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Abstract

Severe environmental heritage has burdened the Hungarian society in the period of tran
sition. The material, energy intensive and envirenmental polluting preduction and con-
sumption characterising both the previous and current periods have been causing signif-
icant environmental damage. New environmental pelicy is needed. The em1ronmema3
regulation system should be transforimed 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 iis realisation.

Environmental damage in Hungary, according to conservative estimates, amounts
te annual 6-8% of the GDP As this damage has been accumulating for a quarter of
a century since the early 70s its economically evaluated proportion squals Hungary’s
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 practice of OECD
within it that of the European Community. The latter one is 2 significant 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 period
with acute political, economic, and environmental problems. Accumulated
debts weigh heavily on both the present and the future. This is made up



t the various forms of regulation serve to make the
and of the society in general, feel the effects of
1t 1t is generally accepted that centrally-
traditional market economies are both insensitive to
h is usually present as an externality. At the same
hese societies, as producers and often as consumers,
ithout environmental regulation their
ell-being of others.




dominance of memaent fine systems can alsc be broT«'en.

These means were introduced in GECD countries when there was a
recession in their economies. In order to ease the budget-centred fiscal
political determinedness of the Keynesian cvstern. they moved towards an
economic policy which influenced the market by financial means.
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market means and trie % fedt.ce the great concentration of

(D

€ this purpose get uh e go ah-”-ad

n, however, shows differences as well as similarities.

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 inveives 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 differen
from those of the developed industrialized countries will further distor
capital allocation and income consumption. Advance to EC 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 low environmental charges
can be applied. The effect of these charges on retaining pollution or on
orienting towards clean technologies will be nearly impossible.
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In further development of the Hungarian
role is to be played by emission chc/ges.
by the emitter after each unii of poliuiio

f poliution. This charge appears as a cos
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c.fld constitutes a part of individual cost-benefit calculations. The effect of
these charges is double: partly it is surnula‘u and partly redistributing.
In most cases the sum of the charge is not b1g 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 51gn1ﬁca,nt 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 (71991:
35%, 1 92: 25%) spoils the effect of charges or fines. An inflation similar
to that in Hungary softens the system. The stimulating effect is signifi-

Iyr duced and so is the redistribute effect as the forming funds are
inuously devaluated.

Emission charges function in a given norm system. Polluters above
the norm pay fine and after a given period of tlme 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 wuser 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,
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There are examples of redistribution as well in some towns. Enter-
prises pay relatively high charges that are assigned to assist households.
A stimulating effect can be achieved if the charge is linked to the quality
and quantity of emission (e. g. differentiated charge scems expedient in
stimulating household to collect waste selectively).
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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 {rade an

At present a significant obstacle to the study of environmental protec-

ion from an economic viewpoint 1 v is that the researchers and
decision-makers do not have adequate knowledge of the environmental dam-

. processes and the environmental protection costs, due to the lack of
le and overall data and information systems.
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The initial base of macroeccnomics 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 Tuble I show:

The estimated proportion of the environmental protection costs in the
U.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-80’s

Country Public expenditure Private expenditure Total
FRG 0.78 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 0.08 1.25
Canada 0.8¢ 0.36 1.25
Great Britain 0.62 0.62 1.25
Sweden 0.66 0.27 0.93
France 0.56 0.33 0.89
Norway 0.54 0.27 0.82

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

sidered by the Central Statistical Office (KSH) is about 12-13 billion Ft 2
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 Besti Possible Proporiions of Enviromenial Proteciion
Investments until the End of the Decade

In 1 99 0.6% proportion is ex pect d to remain. In the following years,

growth rate seems optimistic, b t attainable. It is & ques-

rowth has an upper h:‘:ut It is probable that with a GDP
eve

startmg from a low level, the capital demand of similar critical flelds (e. g
housing) of the economy and the society and the io*ff}y developing pro-

environmental operation of the society, as well as o
will not enable the environmental protection investmen
afm'en-enmoned 2%. Its attainment and maintenance will als
economic reguirements.

An annual 2% expenditure, under the above conditions, may be achi
eved by 1997 a@.d this propo-tmn, we assume, may be maintained into the
{ the decade. On the whole, it means that with calculatin

. ‘ r:ron ental protection investments wou
xcee d 400 b?lh(ﬂ Ft beginning with 12.5 billion in 1891-92 and exceedin
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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 1imit‘7

mated sources accordmg to the predlcmons’?
What burden is it for the income-owners?

4.1, In Regard to the Internal Sources and Load-bearing

Capacity of the Economy, the Calculation Certain to be Taken
as the Upper Limii, because:

Higher rates of expenditure — according to special literature — have
repercussions on economic growth and resuls 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 shori-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 Main Areas of Environmental
Protection is Described in the Following System on the Basis of
Internationalg Ezperiences and an Assessment of the State at
our Disposal (Assuming 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




o,
(V]

Table 2
Regional purposes of environmental protection and the distribution of sources in
perceniages

Source Budget Entrepreseurial House- ||

] . Total

Central Local sector holds

30.0 7.5 7.5 5.0 50.0
Alr protection 1.3 2.5 75 7.5 18.8
Wastie disposal i3 5 6.3 3.7 18.8
Soil proteciion 1.2 5.0 (.2
Others

1.2 2.5 2.5 6.2

{measurement, control}

Total 35.
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the expenditures on the basic activity. It is noteworthy that even the ‘net’
environmental protection development costs are below the environmental
damages.

4.8. The Distribution of the Burden at Least in Principle is
Connected io the Disiribution of the Environmental Proteciion
N 3
Tasks. Accordingly:

The central and the local edminisiraiion

damages.
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The costs to the population
— the costs of environmental protection occasionally rolling over in
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central orientation in ‘i'waﬂma? form is ‘us’czﬁed Another ETOW i ng environ-
mental protection field in the municipalities is waste disposal (collecting,
transpor rtin ng, 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.

. Bstimated BEnvironmental Effects of the
New Feonomic 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 sclutions 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.

1t 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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