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Abstract 

Severe environmental heritage has burdened the Hungarian of tran-
sition. The material, energy intensive and environmental pollutmg pro,iuction 
sumption characterising both the previous and current 
icant environmental damage. New environmental policy is needed. The environmental 
regulation system should be transformed with economic means playing greater role. The 
article highlights the direction of the necessary shift and the possibilities. It also analyses 
the ensuing costs of the new policy and the impact of its realisation. 

Environmental damage in Hungary, according to conservative estimates, amounts 
to annual 6-8% of the GDP. As this damage has been for a quarter of 
a century since the early 70s its economically evaluated proportion equals 
international debts. Small amounts of money have however been spent on the elimination 
of the damage. (Today it is 0.5% of the GDP). This amount must and can rise to 2% of 
the GDP by 1997. Market and economic means come to the fore regarding the allocation 
of resources. Environmental fees and taxes are made use of. Environmental policy should 
enforce the principle: 'the polluter pays'. The above mentioned changes will put an end 
to deterioration while the methods applied are also approaching the of OECD 
within it that of the European Community. The latter one is a condition of 
Hungary's joining the Community. 

Keywords: environmental economics, environmental management, eco-taxation, environ
mental charges, environmental act. 

1. Introduction 

Central and Eastern European societies have entered the transitional pc:rH:>U 
with acute political, economic, and environmental problems. Accumulated 
debts weigh heavily on both the present and the future. This is made up 
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Both data prove that this sort of economy 1S intolerable from both 
the economic and the ecological points of vie"\v. 

It 1S well known that the vanous forms of regulation serve to make the 
members of the economy, and of the society in general, feel the effects of 
their activities on the environment. It is generally accepted that centrally
planned economies and traditional market economies are both insensitive to 
the environment, which is usually present as an externality. At the same 
time the actors of these societies, as producers and often as consumers, 
evoke negatiye external effects. 'iiVithout enyironmental regulation their 
legal, everyday activities harm the profit prospects or well-being of others. 

Both direct and indirect (economic) regulators to reduce private 
marginal costs, priYate marginal losses, social marginal costs and marginal 
losses in a way that economic and ecological optima meet. This regulation 
can only be effective if it is complex and flexible. 
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It should be however, that the 1111pac:t and 
circle of economic ITleanS ha've noticeably the dominant role of 
direct regulators has remained everywhere. 

In Hungary the regulatory system of environmental protection can 
be made more flexible by employing economic means as vven. The rigid 
dominance of inefficient fine systems can also be broken. 

These means were introdUCed in OECD countries when there was a 
recession in their economies. In order to ease the budget-centred fiscal 
political determinedness of the Keynesian system, moved toviards an 
economic policy vlhich influenced the market by financial means. 

In the Central and Eastern regions as well as in 
there are many similarities bet'ween theSe two periods. The state reinforCeS 
market means and trieS to redUCe the great concentration of the GDP into 
the Central budget (which is about 64 per cent in today, whereas 
in the countries it is about 40 to 45 per cent) thus in principle, all 
efforts which serve this purpose get the go-ahead, 

The situation, however, sho'INs differenCes as well as similarities. 
The most important differences are the following; 
the serious international indebtedneSS of the country, the repayment 
constraint to which nearly everything elSe is subordinate 
general economic recession, which involves company shortage of cap
ital, unemployment and high inflation 
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weak assertion of the interests of environment protection (due to po
litical, economic, and institutional reasons). 

These are the dominant reasons which push Hungary, as well as other 
Central and Eastern European countries, towards short-range economic 
and political interests, even though they adversely affect long-term envi
ronmental interests. 

There is no economic or political consensus to change the regulation 
of the economy. If there were, the first step would be to develop a new tax 
system, which would reduce the centralization of the GDP while at the same 
time increase financial means for environmental protection. (This could 
be done partly on central and partly on regional and local governmental 
levels and by leaving more resources to entrepreneurs for environmentally
oriented structural changes.) Besides the reduction of all central income, 
a restructuring of enterprise costs and individual income consumption has 
to be achieved by new environmental regulation which would make the 
external effects (as externalities) perceivable according to their weight. 

Inasmuch as it is not realized, a cost and income structure different 
from those of the developed industrialized countries will further distort 
capital allocation and income consumption. Advance to BC which has 
greatly progressed due to the collapse to eastern markets, will not mean a 
wasting consumption of natural values even if these values have valuable 
prices. If the tax system remains unchanged, the budgetary policy will not 
change in effect and centralization can no longer be decreased. Moreover, 
a reduction must be achieved, even if only very lovv environmental charges 
can be applied. The effect of these charges on retaining pollution or on 
orienting towards clean technologies vvill be nearly impossible. 

Trends 

In further development of the a significa.nt 
role is to be played by emission chaTges. These charges have to be paid 
by the emitter afteT each unit of pollution emission and can be regarded 
as the price of pollution. This charge appears as a cost of the enterprise 
and constitutes a part of individual cost-benefit calculations. The effect of 
these charges is double: partly it is stimulating and partly redistributing. 
In most cases the sum of the charge is not big enough for the cost-effect to 
dominate. According to analyses it is the redistribute effect that dominates. 
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A charge in itself cannot be the only salutary solution in itself even in a 
cost-sensitive enterprise and market system. 

As the charge is to be paid for each unit of emission it makes free 
environment pollution of those within the limits and the synergetic effect 
due to the addition of emissions under the norm impossible. 

Following the emissions of different technologies is possible by material 
balance-sheets. (There have been significant achievements in working out 
material balance-sheets in Hungary as well.) 

In this system of emission charges it is very difficult to determine the 
level of the charge at which private marginal cost nears social marginal 
cost. It is especially difficult in Hungary as the actual economic evaluation 
of the natural resources is hardly anywhere realistic owing to former central 
manual control and simulated market. 

It is important to mention that existing galloping inflation (1991: 
35%, 1992: 25%) spoils the effect of charges or fines. An inflation similar 
to that in Hungary softens the system. The stimulating effect is signifi
cantly reduced and so is the redistribute effect as the forming funds are 
continuously devaluated. 

Emission charges function in a given norm system. Polluters above 
the norm pay fine and after a given period of time they are obliged to stop 
their polluting activity. 

In case of exceptional environment pollution penalty sanctions should 
be enforceable. That is why those bearing personal responsibility have to 
be named unambiguously. 

From the point of view of positive economic stimulation it is important 
that those whose emission is far below the norm are given preference when 
paying the charges. It seems expedient to reduce the charge to be paid per 
unit emission if possible. 

Among charges we can find ?Lser charges. They are related to col
lecting and managing sewage water or collecting solid waste in a given 
settlement. 

Basically, these charges serve the financing of the maintenance and 
development of collecting and cleaning systems. Their stimulating effect is 
low. 

There are examples of redistriblltion as well in some towns. Enter
prises pay relatively high charges that are assigned to assist hOllseholds. 
A stimulating effect can be achieved if the charge is linked to the quality 
and quantity of emission (e. g. differentiated charge seems expedient in 
stimulating household to collect waste selectively). 
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A separate group of charges are the product charges. Product charges 
leaned on products that are harmful to the environment when used in 
production processes, consumed or disposed of. These charges are very 
important in particular for fuels. 

Tax differentiation is closely related to the previous charges. T'ax 
differentiation systems are characterized by t\.vo features. 

The combination of the two additional charges added to e)Clf;t}.n:g 
llct tax: 

a POSItIVe product tax for a polluting product; 
a negative tax for a clean or cleaner alternative; 

fix~ing the level of the tax in a -vvay that total financial effect (positive 
and should be neutral from the point of vie"\J;l of the 
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it is related to an industry, a territory or a plant where there are great 
difficulties 
it is limited to a well-defined transitional period which is connected 
with the specific socio-economic problems resulting from the intro
duction of the environment programme of the country 
it would probably cause serious distortions in international trade and 
investment. 

In Hungary these three conditions exist in many areas so besides the 
principle of responsibility for environment pollution subsidies are ]u.st,rl1.ec1. 

Concerning our political, economic and environmental aims tl ,11 III g,1,r:y. 
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At the same time Hungary is closely tied to the subregion which 
comprises the Czech Republic, Slovak Republic, Poland and Hungary. Thus 
it is to the of environment protection taking the 
specific features of thi8 subregion into account. 

4. Pollution Decreases and. 

At present a significant obstacle to the study of environmental protec
tion from an economic viewpoint in Hungary is that the researchers and 
decision-makers do not have adequate knowledge of the environmental dam
ages, processes and the environmental protection costs, due to the lack of 
reliable and overall data and information systems. 

The initial base of macroeconomics analyses is that about 2% of the 
GDP should go to environmental protection developments. 

The environmental protection investments of the developed countries 
in the eighties were compared to the GDP as the data of Table 1 show: 

The estimated proportion of the environmental protection costs in the 
D.S.A. and Japan were over 3% at the end of the 70's and later gradually 
decreased to the present level. In general, about a 2% characterizes the 
industrially developed countries investment solving the first problems of 
environmental protection. 

The statistical reports in Hungary have been indicating identical nom
inal values for years. The value of the environmental protection costs con-
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Table 1 
Pollution decreases and controlling expenses as a percentage of the GDP, for the mid-SO's 

Country Public expenditure Private expenditure Total 

0.7S 0.74 1.52 
U.S.A. 0.60 0.74 1.47 
Netherlands 0.95 0.31 1.26 
Finland 0.52 0.64 1.16 
Japan 1.17 O.OS 1.25 
Canada 0.S9 0.36 1.2.5 
Great Britain 0.62 0.62 1.25 
Sweden 0.66 0.27 0.93 
France 0 . .56 0.33 0.S9 
Norway 0.54 0.27 0.S2 

Source: The State of the Environment Paris 1991. p,255 

sidered by the Central Statistical Office (KSH) is about 12-13 billion Ft a 
year. In the second third of the 80's this nominal value reached 1% of the 
GDP. However, as a consequence of the depreciation of the forint and the 
decrease of the GDP it fell to 0.5-0.6%. 

The Best Possible Proportions of Enviromental Protection 
Investments until the End of the Decade 

In 19940.6% proportion is expected to remain. In the following years, 
an annual 50% growth rate seems optimistic, but attainable. It is a ques
tion whether growth has an upper limit. It is probable that with a 
starting from a low level, the capital demand of similar critical fields (e. g. 

of the economy and the and the pro-
environmental operation of the society, as well as other factors all together 
will not enable the environmental protection investments to exceed the 
aforementioned 2%. Its attainment and maintenance vvill also raise many 
economic requirements. 

An annual 2% expenditure, under the above conditions, may be achi 
eyed by 1997 and this proportion, we assume, may be maintained into the 
second half of the decade. On the whole, it means that with calculating 
the whole decade, the costs of environmental protection investments would 
exceed 400 billion Ft beginning with 12.5 billion in 1991-92 and exceeding 
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60 billion Ft by the end of the decade. On average in the whole decade, it 
would mean some 1.4-1.5% of the GDP for this purpose. 

On the basis of these calculations, the following questions are raised: 
Can the calculated volume be regarded as the upper limit? 
What environmental protection aims may be financed from the esti
mated sources according to the predictions? 
\lllhat burden is it for the income-owners? 

4.1. In Regard io the Internal Sources and Load-bearing 
Capacity of the Economy, the Calculation Certain to be Taken 

as the Upper Limit, because: 

.LH,.,-'-,,_-,- rates of expenditure - according to special literature - have 
repercussions on economic growth and result in a tangible increase in 
the price level. 
Neither can social benefits, the consequence of developments, be for
gotten. If the relations are simplified short-term expenditure is op
posed to the necessary long-term results. In this economy, there are 
great expectations for short-term results both socially and economi
cally. 
The conditions for efficient utilization of expenditures increasing three 
fivefold are also created by establishing a system of economic condi
tions with the above capital volume concentrated on environmental 
purposes in such an economic situation. 

4.2. The Outline of the Ivfain A.reas of Environmental 
Protection is Described in the Following System on the Basis of 
Internationalq Experiences and an Assessment of the State at 
our Disposal (A.ssuming the Investment Magnitude Calculated 

Above) 

In summary, we can state that 400 billion Ft ($ 4 billion) estimated 
is some 50-60% of the expected development demands. The present plan 
deals only with the direct development of environmental protection and 
considers the enforcement of environmental protection as the consequences. 
Enforcement is a part of the technical development (more efficient energy 
and material utilization, decrease of emission, etc.) and is not separate from 
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T'ahlc 2 
Regional purposes of environ!l1eflutl protection and the ciiscriuutioll of sources in 

percl'l!t ag('~ 

SOtlt'C(1 Em IIouse-
Total 

Field Central Local sector holds 
---.-~- --"---"" 

\Vater lllrtllagclllcnt 30.0 { .·5 1.5 5.0 50.0 
Air protC'ctiolJ 1.:3 2.5 7.5 7.5 18.8 
Wa,;t (' di'posal 1.:3 iJj (L ~3 :L, lS.R 
Soil protection 1.2 5.0 f .) 

).-

Other::; 
1.2 :2.5 2.:3 6.2 

( lllcaSlIremC'll1. control) 

Total :3.5.0 20.0 2').8 li5.2 100.0 

the expenditures on the basic activity. It is noteworthy that even the 'net' 
environmentai protection development costs are belov',' the environmental 
damages. 

4.3. The Distribution of the BUl'den at Least in Pl'inciple is 
Connected io the Distl'ibuiion of the Envil'onmenial P7'Oiection 

Tasks. A.ccol'dingly: 

The centml and the local adminisimiion 
cover the costs of the elimination or moderation of earlier and accu
mulated environmental damages of the ones not connected to a person 
or legal entity 
undertake the authoritative operation for the protection of the en-
vironment and tasks - orientate and 
the environnlental protectH)n ~ rT""T" 

j;;rrfJ'P117'/"7JP1,"P7nl sphere 

covers the fees and charges for the use of and the load out on the 
environment 
passes fines pro portion to the In case of to the 
environment, 
provides the costs for technical and measures and tech
nological developments serving the reduction of environmental 
damages. 



The cosis io the population 
the costs of environmental protection occasionally rolling over in 
prices 
the existing but InsepaTa,ble coverages of the expenditure by the cen
tral and local on environmental protection from 
charges and taxes 
costs in connection with moderation or elimination of direct environ-
mental pc)llutlon se'N,':n;" treatment of se\vage, r~LT,~tnrT.1r r()T1V'~rlr,r.r 

The of the central and local mUIl1c:lpal1tles \vould take 
In bridging the 

aboi,re distribution 
central and 

fron! the 
be-

latter. The 
decentra.lization of \vater marla:gemerlt \vil11viden the mUlll<:lI)anty decislon-
lli,a,n.Li5 power and the utilization of central Dlwge:t sources to municipalities 
in accordance - in the form of earmarked and target supports - seW3,ge 
treatment was not ranked as a priority among the tasks to be solved at 
the municipalities (although changes may be experienced). Therefore the 
central orientation in financial form is justified. Another growing environ
mental protection field in the municipalities is waste disposal (collecting, 
transporting, treatment, utilization, dumping). 

Population resources may be involved directly and indirectly. The 
direct aspect is contribution to developments (sewers) and financing the 
supported developments (restructuring the existing vehicle stock and the 
ones obliged for modernization). An increased share in the burdens of 
waste treatment is also expected. 

The indirect aspects are a result of costs charged through central and 
local taxes and prices. 

;). Estimated Environmental Effects of the 
New Economic Instruments 

The accord of the condition of the economic system and the expenditure of 

estimable development aims along with the changes required in the state of 
the environment are hardly feasible in the medium term period. It seems to 
be probable that with the help of a strategic priority system developed on 
the basis of the consensus of the governmental and social organs, some sorts 
of satisfactory solutions may be reached. The estimated $ 4 billion assigned 
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demands. We are probably not wrong if 50-60% is assumed until the year 
2000. At the same time, the assumption that the demand for resources of 
the new technologies and equipment is not included in the previous sum, 
narrows the gap. Their introduction and application is necessitated first by 
market demands. Because, it is part of the costs of product and technology 
restructuring. 

It is correct to put the question forward: what changes may be ex
pected in the state of the environment if the financial conditions described 
above can be established? 

Due to lack of detailed data information, the calculation of the values 
of a synthetic index similar to the Index of Sustainable Economic Welfare 
(ISEW) is beyond our possibilities. The expectable tendencies, however, 
may be indicated qualitatively in the 'benefit' on a social level even on the 
basis of the information at our disposal. 

There are different overall 'forecasts' on the change in the state of the 
environment. The 'forecasts' say the sate of the environment has deteri
orated further, but more optimistic estimates say the deteriorate process 
is slowing down. The tendency toward deterioration is proved directly by 
experiences and data. However, reliable numerical and overall indices are 
not at our disposal at present. 

The environment's positive effects on a social level estimable until 
2000 mean the termination of the deterioration process and occasional im
provements in the state of the environment. 
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