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TTibor Erdõs's academic work – I believe – is
characterised by two dominant features. The
first is an unyielding consistency with which he
becomes engrossed in the subject he is inter-
ested in, develops and progresses from general
correlations to details, and at the same time,
from the theoretical correlations to practical
utilisation (in our case towards economic poli-
cy). Since I know him, he has always been
occupied with the conditions of long-term eco-
nomic growth, the growth problems of devel-
oped industrialised countries, i.e. the impetus
and the driving force behind the growth
process, the general modernisation taking place
in the wake of innovations and technological
development. These were the main topics of his
heftier books already back in the 1970s and
1980s, namely, decades before the political
transformation. His long study published in
2003 (also managed by the Akadémiai Kiadó)
about the conditions of sustainable develop-

ment is the continuation, several years later, of
the same general direction.1 This more recent
work is also mapping out the factors influenc-
ing the long-term growth trend (keeping
abreast with the latest developments of the the-
ory on long-term growth, now on the grounds
of the Schumpeter traditions of endogenous
growth, and not being averse even to the some-
times complicated mathematical apparatus
attached to the theory). The author's intention
has been manifest even in this work, i.e. to
address the growth dilemmas of the economy
after the Central and Eastern European, then
concretely after the Hungarian millennium, by
going well beyond the description of the gen-
eral criteria of sustainability with perhaps a few
specific examples, but this time his study is
based on the paradigm of innovation-based
development. 

Erdõs's book on sustainable growth was fol-
lowed by some of his articles published in pro-
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fessional journals2. These can already be con-
sidered as a sketch or preliminary study for his
recent paper. His book published last year on
the subject matter of economic policy, as a mat-
ter of course, continues to deal with the growth
trend characterising a particular national econ-
omy (or perhaps a particular region). However,
it no longer follows the highly abstract
approach of long-term growth models (see the
Solow-model), but couples the growth trend
with the function of the state which inevitably
strives to shape the development criteria, and
consequently, with the state's economic policy
means, and looking at its scope for action and
impact mechanisms, thus coming one step
closer to practice. 

So the sphere of interest and the topic
remain the same, whereas the manner of treat-
ing them has changed considerably. The start-
ing question raised reads something like this
now: “what is the apparent message of the the-
ory of sustainable growth for the strategic deci-
sions of economic policy currently on the
agenda?” (In the case of Hungary, it is related
to the reform debates, the stabilisation path
described in the Convergence Programme, or
to the by now uncertain target date of euro-
accession.) 

On top of an insistence on the fundamental
theme, the author's other characteristic feature
is that he is a professor who has spent a domi-
nant period of his life teaching at university.
Owing to this pedagogical role and mainly to
Erdõs's disposition, the new study addressing
the relationship between growth potential and
economic policy is didactic, meticulously
structured with almost a geometrical accuracy.
There can hardly be any undisciplined diver-
sions observed from the main course of the
material. 

The book contains five chapters together
with the summary, and each chapter examines
totally identical aspects and criteria at different
levels of analysis. The first chapter discusses the

major factors which determine growth poten-
tial (growth trend), their structure and the
non-reversible correlations of cause and effect.
This part is still only a pure theoretical model.
In this section, Tibor Erdõs summarises his
views already expressed in some of his former
papers on the factors influencing long-term
growth. According to his often underlined
conviction, Erdõs's point of departure is that
the long-term growth rate (theoretical maxi-
mum) of productivity is defined by technolog-
ical development. (It is worth highlighting that
in an emerging country, such as Hungary, the
“secondary” technology, secondary know-how
transferred by more developed countries has an
important, perhaps a key role in technological
advance. In a given case, this can temporarily be
a significantly stronger growth factor than the
world's leading technology. It would probably
be justified to overview it separately in the
approach of growth patterns.) All other
growth factors originate from this, i.e. techno-
logical advance. 

The growth of investments is a factor arising
as a consequence of and subordinated to the
speed of technological development (i.e. if
investment expansions are faster than justified
by the technological advance, then the law of
diminishing returns will without mercy pre-
vail). A further criterion, the level of savings,
arises from investments (namely, national sav-
ings including not only household savings but
also the savings of the budget and the corpo-
rate sector). The merit of the study is that, as
against the growth patterns concentrating gen-
erally on “real factors”, it stresses that in given
situations the role of the financing side is
becoming critical from the aspect of the
growth process.

The emphatic role (restricting character) of
the financing side calls forth an independent
treatment of external funds which represent an
increasingly critical additional item.
Furthermore, in the author's opinion, as a
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result of the change in the conditions of eco-
nomic growth, the institution system and the
environment (environmental load) appear
among the other relevant factors determining
growth potential. Finally, somewhat to my sur-
prise, the market comes into view which – in
the author's view – plays a major, however not
exclusive, part in the realisation of the goods
produced, in the allocation of resources and in
the achievement of the proportionality condi-
tions. 

In the author's (subjective) judgement, the
previously listed criteria have the greatest role
in influencing growth potential in a (i.e. in any)
national economy. All these relevant criteria are
discussed at four levels in the book. The first,
the theoretical level, has already been men-
tioned. The second level of analysis is the the-
oretical impacts (and impact mechanisms) of
economic policy exerted upon the relevant fac-
tors influencing the growth potential. This part
(the second chapter of the book) still treats the
possibility of the deliberate (economic policy)
influencing of the potential at a general level.

The third level of examination consists in the
evaluation of Hungary's current features, like-
wise on the basis of the already adopted crite-
ria. (This short – third – chapter reminds us
most to the recently so fashionable SWOT-
analysis.) Finally, the lengthiest and most thor-
oughly elaborated fourth chapter poses – in
knowledge of the already discussed local fea-
tures – the following question : what opportu-
nities and means do the national economy have
here and now to influence long-term growth
capacity by applying the unchanged set of cri-
teria adopted earlier. This chapter is the essence
of the book – at least in my interpretation of
the text – in which the author not only
describes but also interprets, according to his
own way of thinking and choice of values, the
economic policy and/or reform debates of the
day. (For this reason, I shall briefly return to
this part further on.)…

The structure of the book as a whole – i.e.
the first two chapters which still treat the issues
non-country-specific, then the second two
chapters which provide an evaluation directly
relating to Hungary – leads to well-structured
argumentation and a train of thought easy to
follow – as already pointed out – always start-
ing from the identical system of criteria. This
effect is reinforced by the clear and closely rea-
soning style of academician Erdõs.

Although a triviality, it perhaps deserves to
be emphasised that Erdõs does not intend to
formulate a new reform programme or a new
economic policy strategy. The menus have
already been prepared, and they do not differ
much. (See, first of all, Lajos Bokros's collection
of theses titled “Competition and Solidarity”
published back in 2004 in the supplement of
the weekly Élet és Irodalom (Life and
Literature)3. Tibor Erdõs regards Bokros's
paper as a point of departure, or as he puts it,
he can even identify himself with it. But as far
as its message is concerned, it is very similar to
Double Bind, the book written by István Csillag
– Péter Mihályi4, or to the Government's
Convergence Programme. As regards Tibor
Erdõs, he clearly and inevitably commits him-
self to a drastic or, we may even say, forced
expenditure cutting fiscal policy, to the radical
reduction of the tax burden, to the soonest
introduction of the single-rate tax, to the
decrease of the social security contribution
motivated by competitiveness and to the
increase of the relative weight of taxes tied to
consumption. (For the latter taxes do not have a
direct impact on price- and cost-based competi-
tiveness.) Similarly, first of all, the tax system
and partly monetary and price policies and the
interest margin regulated by the competition
between banks can have a part in achieving the
other important target, the increase of savings. 

Academician Erdõs is strongly in favour of
even the forced implementation of the above
outlined goals. However, he warns us, and
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rather emphatically at that, to exercise caution
in one specific subject-area: we have to be espe-
cially prudent about introducing a general
reduction of the tax rate or alternatively intro-
ducing a single-rate tax regime which also pro-
duces a radical tax reduction, something that is
unfortunately in Hungary often referred to
bombastically as a “tax revolution” which pre-
cedes in time the measures aimed at budgetary
expenditure cuts. Erdõs shares the view that we
cannot build on mechanisms that refer to the
fact that a tax cut “skilfully” selected at appro-
priate points and overstepping the stakehold-
ers' (whether entrepreneurs or employees or
perhaps consumers) threshold of response will
within a very short time produce its own finan-
cial cover either by increasing the output or by
improving the readiness to pay tax or possibly
by reducing the grey and black economy. (This
question is essential because the illusory suc-
cess of the Slovakian tax miracle or the simpli-
fied enterprise tax once applied in Hungary
relied exactly on such over-dimensioned
impact mechanisms.)

On the other hand, Tibor Erdõs's book is
not about inventing an “optimal economic pol-
icy mixture”. We – the author and the readers
alike – know that there is no such thing as the
“best” economic policy. A dominant part of
decisions or suggestions is a matter of choosing
values. What is more, the very decisions con-
nected with the choice of values are the ones
that distinguish economic policy. (Such ques-
tion – in fact, a choice of value – is the lower tax
level with social benefits granted exclusively to
the needy, or higher tax level with a social sup-
port system extending to a wider range of peo-
ple, and a decision of the same nature is the
type of family support. But, to be honest, apart
from the questions of scale and magnitude,
almost all choices of greater significance fall
within this latter category.) Even if not expli-
citly, but this question is present in academician
Erdõs's reasoning. Although long-term growth

(capacity) is indeed a question of paramount
importance (I daresay, perhaps the most impor-
tant question), but economic policy has to
reckon with such correlations as fairness and
even the maintenance of short-term stability,
which correlations represent a constraint, a real
(inescapable) constraint, in terms of growth
potential. The estimation of mutually limiting
decision criteria is eventually also a choice of
value. (I myself am in sympathy with the
choice of values that appears in the author's
writing in recent times. It is to be noticed,
however, that, for instance, the Nobel laureate
J. Stiglitz takes a totally different view on the
function of economic policy, and he is by no
means alone with his view.)5

The initial question raised by the book
dwelling upon the relationship of growth
capacity and economic policy is roughly the
following: what can be required from – or, if
you like, what constraints can be imposed on –
the decisions shaping economic policy from
the aspect of improving growth potential. The
way I interpret it, the strategic direction of eco-
nomic policy is, on the one hand, completely
independent of (yet not necessarily contradic-
tory to!) the intentions of the parties involved
in decision-making or in the preparation of
decision-making, but on the other, it is after all
formulated as a result of negotiations between
economic groups or professional bodies which
represent various interests. These negotiations
should be conducted within the framework of
such rules (constraints) – on “rule based” foun-
dations as György Kopits puts it – that diminish
at least the chances of gross mistakes. By trans-
lating it to the language of economic decision-
making (to the practical language), in Tibor
Erdõs's view, the starting point is that econom-
ic policy opportunities (strategies) that pre-
sumably weaken growth potential should be
excluded from the options. (To avoid any mis-
understandings, or rather misconstruction, the
author strongly emphasizes several times that,



BIBLIOGRAPHY REVIEW – Books

406

on the one hand, growth potential is not exclu-
sively the consequence of government deci-
sions. On the other, reinforcing the conditions
of potential growth is not the only objective of
economic policy – it is also aimed at fairness –
but it is undoubtedly the most important crite-
rion of the mass of still acceptable decisions.)

The second chapter of the book tries to
rake together the non-country-specific criteria
that should be taken into account seriously by
economic policy if it does not want to exhaust
its own future additional resources. The study
mentions as a priority – presumably in order of
importance – the encouragement of technolog-
ical development and the increasing public
incentive for research expenditures (including
within them the state support of corporate
research). Determined by the opportunities
offered by technological advance and by the
absorption capacity of the economy, the prior-
ities also include that first of all the willingness
to invest should be strengthened by tax policy
means (profit tax, investment tax credit, etc.),
and then as an indirect factor by the pre-
dictability of economic policy and its ability to
guarantee stability. The next priority is the sav-
ings incentive. (In addition to the well-known
instruments of tax policy, such as tax benefits
and tax credits, general government savings –
i.e. not only public expenditure cuts, in gener-
al, but the reduction of the state's consumption
expenditures, in particular – can play a key role
in savings incentives.) 

It is followed by an economic policy geared
at facilitating efficiency, a subject not quite tan-
gible, a topic that contains very diverse factors,
everything from the efficiency of allocation
(not to be mistaken for the capital intensive-
ness of production), from capital efficiency to
deadweight loss, from competitiveness to
restructuring or to the change in the tax struc-
ture. (In this heterogonous group of factors,
the impacts beyond efficiency improvement
generated by technological development, the

impacts of the micro-level rationality adopted
in cost management and of performance moti-
vation noticeable to some extent in the whole
system manifest themselves. All of the above
have an important yet secondary role in rela-
tion to technological development.) Industrial
policy is at the end of the line which is the
remainder coefficient, the noise, in the lan-
guage of econometrics. In this division of roles,
the market must ensure that the fundamental
proportionality conditions – wages, productiv-
ity, etc. – are met. From the aspect of econom-
ic policy, it means the degree of liberalisation,
the segmentation of the market and the open-
ing up of new competitive markets within the
domain of network-based services. 

The main point in this train of thought is the
logical chain which starts with innovation and
attempts to show that everything else derives
from there. Financeability is an inseparable part
of this chain in contradiction to traditional
growth patterns which concentrate on real fac-
tors (which can even be described without
money). 

The longest as well as the most weighty
and informative chapter of the book contains
the critical issues of present-day economic pol-
icy and, on top of the proposals that seem to be
mature, it also tackles “ambitious” professional
ideas and the already noticeable risks ahead of
economic policy. The fourth chapter, which
overviews the Hungarian economic policy
dilemmas of our time, aims to prove (at most
times successfully), among others, that the
planned changes, most of which can presum-
ably be carried out within a couple of years, or
at least their determining elements are a coher-
ent part of a logical system. (For that matter,
the presentation of the current general govern-
ment reforms – health, pension, education,
public administration and government reforms
– targeted at reducing expenditures are
designed to demonstrate the above-mentioned
coherence.)
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Contrary to the first two chapters of the
book, the emphasis fundamentally changes in
the section exploring the economic policy in
the post-millenary period. Prominence is given
to the rapid stabilisation of the economy, even
at the price of substantial social (growth) sacri-
fices. It is also unavoidable to restore the
recently broken credibility of economic policy,
which will also require a growth sacrifice in the
short run and, even if only for a few months,
will bring about an inflationary wave. (The ear-
lier low inflation rate is attributable to state
subsidies, namely, to increased budget deficit,
and if you like, to suppressed inflation. Their
elimination, which has become indispensable
by now, led to the growth sacrifice which soci-
ety has to cope with and to a very short spell of
inflationary wave without inducing the weak-
ening of the forint. (Since the primary function
of monetary policy is to dampen short-term
fluctuations and vibrations and to reinforce the
credibility and predictability of economic poli-
cy, it is hardly a coincidence that it represents a
key issue of the strategy after the millennium,
an issue treated as a secondary in the “theoret-
ical” chapters (which are not hinged to nation-
al economies or time or any specific condi-
tions). I venture to say: the order of impor-
tance shifts at this point. Restoring credibility
and stabilising the economy in a forced manner
is a precondition of all other strategic deci-
sions, including the increase of the financial
funds of innovation and the encouragement of
corporate R & D investments.

This chapter addressing the current econom-
ic policy provides not only a general but also a
thoroughly elaborated picture of the compli-
cated, often contradictory, conditions and of
the social, societal and political constraints that
curb the decision-makers' scope of freedom
and characterise the existing practice of deci-
sion-making. These sources of conflict accom-
pany government decisions built on one anoth-
er across even such a rare period that can be

considered ideal and when a strong reform
compulsion is apparent, and thus these govern-
ment decisions might ricochet.

* * *

Erdõs gives a comprehensive and realistic pic-
ture of the economic policy dilemmas as well as
the underlying theoretical considerations
which do predominate in the background of
seemingly chaotic details and, we trust, will
eventually create harmony in the course of
events. In this sense, his book stands pre-emi-
nent among the innumerable papers published
about topical programmes: his work is norma-
tive as opposed to János Kornai – often quoted
by the author – who always endeavours to
describe and explore the internal logic of the
processes. At the same time, the requirements
and norms Erdõs lays down are not simple
request shows, but they are based on econom-
ic regularities. And in the past decade and a half
we were forced to learn the validity of these
economic regularities at our own expense.

The author's work unquestionable proves his
initial assumption. It is possible and worth
shaping the direction of economic policy strat-
egy on the basis of macroeconomic theories
and, within certain limitations, this intention
can be realised in practice. I would add howe-
rer that although the growth theories (and
their general considerations related to tax poli-
cy) may assume the role of a compass, but they
can by no means serve as a tourist map that
would provide the grounds for reform deci-
sions. When preparing decisions of a specific
period and developing the reform programmes,
we must start from a system of axioms, i.e.
from the ideas of the so-called new political
economy, that is more extensive than the
abstract theory of macro-economy and that is
capable of integrating several points of view.
Let us cite the copy editor of this book, László
Csaba: “New political economy… means the
approach in which the approach and the set of
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analysing tools based on mainstream paradigms
are coupled with the analysis of institutions
and Community decisions. It is not aimed at
removing the foundations of the economy and
replacing them with the paradigms of other dis-
ciplines. On the other hand, it is aimed at
broadening the economic approach and supple-

menting it with political institutional factors.”6

Tibor Erdõs's book – which can be a step for-
ward to understanding the more profound fea-
tures of the transformation process – now con-
vinces me that we are heading somewhere in
that direction.

László Antal
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