the selec

tion and the keeping in position of managers, which is also a 
problem from the point of view of innovation, is that the cri
teria are not always based on the actually produced economic 
results, that is, their managerial activities are not judged 
solely on this basis. Although the past few years undoubtedly 
saw a positive change in this respect, managers are still often
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more interested in the trust of superior state and social 
bodies - which might as well lack any economic consideration - 
as well as in the support of those bodies which represent the 
company collective, than in real economic results. This double 
dependence (viz. on the superior state and social bodies and on 
the company collective) also contributes to the practice that 
managers try to avoid conflicts with their staff and, guided by 
this consideration, they often make concessions even at the ex
pense of company interests. This situation is also responsible, 
as one of its determinants, for the reluctance to introduce 
wage differentials according to performance also among those 
engaged in technical creative work. To win and keep their posi
tion, and possibly to gain a promotion, managers undoubtedly 
need the support of the working collective, of the social 
bodies representing it. Under socialist conditions, this is na
tural, but at the same time, it is the source of contradictions. 
In the view of the collective in general, and in Hungary today 
in particular, there are very strong endeavours to achieve 
and/or maintain levelling, especially at places and in cases 
where and when performances cannot be measured in an exact man
ner - and technical creative work belongs to this category. The 
collectives and the bodies representing them often tend to 
"soften" the appreciation of outstanding individual results and 
to limit the success of outstanding creative personalities. 
Managers should withstand this pressure; however, due to their 
double dependence mentioned above, they rarely do so, and under 
the collective's pressure they yield to the levelling endeav
ours. That,is why the individual managerial value judgement, 
which is so much required in judging performances that cannot 
be measured in an exact manner, is often missing or is express
ing an attitude which, under the influence of the public, pro
motes levelling. Also the various forums and manifestations of 
factory democracy often strengthen this tendency of levelling. 
It is not infrequent that such people are involved in determin
ing wages, premiums or bonuses who have their own interests and 
decide on each other's incomes. As a medium level manager put 
it: "Factory democracy is interpreted in the wrong way at us: 
it means levelling."5''
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The participation of those involved (workers, engineers, 
etc.) in the preparatory phase of decision making may lead to 
an increase in the efficiency of innovation, but for that such 
a management is needed which is able to represent the company 
interests even against the short-term interests of the workers 
and which is able to combat the levelling endeavours initiated 
by the collectives.

INVENTIONS AND INNOVATIONS

Compared to the number of the population, the number of 
inventions registered in Hungary is very low. In the mid-1970s 
that number was smaller in Hungary than in any other CMEA mem- 
ber state, except Mongolia, and significantly smaller than in 
the industrially advanced or medially developed capitalist 

53 countries. In the 1970s, the number of inventions applying 
for a patent stagnated (Table 42).

Table 42. Number of inventions applying for a patent
Year Number

1971 1 ,215
1972 1 ,343
1973 1,170
1974 1,184
1975 1 ,093
197/ 1,149

Annually, about 600 of them were granted patent protec
tion. Among the few inventions registered, the number of those 
registered by research and development institutes is especially 
low.

The number of innovations - due to the significant differ
ences in the interpretation of the concept - cannot be compared 
among countries.
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However, the stagnation which can be observed in the area 
of inventions also took place in the Hungarian innovation move
ment. This is a well-known fact with which also some national 
bodies dealt. The calculated useful results of innovations and 
inventions have tended to shift in favour of inventions. This 
is partly due to the fact that the results of the fast growing 
innovation activity carried out at the research and development 
sections of big companies are not qualified as innovation, since 
this activity is the actual job of those working there. 
(Data concerning inventions contain the results achieved both 
during working time, and after it.) While at bigger companies 
profits gained from inventions greatly surpass the financial 
gains from innovations, at smaller companies the situation is 
the other way round.

It is a recurring problem of technical creative work, 
which part of the innovation activity can be regarded as a duty 
belonging to the job and which is beyond it, that should there
fore be rewarded separately. There is a view that it is "immor
al" for engineers and researchers to collect money for their 
invention or innovation, because "they receive wages for that". 
And this has increasingly been applied to those in leading 
posts. This view is extremely harmful. It discourages those who 
could be expected to do the most in the field of innovation 
from carrying out activity in this field. The legal rules on 
innovation in force since 1974 extensively narrow down the 
sphere of creative activities which figure as job duties and 
treat significant creative performances - even if they are re
alized within the framework of the given job - as innovations 
which should be given extra remuneration. However, all this has 
led to little change in practice so far. At the big industrial 
companies the creative activity of constructors continues to 
feature as their job duty and therefore they are not given in
novation bonuses proportionate to the results. According to a 
survey conducted at the Didsgyfir Machine Factory in 1978, a 
considerable part of the innovations do not belong to the so- 
called significant creative performances. Furthermore, many of 
the innovations are based on ideas alien to the constructors' 
own scope of activity, that is, they introduce innovations in 
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areas with which they are less familiar.54 It is quite certain 
that this can be traced back to the constructors' lack of in
terest in innovation in their own field, that is, that it is 
their duty to carry out creative activity within the framework 
of their job.

It is clear that at modern big companies inventions and 
innovations constitute the basic task of a part of those per
forming technical creative work (researchers, developers, con
structors, etc.), and in this sense, inventions and innovations 
do belong to their job duties. However, this fact should also 
be expressed in financial terms. This could be done in two 
ways: either in their wages (which in this case should be made 
dependent on the results), or in special bonuses paid after the 
individual innovations and inventions. The only thing which 
should not be done is not to acknowledge such performances in 
either way. Constructors or developers whose wages are often at 
about the level of those of unskilled workers can hardly be ex
pected to perform innovation activity continuously as their job 
duty.

There are uncertainties also about the amount of invention 
and innovation bonuses. Clearly, invention bonuses are not 
wages, but the reward for intellectual creative activity. Con
sequently, their amount should not be determined by the volume 
of work and the efforts of the inventor, but by the economic 
results. Hungarian patent rights are also based on this idea. 
Practice, however, is somewhat different. The general company 
attitude is that the higher the profits from an invention are, 
the smaller is the ratio of bonuses. And a similar attitude is 
manifest in judicial practice, too. (A significant part of the 
patent affairs are finally taken to court, and the patent fees 
are often determined by the courts eventually.) Until quite re
cently, achievements bringing high income were regarded by the 
courts as a factor decreasing the ratio of bonuses, and in 
their decisions they took to a great extent into consideration 
the activity leading to the result, that is, the volume of work 

55 performed in the course of creating the innovation.
This attitude leads to the practice in which the determin

ing role of the economic results in the volume of the invention
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Table 43. Returns from sales of 10 "service inventions"* 
utilized until the end of 1970 and the distribution of the in
vention bonuses at company "G"

Invention 
number

Returns 
from 

sales

(%)

Saving 
in 

costs

(%)

Invention 
bonus

(%)

Invention 
bonus paid 
after 100 
Ft of re

sult
(Forints)

Invention 
bonus in 
the case 

of product
type patents

(%)

57.4 — 24.4 0.3 30.6
II )
III 10.2 - 21.8 1.7 27.7
IV 7.6 - 19.0 2.0 24.0
V 20.7 - 7.7 0.3 9.7
VI 3.7 - 5.8 1.2 7.3
VII 0.4 - 0.5 0.9 0.6
VIII 0.0 - 0.0 - 0.1
IX - 23.4 6.9 6.1 -
X - 76.6 13.9 3.8 -

Total: 100.0 100.0 100.0
(average) 

0.8 100.0

*"Service invention" means that invention which is brought 
about within the framework of the employee's job duties.

” I and II were dual patents of common utilization.

bonuses is quite often pushed to the background. This is also 
supported by some case studies (see, for example, the figures 
given in Table 43).

As it can be seen from Table 43, more than half of the re
turns from sales are the result of patents I and II, whereas 
the invention bonuses paid after them amount to only one fourth 
of the total. Similarly, patent V accounts for 20.7 per cent of 
all returns from sales, whereas the invention bonus involved is 
only 7.7 per cent of the total. At the same time, patent III 
providing for only 10 per cent of the returns from sales in
volves 21.8 per cent of the total of invention bonuses. About 
the same applies to patent IV as well, other studies show a 
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similar picture, namely, that the amount of profits gained from 
the utilization of a given invention does not play a decisive 
role in the sum the companies pay as invention bonuses. The ex
tent of degression applied in the determination of invention 
bonuses is such that it hardly makes the inventor interested in 
an ever wider scope of utilization of his or her invention, 
which, however, would be a national interest.

When determining the sum of the invention bonus, the net 
result is generally calculated in a very simple way: the produc
tion costs are simply deducted from the returns from sales of 
the product manufactured with the help of the invention. This 
can neither be approved nor be accepted. In fact, when determin
ing the sum of the invention bonus, such advantages of the new 
invention as the saving of material, of energy and labour, the 
lessening of the danger of industrial accidents during work, 
environmental protection and the possible saving of hard cur
rency, etc. should also be taken into account.

The companies also want to get the innovations "cheap", 
and that is why they often pay unproportionately small sums of 
remuneration.It is largely due to this "saving" attitude that 
there is a great number of innovations which are only "ideally" 
rewarded, that is, without calculating the economic gains. In 
1977, three fourths of the utilized innovations covered by a 
survey carried out by the Central People's Control Commission 
were awarded in this way. (Often the innovators themselves sup
port this solution, because they receive the award much sooner 
in this way. Until quite recently, a factor behind this parsi
mony concerning innovation bonuses was that the source of these 
bonuses at the company was the so-called "share fund", that is, 
the remuneration of innovations was covered from that part of 
the profit shares which could otherwise be used for increasing 
wages or granting rewards. (According to estimations, the re
muneration of innovations on the basis of real, calculated re
sults would have taken almost half, but at least one third, of 

56 the profit-shares of an average company. )
However, in addition to what has been said above, there is 

also a deeper reason behind "saving" on invention and innova
tion bonuses - a practice which considerably hinders stimula
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tion. And this is the already mentioned widespread levelling en
deavours which try to obstruct any "outstanding" income, irre
spective of the economic and social gain behind it. The reason 
why in the majority of cases the determination of innovation 
bonuses comes before court is that in the atmosphere prevailing 
at Hungarian companies at present, the company managers do not 
dare to undertake the responsibility of determining and paying 
out big sums.57 It is not rare that subjective feelings, ac
cusations and slanders against those who justifiably demand 
higher invention or innovation bonuses take the upper hand - in 
the name of social interest.5®

In Hungary, there are many possibilities of earning second
ary incomes. In the case of those performing technical creative 
work, it is obviously more practical if they earn their supple
mentary income through practising their profession than if they 
have to do some activity that is far from their field.

The weakest chain in the invention process in Hungary is 
not "invention" itself, but its practical realization and, 
within that, the elaboration of the corresponding industrial 
technology. The Hungarian research and development apparatus is 
stronger in "producing ideas" than in realizing and spreading 
them. The inventors themselves are usually not suitable for 
this activity; for realization, the participation of such pro
fessionals is required who are disciplined, systematic and 
careful in the solution of minor tasks as well. However, the 
solution of such tasks represents for them only extra burden 
without any advantage. The remuneration of those participating 
in the realization of innovations and inventions is actually 
not solved. Referring to the possibility of abuse, the earlier 
form of remuneration was abolished, and now it can only be paid 
at the expense of wage increases or from the share fund. And 
this solution is so much disadvantageous for the companies that 
they rather abandon the introduction of even good results. The 
people who participate in the realization are generally paid by 
the innovators or inventors from their own pocket, and thus 
this sort of remuneration has become part of the "second econ
omy". This solution is more or less acceptable if the inventors 
grant a share of their bonus to those who contributed to the 
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realization of their invention in an active way. However, often 
such people are also given a share, who basically did nothing 
in the interest of the result, and whose "merit" is only that 
they did not roll obstacles in the way of realization, although 
due to their position, they could have done so. Unfortunately 
spreading is the following practice, which is also on the verge 
of corruption, namely, that the inventors, before the process 
of applying for a patent, take the company leaders on whose de
cisions the realization depends into the business as partners. 
This is why there are often as many as eight to ten "co-authors" 
of some patent applications. This situation is harmful not only 
morally, but also economically. This practice so much embitters 
the more "sensitive" inventors and innovators that they either 
give up in the process or do not even start their activity. Na
turally, the greatest damage is caused by those company leaders 
who make the assistance they provide for the realization of an 
innovation or invention dependent on the extent to which they 
are granted a share in the bonus by the innovator or the inven
tor .

It is also a problem that the appropriate bodies for the 
development and realization of inventions are mostly missing. 
The utilizing company is not necessarily suitable for this, and 
in most of the cases, it is not really worth for the company to 
take the risk. Recently, the National Bank of Hungary estab
lished the Innovation Fund of the Central Exchange and Credit 
Bank Ltd., which participates in the financing of more signifi
cant innovations on a business (risk-taking) basis. However, 
this is only the financial aspect of the issue. In addition, 
such small companies would be required which are specialized in 
the development of inventions, the pilot manufacturing of the 
new products and the elaboration of the technology needed for 
large-scale industrial production. In this respect, an import
ant role could be played by the already mentioned engineering 
bureaus.59 Naturally, not even a big research institute or a 
big company is always able to employ those engineers who are 
the most suitable for the realization of a given promising in
vention. Consequently, a more flexible solution is needed. The 
engineering bureaus set up as economic associations, through in
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volving the most appropriate professionals in return for appro
priate remuneration (possibly for shares), could carry out the 
development and the technological application of the different 
inventions in a professional way and in a short time.

What most hinders inventive and innovative activity is 
that the companies are not appropriately interested in innova
tion. In the final analysis, this is the root of the problems. 
And this already leads to the problem of the economic environ
ment of the company, of the system of functioning of the nation
al economy. We shall only touch upon this problem in very 
rough outlines.

THE ECONOMIC ENVIRONMENT OF THE COMPANY;
THE SYSTEM OF FUNCTIONING OF THE NATIONAL ECONOMY

Technological development and, within that, the conditions 
for the evolvement of technical creative work, cannot be separ
ated from the system of functioning of the national economy as 
a whole. Not even direct support given to technological develop
ment can bring the desirable result if there is no demand in 
the economy for innovation. That is, the problems of technologi
cal development cannot be solved in isolation, only through the 
special methods of regulation.

Hungarian companies are oriented to profits only to a, lim
ited extent and among the methods of increasing their profits 
technological development is pushed into the background, as 
they have more comfortable means to realize that goal. This 
situation is closely related to the deficiencies in the price 
system. As long as the buyers accept any and every cost in the 
prices - and this is still the case to a great extent -, the 
companies will be able to secure their profits also through 
outdated activities. On the other hand, profits resulting from 
great demand for a product, or the extra-profits due to its 
novelty, etc. are realized in the company's income only to a 
little extent. The increasing price level makes the question 
even more complicated. In many cases, the company profits are 
much more dependent on the price form - that is, whether the 
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products are sold at fixed or at free prices - than on the ex
tent of modernity of its activities.

But even this interest of the companies in profits is only 
a short-term one. Namely, both the company managements and the 
collectives as a whole are only interested in technological de
velopment which is remunerative in the short run, because their 
extra incomes depend oh the annual profits. The supervisory 
bodies, namely, judge the companies' activity primarily on the 
basis of their short-term results, while the implemented techno
logical development plays only a secondary role in this respect.

Readiness to undertake risks - which is indispensable for 
the realization of any innovation - is very weak.60 The major
ity of the companies do not risk a bird in hand for two in the 
bush. Competition, which would compel the companies to under
take risks, is mostly absent. And the companies which are not 
compelled by competition to do so, are willing to undertake the 
risks which are necessarily involved in technological develop
ment only to a very limited extent. This attitude is primarily 
characteristic of the companies in a monopolistic position, 
less so of the smaller companies and perhaps the least so of 
the co-operative companies.

The low level of readiness for undertaking risks and the 
weak innovation activity are closely related to the fact that 
the Hungarian.economy is characterized by demands exceeding 
supplies, i.e. by shortages. The "market of sellers", on which 
the buyers are at the mercy of the sellers, does not compel 
the producers to satisfy the needs of the consumers and to en
gage in technological development. The export markets in the 
West are naturally different, but the attitude of the companies 
is largely developed by the domestic, more comfortable condi
tions .

It is another obstacle to technological development that 
the economic independence of the companies is strongly limited, 
and this also affects the competitive sphere. State "patronage" 
of companies, the supplementing of low company incomes, the 
siphoning-off of high company incomes (the distortions in the 
price system often make it unavoidable), the "expectations" 
from above, the "regulation" of free prices, the "distribution" 
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of foreign trade quotas, involuntary co-operations, etc. all 
curtail company independence and curb the effective functioning 

_ . 62of companies.
To achieve significant increase in the efficiency of tech

nical creative work requires the further development of the 
system of functioning and the system of control of the national 
economy in the - already started - direction which leads to the 
elimination of the features of a "shortage economy", to the 
evolvement of competition between companies, to an increase in 
company independence and the establishment of long-term inter
ests of companies as well as to an increase in their readiness 
to undertake risks.

NOTES TO CHAPTER 6

This chapter is based on a study originally prepared for the 
State Committee for Technical Development, under the title 
"The evolvement of technical creative activity and its fac
tors" .
The statistical accounting of engineers, and especially the 
related international comparison, always rests upon an ex
tremely uncertain basis. The problem starts with the fact 
that the word "engineer" may on the one hand mean qualifi
cation, training, i.e. a person having such a degree. In 
this case, however, the work function, the job is unknown, 
because with a diploma in engineering several work functions 
and jobs can be done. At the same time, a degree in engineer
ing expresses different educational levels changing from 
country to country. The word "engineer" may on the other 
hand mean work function, or a job, but in this case, the qua
lification remains obscure, because in several countries, 
people without a degree in engineering may also hold a job 
of an engineer. On this question, see Rdv^sz, A.: "A m6rndki 
munka helye ds szerepe a tdrsadalmi munkamegosztdsban." In: 
£rteImisegiek, diplomdsok, szellemi munkdsok ("The place and 
role of engineering in the social division of labour. In: 
Intellectuals, university graduates, intellectual workers), 
Kossuth Kbnyvkiadd, Budapest, 1978, pp. 169-193.
See Rdvdsz, A.: Op. ait., and Szakszervezeti Szemle, No. 2, 
1979, p. 39.
The distribution of qualified engineers among the various 
economic sectors and industrial branches is much more even 
in Hungary than in the economically more developed countries. 
In the branches (e.g. the chemical and electric industries) 
which employ the most engineers the ratio is two and a half 
times that of the average, whereas in the branches employing 
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the fewest engineers the ratio is a half or one third of 
that of the average. In the economically more developed 
countries, these differences are much bigger [see Rev6sz, 
A.: A m^rnoki munka helye es szerepe a tarsadalmi munkameg- 
osztasban (The place and role of engineering work in the so
cial division of labour), Miskolc, 1979, p. 231. This also 
refers to the fact that the number of engineers in Hungary 
does not fully correspond to the demands.5 A decrease in the number of applications to technical univer
sities and colleges compared to universities of arts and 
humanities can also be observed in the industrially advanced 
capitalis countries. This is usually explained by reluctance 
to do more controlled work in production.

® There was a decrease in the number of students attending 
evening and corresponding courses at the technical univer
sities and colleges in the early 1980s.

7 See Mrs. T6th (Sikora) G. and Nagy A.: A vdllalati innovdcid 
emberi felt6teleir51 (About the human conditions of company 
innovation), Az Oktatdsi Miniszt6rium Marxizmus-Leninizmus 
Oktatdsi FSosztdlya Tdj6koztat6ja, No. 5, 1960, p. 130. o See Mrs. Tdth and Nagy, A.: Ibid., pp. 131-132. Q See Mrs. Tdth and Nagy, A.: Ibid., p. 124.

10 See Dr. Feh6r, J.: firdekek a vdllalati fejleszt6si ddnt6s 
v6grehajtdsdban 6s a vezet6s (Interests in the realization 
of decisions on company development and the management), 
Budapest, 1980 (mimeographed).

1 1 The burdening of engineers with routine tasks which hardly 
require any creative activity is also a frequent phenomenon 
in the capitalist countries; that is, this phenomenon is not 
only characteristic of the Hungarian economy, but is general 
in modern large-scale industry. However, the ratio of non
engineering work performed by engineers is strikingly high 
in Hungary.

1 2 The co-ordination of daily tasks and longer-term development 
tasks does create difficulties for the management of capital
ist companies, too. It was these difficulties which led, 
e.g. in the USA, to the establishment of New Venture Depart
ments which are specialized in innovation research and de
velopment within the company.

13 See A kdzleked6s 6s t6vkdzl6s teriilet6n dolgozd szaktechni- 
kusok 6s Uzemm6rndk5k helyzete (The situation of specialized 
technicians and production engineers working in transport 
and telecommunications), 1974, p. 126.

14 The rigid interpretation of one-man responsibility corre
sponds to an earlier level of development. The master crafts
man certainly knew more than his journeyman, and the journey
man knew more than the apprentice. The journeyman - at least, 
in theory - knew nothing what his master craftsman did not 
know, and the apprentice knew nothing what the journeyman 
did not know. Nowadays, the relations are much more compli
cated. Staff members often have special knowledge and ex
pertise. It happens ever more often - and this is more or
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16

17
18

19

20
21
22

23

24

less necessary - that staff members engaged in special 
fields of activity have a knowledge superior to that of 
their leaders. This also points to the need for a certain 
decentralization of the scopes of authority.
According to large-scale surveys by the American sociologists 
D.C. Pelz and F.M. Andrews, research work is the most suc
cessful at places where researchers have the greatest in
fluence on the choice of their subject. At places where the 
manager has a determining role in the choice of the subject, 
the result is poor (see Pelz, D.C. and Andrews, F.M.: Scien
tists in Organizations. Productive Climates for Research and 
Development, New York, 1966, p. 19).
Farkas, J.: Ndhdny gondolat a hazai feltaldldi tevdkenyseg- 
rdl (Some thoughts about domestic innovative activities), 
Ujztdk Lap fa, No. 2, 1978, p. 10.
Farkas, J.: Ibid., Ujitdk Lapfa, No. 3, 1978.
Jewkes, J., Sawers, D. and Stillermann, R. : The Sources of 
Invention, New York, 1959, London, 1969. Also see on the 
subject, Kozma, G.: A muszaki fejiddes kozgazdasdgi kornyeze- 
te'a tdkds orszdgokban (The economic environment of techno
logical development in the capitalist countries), 1976, p. 
41 (manifolded).
See Magyar! Beck, I.: A szellemi alkotd munka szervezdsdnek 
ndhdny probldmdja az alkotdk drtdkeldse, leterheldse ds kap- 
csolatai teren (Some problems of the organization of intel
lectual creative work concerning the evaluation, the burden
ing and the relations of the creators), "Szocialista vdlla- 
lat", Study No. 347
See Magyari Beck: Ibid., p. 64.
Magyar! Beck: Ibid.
They escape from the productive companies to research insti
tutes and control bodies. Despite the big number of engin
eers, there are only a few highly qualified researchers and 
designers in the factories. According to a survey conducted 
at a big machine factory in Budapest mentioned above, 
although there was a significant increase in the number of 
those with higher level education, including engineers, 
whose effective employment was not solved, there was a per
manent shortage in the field of designing and technology 
[see Fehdr, J.: Frdekek a vdllalati fejlesztdsi dbntds vdgre- 
hajtasdban ds a vezetds (Interests in the implementation of 
the company development decisions and the management), Buda
pest, 1980 (manifolded)]. At the examined Metallurgical Works 
here were only 8 (!) research engineers during the past few 

ye* • This means 0-44 engineers per 1,000 workers, which is 
one fourth of the ratio given as desirable in the 

proressional literature.
G-Ch',: F°rschung und Technisoher Fortschritt, 

Melnsenheim an Glam, 1970.
cnnfzUreaa International du Travail: Les congds payds.

Ce *nternationale du Travail, 53eme section, 1969 e document mentions Bulgaria, Poland and the Soviet Union 
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26
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28
29
30

31

32

33

34

35

36

among the socialist countries where scientific workers as 
well as engineers are granted longer annual holidays.
See Conference Internationale sur les tendences de 
1'enseignement et de la formation des ingenieurs: Rapport 
final, Paris, December 9-13, 1968, SG/MD/12 Paris, 1969, p. 
29.
See Rdale, Y. and Livian, Y.F.: Les structures favorables a 
1'innovation, Revue francaise de gestion, January - February 
1980.
As already mentioned, the offices of technological develop
ment at companies have become depopulated. The trend is to 
move to research institutes and to control bodies. As a 
result, a great portion of the research labour force is tied 
up at research institutes, although it would much more be 
needed at companies.
See Heppner: VDI Nachrichten, 1978/4.
See VDI Naahrichten, 1977, No. 38.
See Bell, E.S. et al.: Supply, Demand and Utilization of 
Engineers, Professional Engineer and Engineering Digest, 
December 1965, pp. 36-38.
See Jovedelmek a hdboru utdni Eurdpdban (Incomes in post-war 
Europe), Central Statistical Office, 1968.
See Kepzettsdg es kereset (Qualification and income), Volume 
III, Central Statistical Office; 1974. The age limit has 
since risen to over 40.
Although the existing regulations make it possible to grant 
professionals with outstanding performance without a leading 
post outstanding wages, so that their wages might be higher 
than those of their superiors, the companies very rarely use 
this possibility and they even fail to upset the hierarchi
cal order when this outstanding ability is very clear. This 
is also connected with the fact that they are unable to 
fully utilize outstanding abilities outside leading posts. 
"According to my observation, the most serious consequences 
of a lack of identification with the job become apparent 
when in recognition of their good work, i.e. as a reward, 
engineers are granted a leading post." Nagy, S.: A szellemi 
munka hatdkony sdgdnak fontosabb tdnyezdi, kulbnds tekintet— 
tel a mdrndkdkre (Some important factors of the efficiency 
of intellectual work with special regard to engineers), 
Publication of the Szilikdtipari Tudomdnyos Egyesiilet, Buda
pest, 1966, p. 7.
"At a certain level, design engineers can only continue to 
climb on the social ladder if they give up much of their 
aspirations and design endeavours." (Istvdn Magyar! Beck s 
study in "Szocialista Vdllalat," No. 347, p. 30.)
"The factory units 'digest' their technically good profes
sionals. The engineers either stay in the office where they 
have no perspective, or go to work in the production units 
where in return for more money they have to accept tech
nically inferior tasks." (See Fehdr, J.: Ibid., p. 34, where 
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he is writing about experiences gained at a big company.) 
Or: "Unlike in other areas, the young engineers and profes
sionals working here [i.e. in development] are confronted 
with the solution of new tasks that had not been taught at 
the university. At the same time, they do not enjoy any 
advantages either in wages or in social provisions; as a 
matter of fact, their work has only been made more difficult 
by problems of finding a proper building for them to work in 
as well as by the problems of their organizational affilia
tion." (See, ibid., p. 18.)
Cf.: Whitfield, P.R.: Creativity in Industry, 1975.
See Mrs. Tdth (Sikora) G. and Nagy, A.: A vdllalati innova- 
cid emberi felteteleirdl (About the human conditions of com
pany innovation), Az Oktatdsi Miniszterium Marxizmus-Leniniz- 
mus Oktatdsi Foosztalya Tajekoztatdja, No. 5, 1980, p. 123. 
This bad housing situation of engineers is also due to the 
fact that a significant part of them are so-called first 
generation intellectuals, or children of parents with modest 
financial means, and thus they can only count on little 
parental support when establishing a family of their own.
See Mrs. Tdth and Nagy, A.: Op. ait.
From the case study carried out at the Eger Precision Appli
ance Factory.

42

43

The determination of bonuses in 
are small sums - may also imply 
ative pride. However, this type 
level of moral commitment which 
basis of a high level of trust.

advance - especially if they 
mistrust which offends cre- 
of work requires a high 
can only develop on the

All over the world there have been attempts to evaluate com
plex creative work with the help of formalized systems of 
qualification. The best known are the different point sys
tems which evaluate the fulfilment of requirements - that 
mostly cannot be measured - by points and this result is ex
pressed in the wages. However, neither these methods can 
eliminate the essentially subjective 
tion. They have advantages in so far 
leaders to follow with attention the

44
45

members thoroughly and in detail.
Cf. Mrs. Tdth and Nagy, A.: Op. ait.

character of evalua- 
as they compel the 
work of their staff

See OMFB No. 12-7810: A vdllalaton kivUl Idtrejdtt fejlesz- 
tesi eredmdnyek felhaszndldsdnak feltdtelei ds hatdsai (The 
conditions and effects of the utilization of development re- 
sults originating from outside the company), p. 12. Also see 
Topler, I; Szintetizdld tanulmdny gdpipari innovdcids eset- 
tanulmdnyokrdl (A synthetic study of case studies on innova- 

ta-^he,.m~chine industry), "Szocialista Vdllalat", No.
: H the innovation is based on invention, then 

and other factors of improvement are only 
vpn?Mn K for the PurP°ses of covering the innovation or in- 

. , bonuses, but they cannot be measured in the com-
.economic Plans. Therefore, the positive effect of 

nnovations generally becomes indistinct."
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It may be practical to establish semi-independent units 
within the company exactly in order to promote innovation. 
For example, it may be justified at designing companies to 
establish truly self-accounting design units in which finan
cial interests are much more direct than at the company 
level. The recently introduced regulations on economic asso
ciations enable such organizations, undertakings, etc. to 
function more independently. To better utilize individual 
initiatives, such independent undertakings could possibly 
also be established at research and development institutes 
as well as at universities.

47 It is interesting to note that very high earnings are better 
accepted in the so-called "second economy" (i.e. having a 
sort of second job in the private sector or doing illegal 
work) than within the state companies. This is probably also 
connected with the fact that whereas the majority of earn
ings in the second economy are hidden and can only be pre
sumed, earnings are publicly known at the state companies 
and at the co-operatives.

4 8 "Since the extra incomes deriving from commissioned work 
(i.e. commissioned from outside the institute) are at many 
institutions divided among all the researchers (with the 
false reasoning that the others provided 'the background'), 
the one who has made sacrifices to realize the product has 
no more - not even financial - advantages than the others. 
(Only when researchers have a patent can they expect some 
extra remuneration for their activities concerning indus
trial introduction. However, not every competitive research 
product can be patented, ... and on the other hand, this 
remuneration gives birth to such envy that the leaders of 
research places often delay the signing of an agreement on 
utilization for years as it is threatening with upsetting 
the 'delicate' balance situation.)" See Hatvany, J.: Hazai 
kutatdsi eredmdnyek bevezetdsdnek tapasztalatai (The ex
periences of the introduction of domestic research results), 
Magyar Tudomdny, No. 5, 1979, p. 350.

49 The situation was better in the case of leaders who directly 
control production; namely, 45 per cent said that successful 
innovation had led to an increase in their incomes.
In Hungary, company managers' wages (salaries) - contrary to 
public belief - are not high and, compared to some other 
categories, they are relatively decreasing. Whereas in 1975, 
the wages of top company managers (general managers, direc
tors and their deputies) were on average three times as high 
as those of manual workers, the difference was reduced to 
two and a half times by the end of the 1970s. The increase 
of the wages of the technical professional staff was also 
slowed down during the past few years by the stagnation and 
the slower than average increase of the wages of those in 
managerial posts. However, this situation hindered the dif
ferentiation of the wages of staff workers as well, since 
there is a strong relation between hierarchical wage dif
ferentials and wage differentials according to performance. 
If the hierarchical wage ratios are differentiated only to a 
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little extent, then there cannot be an extensive differen
tiation of wages according to performance among the staff 
members either. Namely, if it were realized, the wages of a 
significant part of the staff members would become higher 
than those of managers, and that situation cannot be main
tained for long.
Cf. Rolf, S.: "In Praise of the Small Company and the Tech
nical Managers as Innovators: They Are Not Afraid to Take 
the Chance", JEEE Spectrum, No. 10, October 1978, pp. 85-86. 
See Feh6r, J.: Ibid., p. 32.
See Emil Tasnadi's article in Ujitdk Lapja, No. 16, 19 77.
See Mrs. Tdth and Nagy, A.: Ibid., p. 139.
Excerpts from judicial decisions with the reasons on which 
they are based:
"The ratio of [invention] bonuses cannot be determined mech
anically. When deciding on an invention bonus, the court has 
to consider all the factors connected with the elaboration 
and the utilization of the solution in their totality and 
together, and has to determine such a bonus ratio on the 
basis of which the calculated invention bonus is proportion
ate to the level, the result, the significance and useful
ness of the intellectual work of the plaintiffs..." 
"However, the inventor can only have a share in this useful 
result in harmony with his performed work. In such cases 
when the bonus fund constitutes a higher amount, the percent
age calculations may shift. Therefore, when deciding on the 
bonus'''rate, judicial practice also takes into consideration 
whether the bonus calculated in this way is really propor
tionate to the work of the inventors." Supreme Court Pf. IV. 
21.202/1977 November 5. Quoted by Vilmos Bacher: "A ta- 
Idlmdnyi 6s ujftdi dijazds egyes k6rd6sei (Certain questions 
of the remuneration of inventions and innovations), Proceed
ings of the conference on "Innovation and Efficiency", Buda
pest, November 27-29, 1978 . Magyar Iparjogv6delmi Egyesiilet 
(manifolded).
"In its stand, the Budapest Municipal Court pointed out 
that the volume of the company's net results is taken into 
consideration as a factor decreasing the bonus ratio in case 
it is outstandingly high and is not proportionate to the 
technical and intellectual standard of the invention, e.g. 
in the case of an invention resulting in the manufacturing 
of a mass product." (Budapest Municipal Court 2. p. 26.202/ 
1975; January 19, 1977. Quoted by Bacher, V.: Ibid., p. 83.) 
The situation is similar with regard to those participating 
in the utilization of licences. This could also be financed 
only from the share fund.
See Bujtds, L.: Vdllalati 6s egy6ni 6rdekelts6g (Company and 
individual interests), Proceedings of the conference on "In
novation and Efficiency", Budapest, November 27-29, 1978, p. 
68, Magyar Iparjogv6delmi Egyesiilet (manifolded).
Efforts are made to reduce the claims for higher bonuses at 
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starts to be belittled, the creative character becomes dis
puted, and it gets ever greater emphasis that the product 
could only be realized through the employer's contribution, 
in the form of assistance, material and energy. All that is 
presented in the name of safeguarding social property, 
whereas in reality it is nothing else but the attacking of 
the most talented creative forces." [Bacher, V.: A taldlmd- 
nyi ds ujitdi dfjazds egyes kdrddsei (Certain questions of 
the remuneration of inventions and innovations), Proceedings 
of the conference on "Innovation and Efficiency", Budapest, 
November 27-29, 1978, p. 78, Magyar Iparjogvddelmi Egyestilet 
(manifolded).]
The establishment of such bureaus is made possible legally 
by the decree on economic co-operative associations, and re
cently some bureaus of this kind have already been estab
lished .
Only one example of the extreme importance of undertaking 
risks in technological development: in the United States 
about 1,000 new products appear on the market every year. 
Out of them, 800 disappear from the scene extremely fast, 
and the production of only 50 of the remaining 200 proves to 
be profitable in the long run.
"Instead of adapting themselves to the environment, some of 
our big companies try to transform the environment itself in 
a way that they could satisfy the thus subdued expectations 
of the environment without modifying their activity." 
[Zsilinszky, A. and Pdles, Gy.: Gazdasdgunk tiinetei ds a 
probldmdk gyokerdnek lokalizdldsa (Symptoms of our economy 
and the localization of the roots of the problems), Egy etemi 
Szemle, No. 2, 1979. I
At smaller companies, co-operative enterprises and indus
trial research institutes, "even if not in general and not 
at a steady level, but there are conscious efforts to market 
the inventions. This is due partly to the fact that the re
turns from sales in these organizations are of a much smaller 
order, and thus the extra profits resulting from inventions 
can already have a role in their economic results, and part
ly that their existence and economic fate are not de facto 
guaranteed to the same extent as is the case with the big . 
companies." (See Jdzsef Farkas's article in Ujttdk Lapja, 
No. 2, 1978, p. 11.) By the way, technical novelties are 
mostly turned out by small and medium-size companies also in 
the industrially advanced countries. However, these com
panies are not similar to our small companies: generally 
they are excellently organized and highly specialized com
panies of outstanding technological level, and are the best 
developers and producers of a unit or a semi-finished pro
duct.
"Despite central intentions, there is a danger that the pro
duction taxes, the budget subsidies, the development allow
ances, etc. regulate in such a way which levels the profits 
and the losses of the company management in certain areas and 
thus curbs the role of efficiency." (See Jdvorka, E.: Musza- 
ki fejlesztde - hattkonyedg - rak (Technological develop
ment - efficiency - prices), Kossuth Kdnyvkiadd, Budapest, 
1978, p. 129).
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C HAPTER 7

HIGH PERSONAL INCOMES

The average standard of living in Hungary corresponds by and 
large to the level of the country's economic development. How
ever, there is a stratum whose income is of a size that cannot 
be spent in a reasonable way - at least not within legal lim
its - either on personal consumption or on individual and fam
ily consumptive investments. The consequences are wasteful con
sumption and investments, the evasion of the existing legal pro
visions, and the spreading of forms of utilization which en
croach upon the interests of society. This is a relatively new 
social phenomenon, which is gaining increasing weight. That is 
why we have to deal with it.

The term "high personal income"1 as used here does not 
mean a sum which exceeds a given absolute amount, but rather a 
phenomenon which also involves relative and subjective elements. 
We consider an income high when it includes a surplus which 
substantially exceeds the needs (the running consumption and 
the investment needs directly serving consumption) of the indi
vidual (or family) receiving this income. For example, the same 
income which causes no "problem" for a family of intellectuals 
in a big city to spend (which therefore is not a high income) 
may possibly involve a significant surplus that cannot be used 
in a sensible way by a peasant family that lives in a more mod
est way, with smaller needs, and whose utilization of the in
come is also limited by the backwardness of the network of ser
vices in the countryside.

The overwhelming majority of high personal incomes are re
lated to certain professions, and mainly occur in the case of 
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four groups: (1) some of the artists, scientists, high-standing 
officials and highly qualified professionals; (2) some private 
craftsmen and tradesmen (self-employed people); (3) those re
ceiving high amounts of invisible incomes (tips, "honoraria", 
e.g. substantial amounts are given to medical doctors to ex
press one's gratitude, remuneration for illegal servicing or 
other activity done for the population, bribes); (4) some peas
ant or mixed (worker-peasant or employee-peasant) households.

There are incomes independent of professions too which play 
a role in the creation of high personal incomes: primarily in 
the form of casual, random incomes, inheritance, gifts, etc. 
With the general growth of well-being, their weight increases 
at a fast rate. Such incomes are also created through selling 
individual property or estate of a high value (a flat or other 
realty, works of art, jewelry, etc.). Regular incomes independ
ent of a profession (the letting out of flats or sections of 
it, or holiday homes) rarely result in high incomes, however, 
they may play a significant supplementary role.

Even a rough estimate of the number of those enjoying high 
incomes encounters great difficulties. There are some data, 
however, referring to incomes related to professions. According 
to some estimates, there are about half a million people who 
regularly receive tips and substantial amounts as an expression 2of gratitude. According to data of the Ministry of Finance, in 
1975 from among the small-scale agricultural producers (i.e. 
those engaged in household plot activities) and those having in
dependent intellectual professions (or those who additionally 
perform such type of work), as well as from among the private 
craftsmen and tradesmen, 7 per cent paid taxes after an income 
of 100,000 to 200,000 Forints per year, and 1 per cent of over 
200,000 Forints per year, which means more than 130,000 people. 
These figures, however, do not tell very much in themselves. 
Obviously, it is only a part of those enjoying tips or amounts 
expressing gratitude who earn really high incomes, and in the 
overwhelming majority of cases an annual income of 100,000 to 
200,000 Forints was not "difficult to spend" even in 1975. How
ever, it has to be taken into consideration that these figures 
are mostly based on tax returns filled out by those concerned, 
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and the real figures are supposed to be higher - in several 
cases even to a considerable degree. It should also be noted 
that these figures do not include the income of those employees 
who also pursue independent intellectual activities; neither 
the income of those who earn much as employees (some leaders, 
professionals). If we take all this into consideration, it 
turns out that the people involved do not constitute some sort 
of a negligible little group, but a stratum whose number can be 
estimated to be as high as a few hundred thousands, and not a 
few tens of thousands.

The ways of easing the problems caused by high personal 
incomes should be sought in two directions: on the one hand, in 
the limitation of economically and socially unjustifiable in
comes and, on the other, in the extension of the possibilities 
of utilizing the justifiable incomes even if they are high.

THE WAYS OF LIMITATION

From the point of view of limiting high incomes, it is the 
source and the extent of the income which have significance. In 
the case of incomes resulting from unjustifiable sources, the 
right solution is their elimination, while in the case of those 
which are unproportionately high but derive from a justifiable 
source, the solution is partly regulation at the source itself 
and partly a subsequent siphoning off. In the case of incomes 
of a justifiable extent, even if they are considered to be high, 
no limitation is admissible.-

The outstanding incomes of some of the artists, scientists, 
high-standing officials and highly qualified professionals usu
ally express activities that are especially valuable for soci
ety. (It is also true that the rest of them receive only rather 
modest remuneration for their activities which are no less 
valuable. However, the study of this disproportion goes beyond 
the scope of this book.) These incomes, as they derive from 
state or social bodies in the overwhelming majority of cases, 
can well be controlled and are adequately taxed in the form of 
a contribution to the pension fund as well as by a strongly 
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progressive personal income tax which is levied on free-lance 
people. Consequently, in this case - with the exception of ex- 3 treme cases - no further limitation seems to be expedient.

The incomes of private craftsmen and tradesmen cannot be 
regulated accurately. The disproportionally high incomes in 
this sphere can largely be attributed to a shortage of certain 
products and services, and to the lack of competition. Hence, 
these problems can primarily be moderated by the elimination of 
the shortage of products and services and by the evolvement of 
competition. Competition, on the one hand, between the social
ist and the private sector and, on the other, within the pri- • 
vate sector, i.e. between the individual craftsmen and trades
men, should be much stronger than at present. To achieve this, 
in certain areas the number of the private craftsmen and trades
men should be increased, and, in general, the tendencies 
which characterize an "economy of shortage" should be elimi
nated.

At the same time, the unproportionately high incomes can 
also be attributed to the extremely loose taxation discipline, 
and within that, to the concealment of the actual amount of in
come. There is some relation between this and the professional 
and moral weakness of the control apparatus, which represents a 
very serious problem and the effects of which reach far beyond 
the private sector. A high moral standard and the incorrupti
bility of the supervisory and control apparatus should be 
guaranteed at every level. This is a basic problem in the 
present situation.

Much is said these days about the serious negative con
sequences of the spreading of tips, of amounts expressing grati
tude, and bribes. It is well known that their limitation is 
badly needed even if only little is done in this respect in 
practice. This situation is also due to the fact that opinions 
widely differ as to which solution should be chosen.

Many aruge that tips and sums paid as an expression of 
gratitude have gained ground because the corresponding profes
sions are badly remunerated officially. In fact, only some of 
the respective professions are low paid, while the official 
wages of the rest do not lag behind the wages of other cate
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gories of employees who have a similar level of qualification 
and responsibility, etc. Another often quoted reason is the 
shortage of goods and/or labour. This is not completely true 
either. Tips are also frequent in areas where there is no 
shortage of this kind, or where such shortages are created ar
tificially and consciously by those involved. In order to curb 
tips and sums expressing gratitude, the disproportionately low 
wages should be increased and the shortage of goods and/or la
bour should be eased in all those areas where these exist, but 
it must be clear that the problem cannot be solved only in this 
way. To achieve better results, public spirit should also be 
formed and if actions encroach upon the law, severe revenge is 
also needed. The interests of the majority of society do have 
to be asserted even if it hurts the interests of certain groups.

Both the granting and the acceptance of bribes have long 
been prohibited, only the possibility should be utilized: the 
violation of law should be punished by applying the full force 
of the law. It is naivity to think - as it can sometimes be 
heard - that such abuses can be eliminated through an improve
ment in financial stimulation. Nobody can be paid so well that 
(s)he could be in a better financial situation by being honest 
than if (s)he receives bribes. Corruption cannot be competed 
with financially.

The question of illegal servicing and other activities 
done for the population - when it is performed outside working 
hours - should be judged on a different basis. Contrary to tips, 
amounts expressing gratitude and bribes, this means money whose 
source is extra work demanded by the population. Therefore, ef
forts should in the first place be concentrated on legalizing 
such activities (by granting licences), which then leads to the 
broadening of competition and - through adequate taxation - to 
a moderation of these incomes.

The incomes of peasant households - similarly to those of 
private craftsmen and tradesmen - cannot be regulated accu
rately. Their excessive curtailment or limitation - also accord
ing to historical experiences - leads to serious consequences 
by endangering the supply of the urban population with food
stuff as well as of the raw materials of the food industry.
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Work done at the household plots (which has an outstanding role 
in high peasant incomes) is still and will for a long time be 
indispensable and it represents a very strenuous activity which 
society has to remunerate adequately.

The limitation of casual incomes independent of profes
sions can primarily be implemented through taxing gifts and in
heritance of great value, as well as through skimming the pro
fits resulting from an extraordinary increase in the price of 
properties. However, the possibilities are limited in both 
cases. (Taxation is in the first place feasible in the case of 
realties.)

The limitation of high incomes is an absolute must; how
ever, as it can be seen, the possibility of realizing it is 
limited or, in the majority of cases, it is practical only to a 
limited extent. Therefore, the other way should also be ex
ploited, namely, the possibilities of utilization have to be 
extended.

THE EXTENSION OF THE POSSIBILITIES OF UTILIZATION

High personal incomes are partly consumed and partly ac
cumulated. Hence, the possibilities of their utilization can 
primarily be extended in these two directions.

The basic function of personal incomes is to make proper 
consumption possible. In Hungary, there is a view which accepts 
the differences in wages and incomes, but is opposed to the 
differences in the way of life expressed in consumption. That 
is absurd. If the differences in personal incomes are made pos
sible, it also has to be made possible that they could be used 
according to different consumption patterns. For that, however, 
it should be ensured that there be an adequate stock of commo
dities as well as adequate services that can be purchased as 
commodities. Domestic and foreign experiences alike show that, 
in addition to the traditional luxury goods, special attention 
should be devoted to the extension of the assortment of furnish
ing, household equipment, etc., as well as of services which4 make a more varied utilization of leisure time possible. Nat
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urally, in order to ensure that this way of utilization be ad
vantageous for the whole of society, the price of these as well 
as the other commodities and services which are to satisfy the 
needs of those with high incomes should contain a relatively 
high rate of social net income (in the form of taxes, etc.).

The promotion of the utilization of high peasant (agricul
tural) incomes through adequate consumption represents a special 
problem. In addition to an increase in the level of cultural 
needs of the peasantry (rural population), this calls for the 
development of the network of services in the countryside and/or 
the extension of the local possibilities of spending the in
comes.

However, the utilization of high incomes through consump
tion has its limits. It is one of the characteristics of social
ism that it should moderate - as compared to capitalism - the 
differences in incomes, and primarily in wealth, between people, 
that is, the differences in the financial conditions of the way 
of life. In Hungary, people are highly sensitive to big differ
ences in consumption and in the way of life. This is due, on 
the one hand, to the gaining ground of the socialist concept of 
human equality and, on the other, to the fact that the formerly 
different levels of needs of the various social strata have 
been approaching each other rather fast as a result of the in
creased educational level and the significant social mobility 
that have been realized.Before 1945, when Hungarian society was 
much more closed and the individual strata were much more sep
arated from each other, consumer needs were much more differen
tiated as well. A worker or a peasant who would have considered 
the way of life of the big capitalist or the landlord as a di
rect example to follow must have been regarded a madman. Now
adays, however, when the general managers and the chairmen of 
co-operatives are their relatives or neighbours, the so-called 
"simple" families often want to follow the example of these 
people; or to use a sociological expression: their aspiration 
level has come near to that of these people.$

The strikingly lavish way of life of certain strata and 
groups has an unfavourable social and political effect. It gen
erates dissatisfaction and irrealistic demands in wide circles 
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and, accordingly, gives birth to distorted forms of behaviour. 
However, the lavishness of certain strata is also disadvanta
geous from a purely economic point of view as it lessens the 
accumulation possibilities of society. Therefore, the extension 
of the utilization of personal incomes should not be limited to 
the sphere of consumption. It must be made possible that part 
of these incomes - in my opinion, a bigger part than at 
present - be channelled back to the process of reproduction.

With an increase in prosperity, an ever bigger part of the 
personal incomes is saved and accumulated. This is indispensable 
for both the individual and society. The individual can only in 
this way acquire movable and immovable property of greater 
value and ensure appropriate financial security. The savings by 
the population can be utilized by the economy,® while the en
tirety of the movable and immovable properties of the individ
uals increases the wealth of the nation.

Above a certain limit, the extension of the possibility of 
current consumption in itself does not exercise enough stimula
tion on those concerned. The stimulating effect of the possibi
lity of saving and accumulation is also needed. Therefore, as 
against wasteful consumption, a way of life of sober saving and 
accumulation should be stimulated by society. (By now, the view 
which spread especially in the United States after the Second 
World War and according to which wasteful consumption is useful 
for the economy because it is a precondition of a high level of 
production and employment, has clearly proved to be incorrect 
also with regard to the capitalist world.) The stimulation for 
saving and accumulation does not seem to be generally imple
mented in Hungary. Families with high incomes that have already 
acquired realties to the permitted extent are actually compelled 
to engage in wasteful consumption. Here we are faced with an 
extremely difficult task and dilemma of the socialist system 
which have already reached a relatively high level of prosper
ity; the problem, namely, is how to fight against wasteful con
sumption in a way that at the same time excessive tendencies of 
enrichment should also be curbed. The question arises as to how 
the problem could be eased, under the present conditions, 
through the extension of the possibilities of income utiliza
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tion in the form of accumulation (which does not endanger our 
socialist social system), and how the rechannelling of incomes, 
that cannot be spent in a sensible way on consumption, into the 
process of reproduction could be promoted.

Below, we are going to study some types of the utilization 
of personal incomes in the form of accumulation.

FORMS OF ACCUMULATION INDEPENDENT OF PROFESSION

The basic form of saving from incomes used by the popula
tion is the deposit in savings banks. It is well known that at 
a higher income level, the ratio of savings is higher, namely, 
the strata with higher incomes save up a higher percentage of 
their incomes. However, as experiences abroad also support it, 
this only seems to be true up to a certain limit. There is a 
point of "satisfaction" of the individuals' and the families' 
propensity to save. If the amount of savings comes near that 
point, the ratio of the sum saved up compared to the income 
(the savings ratio) does not increase any further. According to 
expert opinions, the average amount of savings in Hungary cor-- 
responds to the average income level. However, in all probabil
ity, this average correspondence covers savings (i.e. deposits 
in savings banks) by many beyond their means, on the one hand, 
while, compared to their means, small amounts of savings by 
those who have outstandingly high incomes, on the other.

The major problem that curbs an increase in savings bank 
deposits, and within that in the deposits of those with high 
incomes, is that interest ra-tes only partly compensate for the 
price increases. (Form this point of view, it is primarily not 
the development of the average price level that plays a role, 
but the price level of those goods and services at which the 
savings are aimed. And the prices in the building industry as 
well as the prices of realties grow at a much faster rate than 
the average price level does.) Although this circumstance does 
not obstruct the formation of short-term deposits, it does ob
struct that of the long-term ones in which the national economy 
has especial interest.
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"Private insurance", and within that especially the system 
of personal insurance, is also suitable for tying up a part of g
the high incomes. However broad our social security system is 
- it represents a level higher than that of several economical
ly more developed countries -, it is able to satisfy the justi
fied needs of the population only to a limited extent. For a 
fuller satisfaction of the needs, the means of the population 
should also be involved. For example, retired people under
standably want not only to satisfy their basic, elementary 
needs, but also to continue the way of life they were accus
tomed to and to keep pace with the general increase in prosper
ity, while the deterioration of their health involves serious 
additional financial burdens. And the Hungarian system of old 
age pensions will for long be unable to meet these expectations. 
The problem could partly be solved, or at least eased, by an 
appropriate supplementary pension insurance which would primar
ily be possible for strata with higher incomes.10 Other forms 
of personal insurance (for the case of disability, illness, 
death, etc.) could also have wide opportunities among these 
strata. These forms would really represent a fixed and long
term tying up of the free financial means, also extending the 
budget sources through the profits involved. The system of pri
vate insurance (personal insurance), however, has not yet been 
granted the place it would deserve in Hungary.11 In my opinion, 
this is mainly due - in addition to factors of smaller signi
ficance - to the lack, or weakness, of safeguarding these forms 
of insurance against the increase in the price level.1,1 That 
raises the idea whether the sum to be paid out could somehow 
not be connected with the changes in the consumer price level. 
The idea would deserve consideration that the sum of the allow
ance should be increased annually by a percentage which is 
agreed on by the policy holder and the insurance company in 
advance (which would naturally mean that the premium to be paid 
should also be changed accordingly - most probably upwards).

The accumulation of valuables (articles of precious metal, 
jewelry, works of art, antiquities, etc.) has from time immemo
rial not only served the purpose of delighting, but has been a 
traditional form of preserving values and accumulating treas
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ures. This function - due to the acceleration of the increase 
of the price level - has assumed especial significance through
out the world. In Hungary, there are further factors adding to 
that significance, such as the limited possibility of acquiring 
realty. The investment of part of the high incomes in valu
ables is also advantageous for the national economy if they are 
traded through the official channels, because in this case the 
state gains significant net income on them through the differ
ent taxes and duties. However, the increase in the value of 
these articles can evade taxation relatively easily, because 
their transfer can quite often not be followed. (Sometimes not 
even their removal from the country.)

From among these valuables, the possibility of the farther 
accumulation of works of art and antiquities is increasingly 
limited in Hungary as their number can hardly grow - or only to 
a very limited extent. The overwhelming majority of the truly 
valuable ones are already in private possession and constitute 
the owners' treasures. These people are not in short supply of 
money, neither are they envisaged to get into such a situation 
in the near future. Therefore, they cannot be expected to ap
pear on the market as sellers. At the same time, due to the 
great demand on the markets abroad as well, imports also encoun
ter increasing difficulties. Consequently, simultaneously with 
a fast increase in the prices, the volume of trade in works of 
art will in all probability decrease in the future. As against 
the steadily high demand, supply will become smaller and

1 3 smaller, which will strengthen the speculative tendencies.
Although in the majority of cases, the building of villas 

or holiday homes at the resort places is not motivated primar
ily by an intention of accumulation, we can often find such 
motives and also the motive of gaining income. This especially 
applies to those resort areas where foreign tourist traffic is 
big.

The building of places for tourist accommodation from pri
vate resources is a national economic interest. Namely, the 
building of state holiday hotels at Lake Balaton where they can 
be utilized for only about three months a year can hardly be 
profitable. At the same time, a family can only have one hol
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iday home, the size of which is also limited (changing accord
ing to the size of the family). The contradiction is usually 
solved in a way that the more affluent people - through various 
tricks - build considerably bigger villas than permitted, and 
then they let out a part of them either legally, or often il
legally, by evading the tax offices. However, this is hardly a 
desirable solution.14 Nowadays, especially the foreign tourists 
are primarily looking for, and also willing to pay for, hotel
type apartments with every modern convenience. However, the 
fast decrease of the areas that can be built up as well as econ
omical considerations as regards infrastructural investments 
require the building of huge blocks of hotel-type holiday homes . 
But if a family has a one-room apartment in such a block of 
holiday homes, it already exhausts the legal possibility of pos
sessing a holiday home. It could possibly be allowed for a 
family having a weekend house or an apartment in a block of 
holiday homes, which really serves the recreation of the family 
itself, to have another flat or apartment which would explic
itly serve tourist purposes if - in accordance with the exist- 
ina regulations - this were placed at the disposal of the tour
ist authorities and taxes were paid after the profits gained by 
the family in this way. Thus the state would also get its fair 
share. However, in areas where the conditions do not justify 
the building of such hotel-type blocks, it is advantageous to 
permit the building and properly regulated functioning of 
smaller private hotels which would also serve tourist purposes. 
(Lately several state regulations have been effected to promote 
the realization of such establishments.) In addition to tying 
up the■"capital" in a useful manner, this would also promote 
the utilization of the labour power of such individuals, for 
example old people, who could hardly be employed effectively 
elsewhere. (With this we have already stepped into the sphere 
of problems of accumulation related to professions.)

In house-building, it would under no conditions be correct 
to grant more opportunities for private capital. The possession 
of an appropriate flat is the prime need of every family and 
individual, and its provision is definitely the task of society; 
private house-building or purchasing for the purposes of letting 
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out should not be allowed. Due to the natural limits, this 
would not improve the housing situation, but would provide cer
tain individuals with significant incomes without work, and 
under the effect of the relationship between demand and supply, 
it would lead to usurious rents.

ACCUMULATION RELATED TO PROFESSIONS

So far such forms of accumulation of incomes have been 
discussed which are independent of the work done or the profes
sion pursued. However, the related methods of rechannelling the 
incomes saved up into the process of reproduction seem to be 
even more important. In certain cases, they may even increase 
the efficiency of the work done.

INVESTMENTS IN PRIVATE SMALL-SCALE INDUSTRY 
AND IN PRIVATE TRADE

It is well known that besides the overall domination of 
the socialist sector there is also need for the activities of 
private craftsmen and tradesmen in several areas. For those 
working in the respective professional branches it is an ob
vious possibility of investment to establish an own workshop or 
a shop, or to develop the already existing one. In the capital
ist countries the small-scale producers are also compelled by 
competition to spend a significant part of their net income on 
the regular modernization and development of their workshops. In 
Hungary the situation is not only that this compulsion is miss
ing, but quite often it is also contradictory to their inter
ests, or they simply do not have an opportunity to do so: in
vestments in this sector come up against both legal and natural 
limits (the limited possibilities of supply). Naturally, all 
the limits cannot be abolished, as no free way may be opened up 
to capitalist processes. However, in certain areas it may be 
practical to modify somewhat the system of regulation and to 
make the legal barriers more flexible (such steps have already 
been taken recently) as well as to improve the supply of pri
vate craftsmen with materials, components and machines.
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It seems that private activity, and together with it pri
vate capital, could also be drawn into certain branches of non
productive services which have so far been almost completely 
outside of consideration in this respect. For example, individ
uals with adequate qualifications should be more involved in 
establishing private creches, kindergartens and day-time homes, 
as well as private hotels providing for the care of elderly 
people. At present only private kindergartens exist in a lim
ited number, although the demand for these institutions - as is 
well known - is enormous, and such solutions would also reduce 
the burdens of the state budget.

The system of leasing may also provide possibilities for 
rechannelling the financial means accumulated by the population 
into the process of reproduction. This system has spread in 
Hungary lately, but it is often realized in a way which requi
res only little private capital on behalf of the "entrepreneur". 
In Hungary, the system of leasing exists at present in retail 
trade and in the catering industry, but it could, for example, 
be extended to the operation of filling stations, etc. Experi
ences show that the shops functioning in the system of leasing 
are able to handle the same turnover with a considerably 
smaller number of employees than the others, hence they are 

1 5 more profitable.

THE ESTABLISHMENT OF NEW TYPES OF INDUSTRIAL 
AND SERVICING CO-OPERATIVES

It is well known that there are only a few small factories 
and companies in the Hungarian economy. Neither private arti
sans nor the co-operative and council companies are able to 
make up for this lack. The former are too small, the latter are 
generally too big or cumbersome to fulfil this task. There 
seems to be a need for independent industrial and servicing 
companies, employing 10-25 people and equipped with modern ma
chinery, which are able to adjust themselves to the changing 
demands quickly and to satisfy the needs of the consumers flex
ibly. (The need for them is the most obvious, for example, in 
the building industry, in house maintenance, repair and instal- 
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lation services.) In my opinion, some new types of co-operative 
1 6 companies could satisfy these requirements the best. These 

small-size co-operatives would have a high degree of indepen
dence. The necessary capital could be provided by the members 
themselves, who would be at the same time also the employees of 
the co-operative. The income of the members would be made di
rectly dependent on the company results. However, contrary to the 
presently existing co-operatives, where "the investment con
tribution" of the members was only one single act "in advance" 
(i.e., at the time of establishment of the co-operative, when 
they brought their working tools and sometimes also materials 
into the business), in this case the investment could repeat
edly occur when an undertaking promises to be profitable. The 
whole society would get its share in the form of the taxes 
levied. Naturally, the elaboration of the details of such a 
type of co-operative requires further thorough studies. The 
recent establishment and activity of the so-called small indus
trial co-operatives are more or less in line with these activ
ities.

It is well known that a significant national economic in
terest is involved in the increase of the production of house
hold plots and auxiliary farms. Naturally, it also requires the 
continuous modernization of these farms. According to experi
ences, when financial interest is adequate and is guaranteed 
for the future too, the owners of household plots and auxiliary 
farms are ready to invest more than at present. In this way, 
part of the high income, i.e. the accumulated sums of money, 
could be tied up. For that, however, the continuous availabil
ity of machines, equipment and materials has to be solved.

The idea emerges whether agricultural workers could not 
contribute with their individual financial means to the devel
opment of joint co-operative farms. It seems to be obvious that 
- in line with the nature of co-operative property - this con
tribution should not be a single act realized at the establish
ment of the co-operative, but a continuously renewing element 
of co-partnership. Proposals to this effect have long been 
raised, primarily in the form that co-operative farmers might 
give loans to the co-operative in return for reasonable inter
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est rates.17 At the same time, this could also contribute to 
overcoming the not so rare contradiction of "poor co-operative 
- rich members". However, the extension of credits by co
operative members has only been realized in a very narrow cir
cle. The main reason is that its centrally defined conditions 
(the interest rate, etc.) closely follow those of the saving 
deposits. However, this equality of form covers inequality of 
content. Even the strongest and best organized co-operatives 
are unable to ensure such secrecy and provide such guarantees 

1 8of repayment as the National Savings Bank can. The existing 
regulations do not allow the issuance of membership shares that 
would guarantee regular income. This can be traced back to cau
tiousness about possible social and political tensions. Such 
solutions should be sought which would promote the utilization 
of a part of the personal incomes of the agricultural co
operative members with high earnings, without increasing social 
and political tensions, but accelerating the development of the 
co-operative.

STATE SECURITIES AND BONDS

It is a recurring idea that the Hungarian state companies 
should be allowed to issue shares among their employees in 
order to increase their financial resources. This seems to be a 
workable proposition only in the case of small companies.

As regards securities of a bond type, they only embody 
creditor's rights, and are not issued by companies but by the 
state. In Hungary there were very unfortunate experiences in 
the past concerning government bonds: people were pressed in 
the fifties to buy these bonds, which were irredeemable before 
expiration, etc. However, these are not inevitable concomitants 
of bonds. On the contrary. The voluntary character of buying 
and the possibility of redemption before expiration are necess
ary criteria of bonds which under such conditions are already 
very close to long-term saving deposits.

The above-outlined ways of accumulation of high incomes 
can help in replacing the irrational and the illegal ways of 
their utilization by legal solutions, which at the same time 
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also improve the efficiency of the national economy. However, 
the majority of them are burdened with contradictions and carry 
the danger of the further enrichment of the rich and the forma - 
tion of incomes without work. Richness thus created, the basis 
of which was actually laid down with the intention to curb con
spicuous and wasteful consumption, may at almost any moment be 
transformed into even more conspicuous and wasteful consumption. 
However, this danger can be reduced significantly by the 
already discussed and known ways of limitation, namely, the 
promotion of competition, the introduction of appropriate re
gulations and taxation. It is especially important to moderate 
the effect which the differences in wealth might have on the 
younger generations, on the descendants.

At the same time, other forms of income utilization free 
from these contradictions should also be employed. An example 
to this effect is the utilization of incomes for altruistic 
purposes.

ALTRUISTIC UTILIZATION

The use of high personal incomes or accumulated sums of 
money for altruistic purposes, i.e. in the interest of the com
munity, is still a rather rare phenomenon in Hungarian society. 
Under capitalist conditions it is a well-known practice. In the 
capitalist countries there is a wide circle of donations and 
foundations for different charity or communal purposes. In the 
first decade of Hungary's socialist development there was a 
sudden standstill in this field; on the one hand, because only 
very few people would have had the financial means, and on the 
other, because the old type of charity discredited itself, and 
the positive, new type of attitude had not developed. The situa
tion was characterized by mistrust and incomprehension. In the 
past decade there was some modest progress in this respect. 
Today there are already some thousands of private foundations 
and scholarships for various social and cultural purposes, as 
well as cultural and material values offered for communal pur
poses. Nevertheless, they do not play a substantial role in the 
tying up of high incomes and accumulated sums of money. The
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majority of the artists, scientists and enthusiastic local 
patriots who give donations are individuals who are rather in a 
modest than in a good financial situation. The foundations usu
ally involve sums of 100,000 to 200,000 Forints, higher sums 

1 9are exceptionally rare. And this is the case in spite of the 
fact that this way of utilization could serve a good purpose: 
it might combine in a fortunate way communal interests with the 
satisfaction of certain individual ambitions that can fully be 
understood and appreciated humanly. The majority of people have 
the desire to support a noble cause in a way that it would also 
bring respect for them, or guarantee the survival of their mem
ory or that of their beloved relatives. Both the circle of 
those initiating foundations as well as the types of founda
tions should be extended, and this institution should be popu
larized in the true sense of the word. There is no reason why 
the wrought iron wonder fences and the marble family burial 
chambers could not be replaced as status symbols by marble tab
lets immortalizing the name of the endower on the wall of a 
university, a school, a college, a creche, a kindergarten or a 
hospital.

* /

I only intended to raise a few ideas. As the main conclu
sion it could be drawn that neither the solution to the problem 
of high personal incomes can be unidirectional; we have to prog 
ceed simultaneously along several different ways which some
times even seem to cross but can in no way replace each other.

THE LIKELY DEVELOPMENT OF HIGH INCOMES AND OF
THE WEALTH OF THE POPULATION

THE LIKELY DEVELOPMENT OF HIGH INCOMES

In the 1950s and 1960s when the level of economic develop
ment and the living standard was much lower, outstandingly high 
personal incomes did not present a special problem in the so
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cialist countries. Families with such incomes ate more, dressed 
better, lived under better conditions, etc. than the others, 
and the issue was more or less settled with that. Nowadays the 
differences have grown bigger and it will continue to do so in 
the future.

Being aware of Hungary's economic situation at present and 
in the near future, and knowing the objectives of the Sixth 
Five-Year Plan, the living standard cannot be expected to in
crease in the 1980s to such an extent that it would mean a 
qualitative change. Nevertheless, in case the economic manage
ment gives more room for individual interest, the bigger income 
differentials (based on bigger wage differentials) can increase 
the weight of high incomes already in the 1980s.

The overwhelming majority of high personal incomes are now 
related to professions, and the same tendency is supposed to 
continue in the coming decades as well. High incomes can primar
ily be expected in the following groups of working people.

Some of the artists, scientists, high-standing officials 
and highly qualified professionals, mostly in those cases when 
the salaries earned in full-time jobs are supplemented by con
siderable extra earnings (resulting from invention bonuses, 
royalties, performance fees, etc.). The number of those belong
ing to this group as well as the amount of their income are en
visaged to grow. This especially holds true of high-standing 
officials and highly qualified professionals. If at the state 
companies manager-type direction will be given preference, then 
considerably higher - we could even say that compared to the 
incomes of today, unusually high - managerial incomes will have 
to be reckoned with. In such a situation, there will also be a 
greater number of highly qualified professionals with high in
comes, and the ratio of those among them who will earn these 
outstanding incomes in their full-time jobs will increase.

Some private craftsmen and tradesmen (self-employed people). 
The number of private craftsmen and tradesmen will increase, 
and the legally allowed private activities may also cover such 
areas (care for children and old age people in groups, private 
boarding houses, hotels, etc.) in which their role has so far 
been minimal. However, this does not mean a similar degree of 
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increase in the number of those with high incomes among them. 
At present, the strikingly high incomes in this field are due 
to a shortage of products and services, and to the lack of com
petition. In case the shortage of products and services are 
eased and competition develops - and it is expected to happen 
so -, high incomes resulting from monopolistic positions will 
become smaller in both number and amount. However, since accord
ing to experiences abroad even under the conditions of strong 
competition high incomes are much more frequent in this sector 
than among skilled workers and employees, the extension of 
this sector will increase that section of the population which 
will receive high incomes. In case the legal barriers relating 
to the size of the workshop (to the number of workers that can 
be employed, the machinery that can be applied, etc.) are ex
tended - and this is a tendency -, then the amount of high in
comes will also increase in this field.

Some of the people working in the socialist sector, but 
directly sharing in the economic result. This sphere - the best 
known representatives of which nowadays are shop or restaurant 
managers working on the basis of a lease contract - will prob
ably be extended in the coming decades. In these areas, in
comes are considerably higher than in the case of the tradi
tional forms of waging (but one also has to work much more), 
and high incomes in our interpretation are not rare. Mostly 
those people work on a lease contract basis who were formerly 
employed in "tipped" professions, that is, who had higher than 
average incomes earlier too. The increase of competition and 
the easing of shortages will have a moderating effect in this 
case as well.

Small enterprising, and especially collective entrepreneur
ship, fitting into the socialist sector will probably spread 
and appear in new forms as well as in new fields. For example, 
industrial and servicing co-operatives with a small number of 
employees and a high degree of independence have already been 
established. From among the associations uniting intellectual 
professionals, only the lawyer's co-operatives and certain 
teacher's co-operatives have spread so far. Engineer's associa
tions engaged in the elaboration and organization of the large- 
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scale production of important inventions have also been estab
lished in a small number. It is also conceivable that at least 
a part of the already outdated private consulting-rooms could 
perhaps also be replaced by much more modern doctor's co
operatives. These new forms might also lead to high personal 
incomes.

Those receiving high amounts of "invisible" incomes 
(tips, amounts expressing gratitude, bribes, payment for ille
gal servicing and other activity). The role of traditional tips 
and amounts of gratitude in the formation of high incomes is 
not expected to change much. In our view, the introduction of 
servicing fees which partly replace tips, or the possibility of 
choosing your doctor freely will not change the situation to a 
considerable extent. However, a decrease in the shortage of 
goods and services might significantly curb bribes and tips of 
this type, especially if the easing of the shortage of labour 
makes it possible to implement the related prohibitive measures. 
The majority of illegal servicing and other activity done for 
the population can be channelled into legal frameworks. However, 
this will probably fail to bring any substantial change in high 
incomes in this field. Namely, although those who legally per
form extra work pay taxes, they generally have more orders than 
those without a licence, and thus they earn at least as much if 
not more.

Some peasant or mixed (worker-peasant or employee-peasant) 
households, where the income earned in the co-operative or 
state farm or in industry is supplemented by a substantial in
come gained from the household plot. The role of household 
plots will not decrease in the coming decades and their modern
ization will lead to an increase in the related incomes. The 
number of rural families enjoying high incomes (according to 
our interpretation) is not expected to grow. This follows partly 
from the forseeable decrease in the number of those engaged in 
agricultural activities and partly from the fact that the 
"high" incomes in the countryside (i.e. containing a surplus 
which cannot be used in a sensible way) are due to the low 
level of needs of the rural population and to the backwardness 
of the local servicing networks. With a change in this situa
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tion, that is, with the general development of the countryside, 
the "difficulties" involved in spending a part of these incomes 
will disappear.

Casual and regular -incomes independent of profession also 
play a role in the formation of high personal incomes. From 
among them, the weight of inheritance and gifts within families 
will significantly increase. We shall return to this below, in 
the section on wealth.

In the final analysis, high incomes are likely to tend to 
increase both in number and in amount. In other words, more 
families will have high incomes and these will be higher than 
today. The extent of this increase will also depend on their 
regulation. Taxation is envisaged to have a greater role than 
today. The main problem nowadays does not lie in the degree of 
taxes, but in the taxation discipline and the related morals. 
If no significant changes are achieved in this respect, the 
increase in high incomes may lead to unfavourable social and 
political consequences. For the moderation of inequalities, a 
much more intensive social policy and a stronger and more pur
poseful support of the strata in a disadvantageous position 
will be needed even under the conditions of a significant in
crease in the general standard of living.

THE LIKELY DEVELOPMENT OF THE WEALTH OF 
THE POPULATION

High incomes will have to find proper possibilities of 
utilization. The supply of goods and services will continue to 
correspond primarily to the demands of the masses, but it will 
have to adapt increasingly to the special needs of those with 
high incomes as well. At the same time, due to the general in
crease in incomes, and especially in high incomes, the saving 
and - on this basis - the accumulation ability of the popula
tion will grow significantly. It is also in the interest of so
ciety to promote a way of life which aims at sober saving and 
accumulation as against wasteful consumption. And this leads to 
the intensification of the process of enrichment of the popula
tion .
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Actually, every object having some sort of value, which 
can be marketed in the case of need, for example, a durable 
consumer good, can be regarded as wealth. However, from the 
point of view of our study, only such wealth has a significance, 
the volume of which substantially influences the financial posi
tion of its owner. Owners always utilize their wealth in some 
form. According to the possible forms of utilization, the fol
lowing types of wealth can be differentiated:

- wealth utilized as a use-value;
- wealth related to the pursuing of a profession;
- wealth serving the purpose of accumulation;
- wealth bringing income;
- whealth used for altruistic purposes.
Although in reality the different forms of utilization are 

not sharply separated, i.e. the same property may simultaneously 
serve different purposes, this classification seems to be ap
plicable in our study.

Wealth utilized as a use-value, i.e. when the owner lives 
in his/her house, uses his/her holiday-home as well as his/her 
different durable consumer goods, etc., will continue to be the 
main form of the utilization of wealth, and with the increase 
in welfare and demands its scope will increase in the coming 
decades. Durable consumer goods regarded today as special lux
ury items will become the property of the more prosperous strata 
and an integral part of their everyday life. This primarily ap
plies to objects promoting a varied utilization of leisure time. 
The cult of the home also becomes very strong among these 
strata. In the period under consideration the demand for flats 
of a higher standard can be satisfied almost exclusively with 
flats in private property. Not only the number of privately 
owned flats will increase, but the majority of the newly built 
flats will be much bigger, more comfortable and nicer, and 
hence more valuable than today. The value of the flats and fam
ily houses owned by the most prosperous strata will be many 
times higher than that of the average flats and houses.

Even if at a somewhat reduced rate, the number of privately 
owned holiday-homes will continue to increase fast (especially, 
in the holiday resorts and villages that are not yet built up).
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The character of the holiday-homes of the more prosperous 
strata has already begun to change. Similarly to the situation 
in the industrially advanced countries, many Hungarian weekend 
houses and holiday-homes have been transformed into "second 
flats", "villas" with every modern comfort. They do not only 
fulfil the traditional functions of a holiday-home, but serve, 
for example, as a quiet place for intellectuals working in no 
set schedule to carry out creative activity there, or as a 
place of residence for retired family members in a considerable 
part of the year. However, this also means that their value is 
not at all smaller than that of the "first flat"; they actual
ly represent similar or even greater family wealth.

In the case of wealth related to the pursuing of a profes
sion, the individual, the family or a smaller community pursue 
a profession with the help of the means of production they own, 
that is, they work in their own workshop or shop. In the capi
talist countries - as a result of the private ownership of the 
means of production - this represents the main form of wealth. 
Although this possibility is ruled out in Hungary, its signifi
cance will nevertheless increase in the decades to come. Not 
only the number of private craftsmen and tradesmen will in
crease, but their workshops and shops will also become more 
modern and better equipped. Only in this way can they provide 
services of an appropriate level and carry out successful co
operation with the socialist sector. Consequently, the related 
limitations on acquiring property will have to be eased and 
there will be an increase in this type of property. The capital 
of the new-type small-size co-operatives and working collectives 
will largely be provided by the members themselves, and that 
will constitute their wealth. The system of lease contracts 
will be developed so that it will require substantial capital 
investment on behalf on the leaseholder. The modernization of 
the household plots and the auxiliary farms also leads to an 
increase in the capital tied up in them.

Wealth serving the purpose of accumulation. With an in
crease in welfare, that part of the income which can be saved 
up increases, and at a higher income level, the ratio of saving, 
i.e. accumulation, also becomes higher. Deposits in savings
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banks will remain the most common form of accumulation in the 
future, too. However, if the interest rate fails to cover the 
rate of price increases, in other words, if the interest be
comes negative, then the formation of deposits will slow down. 
Another form of saving, similar to the deposit, is insurance. 
This is also part of the wealth of the population. A rising 
price level will make it more difficult for this form to spread

In the case of negative interest, those forms of accumula
tion gain ground, which are not directly in money terms. Under 
such conditions, the accumulation of different valuables (pre
cious metal, jewelry, works of art, etc.) can be expected, with 
the concomitant speculations.

If the prices of construction materials and building sites 
increase at a faster than average rate - as it can be expect
ed -, then the population will endeavour to invest an ever 
bigger portion of its money saved up in realty. Primarily those 
people will have a chance to do so who will have significant 
amounts of savings, which means that their wealth will further 
increase as a result of the growing value of realties. If re
alties happen to tend to serve the purpose of saving and ac
cumulation to a considerable extent, it will lead to the de
terioration of the proper utilization of flats and holiday
homes. If the rents of state-owned flats remain irrealistically 
low compared to the real costs, then living in such a flat can 
be considered to be equal to the possession of some significant 
property, as it can be used for accumulation in the same way as 
privately owned flats; clearly, this leads to a bad utilization 
of the stock of state-owned flats. (This tendency can already 
be discerned today.)

As regards wealth bringing income, or rather, income re
sulting from wealth, the basic principle of our society natural
ly remains unchanged: it strongly aims at limiting this. In 
spite of this, incomes resulting from property are envisaged to 
grow and become more common than today. This already follows 
from the spreading of property related to the pursuing of a 
profession. Although in this case the main source of income is 
the work performed, in many cases, it also depends on the capi
tal invested. Namely, the invested capital may bring income to 
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its owner long after he or she had given up the activity. (The 
leasing out of workshops or shops by private persons happens 
nowadays too.)

Certain capital incomes may also be created independently 
of profession. For example, there is an idea that the new-type 
small-size co-operatives could also have members who would con
tribute to the undertaking mainly or exclusively with their ca
pital - of course, with limited possibilities of gaining income. 
There are also other possibilities of utilizing the financial 
means accumulated by the population in a way which is also ad
vantageous for the national economy. For example, so-called 
"investment" companies might be established, which under the 
aegis of a state body, but using the financial means of the po
pulation, would finance undertakings. The members of the "in
vestment" company (or co-operative) would provide money in the 
hope of gaining an income bigger than the interest paid after 
deposits, but at the same time they take considerable risks.

Incomes gained from leasing out realties will also in
crease. Various circumstances (e.g. the increasing family needs 
for bigger flats and holiday-homes; the need for promoting the 
development of the network of private tourist accommodation; 
and at the same time, the need for channelling high incomes so 
that their utilization be useful also for the national economy, 
etc.) tend to exercise an effect in the direction of somewhat 
widening the legal barriers of acquiring real property (as re
gards its size, value, etc.). The holiday co-operatives estab
lished nowadays point partly in this direction. The regulations 
will definitely not make it possible to build or buy houses 
with the explicit purpose of leasing out, but, nevertheless, 
greater flexibility can be expected in this field as well. The 
size and arrangement of many of the newly built family-houses 
(several bathrooms, fully separated sections) make them more 
suitable for leasing out part of them. The higher rents to be 
paid may also prompt those living in state-owned flats t^o do 
the same.

The utilization of wealth (part of it) for altruistic pur
poses will increase in all probability. Although it is rather 
rare in Hungarian society today, there was some progress in 
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this area during the past decade (foundations for cultural and 
social purposes, scholarships, etc.), and this will probably 
continue.

There will be a change in the distribution of wealth. On 
the one hand, more families will have substantial wealth, that 
is, this stratum will become broader. On the other hand, the 
distribution of wealth will become more uneven, insofar as a 
relatively narrow stratum will become unusually rich and wealthy 
under socialist conditions. (This richness, however, is not com
parable to that experienced in the capitalist countries.) Gift 
within the family (from parents to children) and inheritance 
will gain in importance. The weight of this factor will in
crease because those age groups that are able to bequeath finan
cial values to their children either still in their own life 
or in the form of inheritance after their death will come to 
the critical age. Those who are now at the age of about 50 - 
inheritance is the most frequent at this age - inherited from a 
generation that had much less to bequeath. (The transfer of 
property and, within that, inheritance shows a regular increase 
in most countries. The number of such acts increases, and so 
does the value transferred during an act.) Naturally, there 
will be big differences in the inherited values. The inherit
ance of flats representing a great value will become much more 
frequent, because the majority of old age people will have mod
ern flats equipped with every convenience. In case rents remain 
low - compared to the real costs -, the "inheritance" of a 
state-owned flat will also provide the descendants with a sig
nificant value that can be sold. Gifts and inheritance within 
the family also increase wealth inequalities by the fact that 
the more prosperous families usually have fewer children than 
the average and therefore the greater wealth becomes distribu
ted among fewer descendants.

The majority of those belonging to the most prosperous 
stratum will be from among those who enjoy high incomes from 
work. This follows not only from the fact that, naturally, it 
is those receiving high incomes who have the most opportunities 
to save up money and thus multiply their wealth, but also from 
the fact that - as foreign experiences also support it - since 
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they generally come from more prosperous families, they also 
have greater chances to inherit, and they usually inherit 
greater values than those with low incomes. Therefore, there is 
a danger that the same strata that will be in the most advanta
geous position from the point of view of income from work, will 
also be in an advantageous position concerning family gifts and 
inherited wealth.

The fact that wide circles of the population will have 
substantial wealth cannot be regarded as a negative phenomenon. 
On the contrary. The ownership of valuable goods which represent 
wealth constitutes a part of the financial framework of a pleas
ant life of high quality. Without it, it is difficult to imag
ine a way of life of high standard under modern conditions. At 
the same time, wealth also provides its owner with financial 
security. This has an enormous importance in capitalist society, 
but it should not be underestimated under socialist conditions 
either. Neither under socialist conditions are the families ex
empt from shocks (death, illness, disability, etc.), the finan
cial consequences of which can only partially be covered by 
society also in the coming decades. Furthermore, family wealth 
(savings) can also play an important role in helping the al
ready retired old age people to maintain their former way of 
life and to satisfy their increased special needs. And finally, 
as long as the state has to rely on the financial means of the 
population to a considerable extent regarding the solution of 
the supply of flats - and no essential change can be expected 
in this area in the next two decades -, the accumulation of 
family wealth of a moderate degree can be regarded as a social 
expectation. True, even the accumulation of modest wealth in
volves problems. For example, people with financial reserves 
are much more selective regarding the working opportunities 
than the "destitute proletarian", and they can wait for the 
most suitable job; also, quite often, they can be stimulated 
less at their work place. This is a problem which every modern 
society has to take into account.

Under socialist conditions it is an absolute must to pre
vent the concentration of wealth as well as the development of 
excessive differences in wealth. This has to be started already 
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with the incomes, but most probably it will also be needed to 
put a brake on the enrichment process in a direct way. In the 
first place, appropriate taxes on wealth representing a source 
of income are needed. It is extremely important to moderate the 
effect of the differences in wealth on the young generation 
(i.e. on the descendants). This can primarily be realized 
through taxing the gifts and inheritance of great value. It 
causes much difficulty that values other than realty mostly 
evade control. The amount of the inheritance tax may also be 
made dependent on the financial situation of the inheritor. 
State support for young people with modest financial background 
to start their career and an independent life of their own will 
in all probability become much stronger; at least now it seems 
to be an absolute necessity.

NOTES TO CHAPTER 7

It is very difficult to grasp the existence of high personal 
incomes statistically. However, it is somewhat indicative 
that on December 31, 1977 there were at the National Savings 
Bank 122,000 depositor's books with deposits between 100,000 
and 500,000 Forints, and 1,000 with deposits over 500,000 
Forints. And it is well known that especially those who have 
higher amounts of money usually deposit their savings not in 
one but. in several bankbooks.
See Mrs. Molndr (Venyige) J.: Adaldkok az egy f6re esd jdve- 
delmet meghatdrozd tdnyezdk vizsgdlatdhoz (Contributions to 
the study of factors determining per capita income), Munka- 
iigyi Kutatdei Kozlemdnyek, No. 1, 1978 , p. 178.
This is one of the reasons why we are opposed to the intro
duction of a so-called family income tax. Namely, that would 
only cover those strata whose income is well definable, and 
the major disproportions are actually not with them but with 
some other strata.
See Hods, J.: Az dletszfnvonal ds az elosztdsi viszonyok 
fejlesztdse (The development of the living standard and the 
distribution relations), Tdrsadalmi Szemle , No. 10, 1978.
"In socialism, the relations between the strata are stronger, 
the different strata are more intermingled and their con
sumer habits also approach each other. This process of ap
proach is also promoted by technological development, the 
improvement of the means of communications, the location of 
industry and by the improvement of the network of services." 
I See Radndti, 6.: A jdvedelmek differencidltsdga ds a belke- 
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reskedelem feladatai (The differentiation of incomes and the 
tasks of domestic trade), KereskedeImi Szemle, No. 4, 1978, 
p. 2.

6 The voluntary cash savings by the population mean giving up 
some of the current consumption, which makes the extension 
of - productive or non-productive - accumulation as well as 
of social consumption possible.

7 See Fricke, D.: Das Sparen im Spannungsfeld der Bedurfnisse. 
Eine Kritik der Sparfunktion, Die Wirtschaftstheorie als 
Verhaltenstheorie, Duncker und Humblot, Berlin, 1969, p. 51.

® "Private insurance" means here forms of insurance by a pri
vate person within the framework of the state insurance sys
tem.

9 The question arises whether "at the present level of develop
ment of social care and self-care, and under the changing 
property and income relations, self-financing should not 
better be involved in the solution of certain social prob
lems of society". [See Szabd, I.: A biztositds feladata a , 
szocialista tdrsadalom szocidlpolitikai celjainak megvaldsi- 
tdsdban (The task of insurance in the realization of the 
socio-political goals of the socialist society), A univer
sity doctoral dissertation, 1978, p. 39.]

0 In her article published in Kozgazdasdgi Szemle, No. 7-8, 
1978, Zsuzsa Orolin proposes a similar solution, but in the 
framework of the state pension system. Actually, the dif
ference lies in the form of technical realization only.

11 The "Collective Life and Accident Insurance", which is re
ally widespread, does not have a significance from the point 
of view of tying up high personal incomes.

'2 present, similarly to the National Pensions Office, the 
State Insurance Company increases the sum of the different 
allowances by 2 per cent every year.

13 See Hortobdgyi, G.: Az drtdktdrgyak lakossdgi felhalmozdsd- 
rdl (On the accumulation of valuables by the population), 
KereskedeImi Szemle, No. 10, 1978.

14 There is also another possibility, namely, when the family 
lives in a flat rented out by the state. In this case, they 
can buy a realty which could be qualified as a flat, or can 
have such one built, and if it is at a holiday resort, it 
may as well be utilized as a holiday home.

15 The position of the private and the "leasing" sector and its 
theoretical aspects are discussed by Istvdn R. Gdbor in his 
study on the so-called "second economy". See Gdbor, I.R.: 
A mdsodik gazdasdg (The second economy), Valdsdg, No. 1, 
1978.

16 In their article published in No. 9 of Kozgazdasdgi Szemle 
in 1978, Andrds HegedUs and Mdria Mdrkus raised the need for 
mobile and flexibly adjusting small companies functioning in 
the form of collective entrepreneurship, but they failed to 
refer in detail to the nature of this form I see HegedUs, A. 
and Mdrkus, M.: A kisvdllalkozd ds a szocializmus (The small 
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entrepreneur and socialism), Kbzgazdasdgi Szemle, No. 9, 
1978.]

17 "The development needs of the co-operatives, their different 
financial difficulties and the limited extent of the state's 
financial resources as well as the rising costs of invest
ment goods have directed attention to the savings of agricul
tural co-operative members as potential sources of credits 
(loans)." [See Fekete, F. and Kdvdri M.: Uj vonasok a szovet- 
kezeti tagok ds a kozos gazdasdgok penzkapcsolataiban (New 
features in the financial relations between co-operative 
members and co-operatives), Kozgazdasagi Szemte, No. 7—8, 
1978, p. 896.3

18 See Fekete, F. and Kdvdri, M.: Ibid.
19 An example of this is the "Buzdgh Aladdr" award recently 

founded by the chemical engineer Lajos Csonka from his in
come of 944,000 Forints gained from four of his inventions.
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