What should we ask of the EU?
The National Development Plan (NDP) to be sent to Brussels will determine on what we can spend a substantial portion of the EU support to be received in 2007-2013.  Politicians might be tempted to make many promises about these funds.  But will such “political development policy” lead to real economic development?  The effect of EU financial support pales in significance by comparison to what sound economic policies (or the lack thereof) may have on a country’s development prospects.
Our economic policies often appear to be the result of a sort of sedimentation process:  we keep sprinkling on a few cosmetic innovations, which leave the essence of our situation unchanged.  This is no longer enough:  we need radical reforms.  The key to economic development is a new, completely thought-through economic policy blueprint.
I would like to make a proposal regarding the cornerstones of a plan that favours economic development, and thus, indirectly, regarding the NDP.  I start from three obvious preconditions of economic development:

(1)
Increment and improve our factors of production.  In an open economy such as ours, the quantity of capital available depends on having investor friendly tax and legal environments, as well as sound infrastructure and well trained labour.

This is doubly important, because the productivity of labour depends on the quantity of capital employed, as well as on the level of training of the labour force.  (Education reform.)  The degree of utilization of labour is strongly affected by the social charges imposed on employment (Pension reform, health-care reform.)

(2)
We should produce the most valuable goods and services possible.  We have known since Adam Smith that the more valuable the products we are able to produce with our resources the better for us.  The only problem is that the world markets keep demanding ever different goods and services.  So we must also be flexible.  This means that we must discover new and more profitable activities even as some hitherto profitable ones become loss-making.  (The latter phenomenon is, alas, necessary.  Without it no reallocation of resources would be possible.)  The full benefit of this process only accrues when the labour and capital thus made redundant finds new employment.  Until such time we should help the losers of this process.  Not just out of elementary social solidarity, but also to enhance the economy’s flexibility.  This should not be confused with subsidising activities that become loss making.  This would be harmful indeed.  Hungarian producers need help to develop, not protection.
(3)
Avoid destruction of value.  An activity destroys value if its costs exceed its benefits, i.e., if its net benefits are negative.  We should use cost benefit analysis to find out where it is that the state destroys value.  Do Ministries and related enterprises, or public service providing units at the sub-national level, know what their “products” are, how much these cost, and whether their value exceeds these costs?
The cost benefits analysis of public investments is not in fashion in Hungary, unfortunately.  There is a lot of destruction of value in this area, as much of the financing of municipal investments through competition for grants suffers from this ailment.

It is also important to assess the efficiency of the social safety net.  Do benefits reach only those who need it, whom society wishes to support?  General subsidies, for which all are eligible, are seldom efficient.

But the public sector is not the only destroyer of value.  The state induces value destroying activities in the private sector through its irrational or excessively complicated laws and regulations.  These should be analysed from a cost-benefit point of view:  are all still necessary and justified?
I am convinced that the best way to promote economic competitiveness is to implement reforms based on these principles.  Our national champions do not need running-shoe subsidies; rather, we should remove their unnecessary burdens.

We are far from meeting the requirements just listed, we have much to do:  budgetary reform, local government reform, pension reform, health-care reform, education reform, just to mention the most important.  Scheduling these would make for a good economic reform program and should inform what we ask from the EU.
Is it plausible to tackle so many reforms at once?  Maybe, if done coherently.  But even if such a program is technically feasible, is it politically realistic?  Surely it is much easier to promise EU money to all and sundry, and watch the jostling at the trough with a benevolent smile, than it is to institute those reforms without which there is no chance for rapid development.
Alas this is a well known, basic dilemma of democracy.  But how to solve it is also known:  society must be enlightened.  We must explain clearly what the expected consequences of our choices are.
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