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Abstract

After I had started my PhD studies in Szeged, I attended professor Kornai’s research seminar
(Sarvari, 2018, pp. 99-100). This seminar was a relevant experience for me. Later | organized
several lectures on Kornai’s contribution to economic analysis at University of Szeged?
(Kerényi, 2015). From 2013 | work as research assistant for professor Kornai. This paper’s
main goals are (1) to share Kornai’s thoughts and (2) better understand his contribution to and
beyond mainstream economics.

Professor Kornai describes himself as someone who has one foot in the mainstream and the
other stepping beyond it. In the first section | would like history how Kornai became an
economist researcher. In the second part of the first section I try to list some of the main
notions of Kornai’s character. In the second section | show the list of publications by focusing
on his books. 1 also present in that section how many foreign languages those books have been
translated into and some quantitative indices and objective indicators the total number of
citations concerning Kornai’s publications. In hard quantitative sense Kornai is one of the most
productive and also one of the most recognized economist scholar in the mainstream economics.
In the third section_I focus on Kornai’s concept of the soft budget constraint and its reception,
future research avenues. In the last, fourth section I focus on softer layers of the Academic
universe: beyond mainstream economics. | will present some examples how Kornai influenced
social sciences beyond economics.

! Adam Kerényi kerenyi.adam@krtk.mta.hu

2Kornai professor visited the lecture series in Szeged where he met with the students
https://www.youtube.com/watch?v=06dQc4_J82Y



mailto:kerenyi.adam@krtk.mta.hu
https://www.youtube.com/watch?v=O6dQc4_J82Y

Introduction
How Kornai became an economist researcher

If someone wants to understand more deeply Kornai Janos’s thought she should read his
autobiography (Kornai, 2007). Kornai has lived through eight radical transformations that can
count as changes of system, insofar as the form of political government and/or the system of
economic institutions underwent radical change.

His mother was Aranka Schatz the daughter of Gustav Schatz, a rich art-dealer. His father was
a famous lawyer, board member of the Hungarian Aviation Company, Pal Kornhauser, whose
father was Karoly Kornhauser, an innovative art-maker (der Kunstschlosser), a locksmith, who
was even a patent-owner,

As a child Kornai had serious traumas. During the siege of Budapest, he had starved. Being of
Jewish decent, Kornai’s father and older brother were killed during the genocide, and Kornai’s
life was in great danger as well. According to his cousin, George Pick approximately 130 of his
relatives had been killed at Auschwitz-Birkenau (USHMM, 2018).

Following the war Kornai decided to join the Communist Party. “I got the impression that
Marxists had gained a key to every door. They possessed an analytical apparatus and a
conceptual framework with a universal explanatory force. Whatever the historical event, the
economic problem, or the stage performance to be considered, there was an instrument in a
Marxist's hands that performed the task of analysis. This gave the Marxist a sense of
superiority” (Kornai, 2009).

At that time Kornai truly believed in the ideas of communism. He became Officer at the
Hungarian Democratic Youth Association from 1945 until 1947. Between 1947-1955 Kornai
was Economic Editor of Szabad Nép daily newspaper. Furthermore, he also made speeches on
the Pet6fi Radio several times (Appendix 1. Figure).

When the Hungarian revolution begun October 23. 1956 Kornai joined a new newspaper started
by the followers of Imre Nagy. Also the same day, Kornai was commissioned by one of Imre
Nagy’s closest associates to draft Nagy’s a well-defined economic program. He was expected
to shape economic policy. He “worked very hard, day and night, for four or five consecutive
days. I got a huge office that belonged to the president of Hungary’s bureau of statistics. I had
two secretaries taking my notes. But at the end of those four or five days, I gave it up. I didn’t
finish the job, and I didn’t submit my text to Prime Minister Nagy. Quite frankly, I was not born
for politics. | was not the right person to write a program, | have the mind of a scholar. So |
sent Imre Nagy a message: ‘I’'m not able to do this” (Kornai, 2011).

After only ten days, on November 4, 1956 the Hungarian revolution was smashed by Russian
tanks. Due to the repression, which followed the Soviet intervention Kornai decided not to join
to the newly formed Hungarian communist party. It was a brave act when many people was
sentenced to jail. Imre Nagy and Kornai’s former colleague and close friend Miklés Gimes

3 An official periodical published Karoly Kornhauser’s innovation, who is a locksmith from Trencsén as a patent
owner with reference to a ,,water and airproof closed window with self-locking spring clip with lock” (K&zponti
értesitd, 1886)



were sentenced to death and executed in 1958, both men Nagy became the martyr of the
revolution.

In an interview Kornai says “l was barely 21 when | became editor of the newspaper’s
economics section, and my friend, not much older, editor of foreign affairs. We were really a
young generation — a generation of fanatics.” (Kornai, 2011).

Kornai’s communist enchantment not simply disappeared, but it collapsed in the mid °50s,
when Kornai met such a person whom he had known in my newspaper work before he was
arrested, an old, very bright, very decent journalist, and he told him his personal story, “how he
was called a liar, accused of crimes he had never committed, and how he had been punished.
All this came to me as a complete moral shock. The party | supported and was working for had
been using these unacceptable, dreadful methods. And at the same time, figures were published
telling us how many people had been arrested and put in jail” (Kornai, 2011). This conversation
with Sdndor Haraszti was a trauma for Kornai, the meeting had undermined the moral
foundations on which Kornai had hitherto based my Communist convictions.

“The change in my ideas began on a meta-rational, not a rational, plane. My faith in communism
was shaken as | recognized the lies and brutality around me. The collapse was in the moral
foundations of my worldview” (Kornai, 2007).

“The period of naive faith and unconditional enthusiasm was replaced by doubt, and after that
it was followed by the period of disappointment; later | formed new beliefs, by this time in a
less naive manner with a more thought-out moderation. The initial half-knowledge and false
ideologies were followed by the relearning of science and by the gathering of new and more
reliable knowledge” (Kornai, 2013a).

Kornai started reading various critiques of communist planning, and gradually his thinking
changed, his closed mind started to open up. Kornai became an active supporter of Imre Nagy,
the acting reformist prime minister followed by the changes after the death of Stalin, but when
Imre Nagy was forced out soon, the hard-liners regained power Kornai along with many of his
friends were fired from the Szabad Nép newspaper by a decree from the Politburo, a very high-
level decision.

“It was bad enough to be thrown out of work, but I consider it my lucky day, because it was the
start of my career as a scholar and a scientist, someone doing serious research” (Kornai, 2011).

Kornai has been influenced by some lines of giant of mathematics, John von Neumann
(Neumann Janos), when he read: “What seems to be exceedingly difficult in economics is the
definition of categories. If you want to know the effects of the production of coal on the general
price level, the difficulty is not so much to determine the price level or to determined how much
coal has been produced, but to tell how you want to define the level and whether you mean coal,
all fuels, or something in between. In other words, it is always in the conceptual area that the
lack of exactness lies. Now all science started like this, and economics, as a science, is only a
few hundred years old. The natural sciences were more than a millennium old when the first
really important progress was made. The chances are that methods in economic science are
quite good, and no worse than they were in other fields. But we still require a great deal of
research to develop the essential concepts — the really usable ideas. I think it is in the lack of



quite sharply defined concepts that the main difficulty lies, and not in any intrinsic difference
between the fields if the economics and other sciences (Neumann, 1955, pp. 100-101)”

Kornai later became a scholar of the Institute of Advanced studies of Princeton. In 1997 Kornai
received the famous John von Neumann prize®.

From 1955 until 1958 and from 1967 until 1993 he was Research Fellow and research Professor
at Institute of Economics at Hungarian Academy of Sciences. Kornai was Allie S. Freed
Professor of Economics at Harvard University from 1986 until 2002. He was Permanent Fellow
at Collegium Budapest Institute for Advanced Study from 1992 until 2011. Nowdays he is
Professor Emeritus of Economics at Harvard University and Honorary Professor Emeritus,
Corvinus University of Budapest.

Beside his autobiography I used several of additional resources. Regarding the scientific impact
of Kornai I researched the following papers/reports: (Benczur, 2014) (Csaba, 2017) (Such &
Té6th, 2003) (Maskin & Simonovits, 2000)(Hamori & Rosta, 2016)°. In 2011 the Kalligram
Publishing House started to publish The Selected Works of Janos Kornai. Four volumes have
appeared: two monographs, The Economics of Shortage (2011) and The Socialist System
(2012), and two edited volumes of Kornai's papers, Centralization and Market Reform (2013)
and The Soft Budget Constraint (2014). The preparation of each volume put a considerable
burden on Kornai, who was also the editor of the volumes. Later Kornai decided to focus his
energies on new works, and not re-publishing previous ones. The original plan targeted six more
volumes. Janos Kornai decided to discontinue the series. With regarding the soft impact I
investigated Kornai’s homepage, where every single available reviews can be found the
majority of them is available also either in English or in Hungarian (see Appendix’s 2-4
figures), let me highlight just some of them (Skidelsky, 2007) (Passent, 2008) (Barszukova,
2008)

The main notions of Janos Kornai’s moral foundations

Empiricism. To Kornai the democratic form of political government and the capitalist economy
are not self-evident environments. To Kornai a comparison of capitalism with socialism as it
appeared in historical reality is an instrument of analysis, recommendable to other scholars.
Contrasting the capitalist system to its opposite allows its primary, system-specific features to
be sensed more sharply and clearly. Similar aims can be served by studying the transition from
socialism to capitalism, because that displays the way the salient features of capitalism occur

4 The John von Neumann Award is given by the students of the Rajk Laszlé College of Advanced Studies to
scientists who made an outstanding contribution to the field of social sciences. The Awardees had a strong effect
on the thoughts and the scientific education of the members of the college. The John von Neumann Award is the
first and to date the only award given in Hungary which honors the international academic work in the field of
economics. The Neumann Award is also unique in the sense that it is awarded by students. The awardee is
selected in every year by the members of the college through a process of nomination and voting. Every awardee
gives a public speech at the Awarding Ceremony and also holds a seminar for the members of the college. The
awardees, who are outstanding in their fields, contributes to the boosting of Hungarian scientific life with their
speeches, interviews and conversations with the students.

5 See also (Kerényi, 2016).



in reality, in vivo, not under artificial laboratory conditions (Kornai, 2016). Kornai used study
and work as therapy, “a way of treating spiritual wounds" (Kornai, 2007).

Solidarity. Solidarity has accompanied Kornai all along his life. While Kornai was luckily born
into a well-off and erudite family, he sympathized with those, who were born into a lower class,
and grew up under difficult circumstances. Besides solidarity with the needy Kornai espouses
the principles of equality among people, social justice, individual freedom and right of self-
determination, tolerance and openness, and peaceful means in place of militancy and physical
or psychological violence (Kornai, 2016, p. 27)

Empathy. “An inevitable concomitant of a shortage economy is the appearance of corruption,
whereby those on the long demand side try to bribe those on the short supply side. This takes
the form in the health sector of informal payments to staff, “gratitude money” as it is called in
Hungary. Insulting though the term corruption may sound, I, for one, cannot blame either those
who pay it or those who receive it, as it follows inevitably from the prevailing institutional
conditions” (Kornai, 2012, p. 375). Professor Chenggang Xu said in a recent interview that
,,While in 1989, the Tiananmen Event really brought Kornai back to Hungarian Incident in
1956. Even though he worried a lot about the Chinese students and the future of China, he
could do nothing every day but watch the live broadcast of various television stations from
Tiananmen Square all the time, just as what we can do. During that period, as far as | knew,
he was the only professor who was concerned with China as our Chinese. Other professors
were also concerned about this, but they would not show as much empathy as we did. During
that time in 1989, only Kornai invited us more than once to his home to discuss the related
issues” (Chenggang, 2018).

Courage to act. “Life itself had in many respects put me on the side of norm-breakers, rebels,
those out of line, those seeking to innovate. | wanted to record soberly the fact that a high
proportion of the processes in society are governed by norms” (Kornai, 2013b). In the 60’s
Kornai made small gestures of defiance, such as publishing without permission in Western
journals (Kornai, 2007). Despite his adherence towards irregularity Kornai fulfilled very
important public servant positions. He was the Vice Chairman of the Committee for
Development Planning of the United Nations (UN) between 1972-1977. From 1989 until 1994
Kornai was the member of the Scientific Advisory Council, a very important body of the
European Bank for Reconstruction and Development (EBRD). Between 1995-2001 Kornai was
the member of the Monetary Council of the Hungarian Central Bank (HCB).

Patriotism. A constant and great value to Kornai is the adherence to the service to his homeland,
to Hungary. When the Hungarian edition of his autobiography was introduced, Péter Nadas,
one of the greatest figures of the contemporary Hungarian belles-lettres offered this
characterization of him: “Hungarian patriot” (Nadas, 2005)%. Many of those, who had gone
through similarly bitter experiences like Kornai, did leave Hungary when they had the slightest
chance. Even later, newer and newer emigrational waves followed. After the defeat of the 1956
revolution, only in a few weeks, two and a half percent of the inhabitants of Hungary left the

6 Kornai considered those words as great recognition in his latest book (Kornai, 2017).



country. Decades after these, when cracks appeared in the walls and even later, when the walls
came crumbling down, many sought a financially easier life in the richer countries. Kornai did
not emigrate, he preferred to stay.

Resistance. “The “brain drain” — the attraction of the developed world that offers better
opportunities for the best minds of the poorer countries — was activated. | understand those,
who are seeking prosperity somewhere else, outside of their homeland — but for myself I chose
another path. I have spent a lot of time abroad, | taught for 18 years at Harvard University, the
premier university of the USA. But time and time again, | returned to Hungary. | remained a
Hungarian citizen all along. But it not only the place of residence and the legal ties that matter;
at least as important what kind of identity one feels. I'm Hungarian. Still, while I am proud of
my homeland, but I have never felt that [ would be above the sons of any nations. I'm free of all
racist ideologies, and prejudice against people with different faces and color of the skin. |
strongly condemn malignant nationalism” (Kornai, 2013a). This is the country granted to me
as a laboratory. | have visited and read about many countries and consulted with many foreign
colleagues, but my home country remains the one | know best. I tried to comprehend and digest
experiences at home, but all the time | was also thinking about what conclusions apply beyond
Hungary’s borders as well (Kornai, 2013b, p. 339)

We also should mention that publishing under the strict official censorship was close to
impossible to someone who openly confronted the new dictatorial regime led by Janos Kadar.
Kornai faced to following dilemma: “Let me mention first the historical period in which we
authors were subject to pressure from the communist political regime. Those whose message
had a political content faced a difficult dilemma. What forum of publication should they
choose? The more critical their work and the deeper it delved into the fundamental attributes of
the socialist system, the stronger the dilemma became. If they were intent on telling the whole,
they could only use illegal channels of publication. If they chose those, they laid themselves
open to persecution of themselves and possibly of their readers. Certainly, each samizdat
publication reached relatively few readers, and illegal “flying university” lectures were attended
by relatively few listeners. In addition, there were the torments of harassment or even
incarceration, and a general feeling of isolation. The other alternative— which | chose in the
years of repression—was to devise writings intended for legal publication. But that meant
undertaking self-censorship in the interests of legality. | always insisted on writing only the
truth, but | had to accept that | could not write the whole truth if | wanted my work to see legal
publication. I refrained in the late 1970s and early 1980s of stating in The Economy of Shortage
that the ultimate explanation for the dysfunctional attributes of the socialist system lies in the
political structure, the autocracy of the communist party, and the political activity and
institutional system suggested by official Marxist-Leninist ideology. Self-censorship is a
demeaning torment” (Kornai, 2008). According to (Skidelsky, 2007) this was Kornai’s Faustian
bargain with the regime.

Not only official and self-censorships exist. According to Kornai “for research economists, it
is often restricted by narrow minded interpretations of the ideas of mainstream economics. The
truly significant exponents of that productive school of thought, people like Arrow or



Samuelson, never sought of a thought-monopoly. On the contrary, they positively encouraged
those who came up with new, unorthodox ideas. But mediocre and biased economists often put
up obstacles to the publication of work that falls outside the mainstream” (Kornai, 2008).

Integrity. “l have a clear conscience in presenting these two books to future researchers. Three
decades have passed since the first appeared, two since the second, in which changes of historic
import have occurred in Hungary, the former socialist region, and the whole world. Many
authors would rather withdraw what they wrote earlier. 1 am glad we can now present the
original books to readers in photographic, scanned form, without changing a single word. |
stand by every word | wrote then. If a future historian wishes in future decades or centuries to
look back on the 20™ century and understand the socialist system, which governed a third of
humanity at its peak, these two books will be among the vast literature available as source
materials. But do these two works have something to say not only to historians specializing in
socialism, but to the public today?” (Kornai, 2012, pp. 367-368). “When | was preparing this
study, I took up The road to a free economy (Kornai, 1990) again and felt satisfied as | read the
chapter on privatization right through. I cannot say the same about the chapter on stabilization.
If some miraculous time machine could take me back to that time (with my thoughts as they are
today), I would rewrite the chapter before sending it to the press” (Kornai, 2001).

Obsession. Kornai is obsessed by researching. Before publishing his theorems or results he
invests much more input, that the output requires. Researching for Kornai contains many times
very desperate and flow-feeling events. However according to Kornai “nobody in our
profession can be a Picasso, able to put down on a piece of paper in moments a sketch that
others consider a work of genius. We have to do drudgery, for days, months and years on end.
We have to read masses of specialist literature to cover the antecedents to our work and the
conclusions being reached by rival researchers. We have to gather and process data, make
calculations, and prepare tables. And having reached the stage of writing a piece, we have to
weigh each word and repeatedly revise each draft. There is no denying that this involves
suffering rather than enjoyment. Performance calls for more than discernment, intuition, and
an analytical capability. It also need patience or Sitzfleisch, as the Germans call it. You want
to jJump up and do something else, and it takes self-control to order yourself back to your books
and computer. There are a number of instruments to be found in the research chamber of
torture. One merciless instrument is research failure. You realize after long struggles that you
have strayed up the wrong road, which does not lead anywhere. (...) There is always great joy
in hitting upon the problem to be solved. | am excited not only by the task of solving the puzzle,
but by the realization that | have a puzzle before me. | cannot generalize here about the
experiences of others, but in my case, | do not always know at the start of some research project
exactly what | want to examineThe architect designing the appearance and internal structure
of a building may experience joy similar to mine when the drawings for the building emerge
out of many sketches, showing the building as a whole. My wife often remembers how I called
out to her amidst the sounds of typing (for this was before the age of personal computers): “I
do not know what the end of this story will be, but I already feel I am progressing with it as
swWiftly and straight as an arrow.” Those were moments of joy indeed. People often recall the
cry of Archimedes: “Eureka!”—I have it! That feeling is not confined to scientific immortals



like Archimedes. It is felt by our kind of researchers as well. We were walking in bright sunshine
through an open-air museum on one of the islands when my mind became filled with a picture
of mosaics. | sat down and quickly noted down my ideas. These are the moments of enviable
bliss in a researcher’s life. But nobody should think that the months or years of each research
project consist only of such happy hours” (Kornai, 2008).

Last but not least a great proportion of the sense of humor. Let me refer to Kornai’s son’s
question: “Father, you are a smart person, how could be so stupid?” (Kornai, 2007) ’

Kornai’s oeuvre

Kornai has an immense oeuvre (Table 1-3).

1. Table The complete summary list of Janos Kornai’s publications

1 |Books 17

2 | Edition of books in Hungarian 4

3 | Edition of books in foreign languages 8

4 | Collected writings (published earlier) 5

5 | Papers in Hungarian 202

6 | Original papers in foreign languages 70

7 | Working papers in Hungarian 20

8 | Original working papers in foreign languages 32
Long interviews published in Hungarian, mainly

9 |injournals 22
Long interviews published in foreign languages,

10 |mainly in journals 27
Short articles and short interviews in Hungarian,

11 |mainly in daily and weekly newspapers 82

1. Source: (Mihalyi, 2018) and author’s calculation

7 Or another reflection in Kornai’s autobiography. Someone asked him: ,,Why are you so afraid of getting mud
splashed on your immaculate toga?" (Kornai, 2007)



2. Table The complete summary list of Janos Kornai’s books published in English

BOOK TITLE it
edition

Latlelet: Tanulmanyok a magyar dllapotokrol 2017
Dynamism, Rivalry and the Surplus Economy: Two Essays on the Nature of
Capitalism 2011
From Socialism to Capitalism 2007
By Force of Thought. Irregular Memoirs of an Intellectual Journey 2005
Welfare, Choice and Solidarity in Transition: Reforming the Health Sector in
Eastern Europe 1998
Struggle and Hope. Essays on Stabilization and Reform in a Post-Socialist
Economy 1996
Highway and Byways. Studies on Socialist Reform and Postsocialist Transition 1993
The Socialist System. The Political Economy of Communism 1992
Vision and Reality, Market and State: New Studies on the Socialist Economy
and Society 1989
The Road to a Free Economy. Shifting from a Socialist System: The Example of
Hungary 1989
Contradictions and Dilemmas 1985
Growth, Shortage and Efficiency 1982
Economics of Shortage 1980
Rush versus Harmonic Growth 1972
Anti-Equilibrium 1971
Mathematical Planning of Structural Decisions 1965
Overcentralization in Economic Administration 1957

Total

17

2. Source: author’s calculation




3. Table The complete summary list of Janos Kornai’s books published in foreign languages

English 16
Polish
Chinese
Russian
German
French
Vietnamese
Slovak
Romanian
Czech
Estonian
Spanish
Japanese
Bulgarian
Italian
Ukrainian
Serbian
Croatian
Arabic
Tamil
Sinhalese

3. Source: author’s calculation

PP PP R RFRPRPRPDNDNDNDNOWW R Ooo1 o | 00




According to Google Scholar the total number of citations concerning Kornai’s is 24 408, his
H-index® is 55 and his i10-index® is 148 (see Table 4.) Figure 1 shows the citations annually
between 1988 and 2017.

4. Table 12 Economists’ citation data

Total citations | H-index | i10-index
Sen A. 291 724 191 960
Stiglitz J. 244 102 198 976
Fama E. 227 380 95 149
Krugman P. 189 239 146 740
Schumpeter J. 167 906 86 267
Tirole J. 112 671 126 272
Hayek F. 100 791 109 356
Coase R. 95117 55 113
Keynes J. M. 74 339 61 136
Deaton A. 66 661 99 196
Diamond P. 37 683 77 149
Kornai J. 24 408 55 148

4. Source: Data from Google scholars

A study of the relationship between economics and sociology found that Kornai was the
economist most cited by sociologists in the leading sociology journals in 1992 ( (Baron &
Hannan, 1994).

1. Figure Kornai’s citation between 1988 and 2017

1200
900
600
300

5. Source: https://scholar.google.hu/citations?user=yCvvL5cAAAAJ&hlI=hu&oi=sra

Kornai often feels that he is tilting like Don Quixote at the windmills of conceptual confusion.
“Most of my academic colleagues stick by their own vocabulary, which they change with more
difficulty than the thought concept behind them. Nonetheless | continue — there are still plenty
of windmills around me (Kornai, 2013b, p. 362). According to (Csaba, 2017) “in the case of
Kornai, The Socialist system counts 3,435 and the Economics of shortage 3,250 citations. In

8 The h-index is an author-level metric that attempts to measure both the productivity and citation impact of the
publications of a scientist or scholar. The index is based on the set of the scientist's most cited papers and the
number of citations that they have received in other publications.

% the number of publications with at least 10 citations
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all the impact is measurable and remarkable. It far exceeds many mainstream Nobel winners.
In terms of substance, it is my strong conviction that Professor Kornai’s academic output, its
relevance and influence over the discipline and the neighbouring areas is yet to be appreciated
in full, both in terms of width and in terms of depth”.

In contrast Willem Buiter’s false introduction (see Appendix Figure 5.) in Financial Times
Janos Kornai did not receive the famous Sveriges Riksbank Prize in Economic Sciences in
Memory of Alfred Nobel.

However, concerning most important economic prize in Stockholm many prize speeches
contained his name. For example: “In a discussion with Kornai about his outstanding book |
proposed that both East and West try to specify their social welfare function so as to see whether
the ultimate aims are very different or not. Hopefully some thorough work will be done on this
subject in the coming years” (Tinbergen, 1969). “More recently the same argument has been
advanced by Kornai from socialist experience. Nevertheless, while the criticisms are, in
my judgment, not without some validity, they have not given rise to a genuine alternative
model of detailed resource allocation. The fundamental question remains, how does an
overall total quantity, say demand, as in the Keynesian model, get transformed into a
set of signals and incentives for individual sellers?” (Arrow, 1972). “Kantorovich did not
go much beyond his earlier remarks on the questions concerning possible use of a price
system for decentralization of decisions. This became a major theme, however, in the
abstract work of Koopmans , in the work on two-level planning by Kornai and Liptik
in relation to planning in Hungary, and in that by Malinvaud stimulated by experiences
with planning in France” (KOOPMANS, 1975). “Besides the theorists, Janos Kornai and
Amartya Sen proved to be extraordinary friends and colleagues. From Janos, | learned about
central planning, and we ended up jointly supervising a cohort of unusually talented Ph.D.
students from China, two of whom — Yingyi Qian and Chenggang Xu — later became co-
authors” (Maskin, 2007).

Being a world famous scholar has some advantages. Some improvements by the followers of
Kornai wanted use his name out of respect. Such list of phenomenon is the following:

e Kornai-Liptak algorithm
e Kornai-index
e Kornai-effect (KE)

Kornai's observation is that the presence of bailouts increases the firm's demand for inputs
beyond the standard perfectly competitive level, perhaps considerably; henceforth called the
Kornai effect (KE) (Quandt & Goldfeld, 1993). Kornai’s works are full of attempts to clarify
concepts. Kornai conceptualized many terms (for example Transformational recession (Kornai,
1994), Investment hunger, Shortage economy and Soft budget control (Kornai, 1979).



The concept of the Soft budget constraint

The major common feature of the many variants of the SBC syndrome is as follows: the behavior
of every organization concerned is affected by the expectation that it will be bailed out if it gets
into serious financial trouble. Each of the expressions in this basic interpretation calls for a
more detailed explanation. There are many types of budget-constrained organizations in whose
behavior the SBC syndrome may appear: households, firms, non-governmental organizations
(NGOs), investment projects not tied to a for-profit enterprise, distinct local government
organizations (LGOs or municipalities) within the apparatus of state, or other publicly funded
institutions, and, finally, central government on a national level. The above basic general
statement refers to “serious financial trouble”, but consciously avoids denoting its specific
nature. At the outset of the research, the concern was that state-owned enterprises under the
socialist system were chronic loss-makers, yet did not need to close their gates because the
state covered their losses. However, that is but one variety of serious financial trouble; the
initial stimulus for a bailout may also come from several other phenomena. One of any of the
organization types listed may fail financially, being unable to cover its due expenditures, or
service its accumulated debt, or raise new loans having lost its creditworthiness. Another case
of financial trouble is one that stimulates a bailout if the catastrophe has already occurred, or
if it is foreseen that the organization stands on the brink of such catastrophe and the bailout
comes in time. The breadth of the definition covers both single bailouts of single troubles and
regular bailouts in response to chronic troubles (Kornai, 2014, p. 27).

The term soft budget constraint and Kornai'’s ideas in connection with it first appeared in print
in the journal Econometrica in 1979, i.e. a year before the publication of Economics of
Shortage. It contained the text of the presidential address I had given at the Econometric Society
Congress of 1978, where | briefly summarized the ideas in Kornai’s book, which was already
in manuscript. However, since the sphere of ideas of the soft budget constraint arose from the
work done on the book Economics of Shortage, it is justifiable to link it primarily with the 1980
book, not the 1979 article (Kornai, 2012, pp. 375-376).

“Many references to the SBC do not mention Kornai’s name, which suggests that the expression
has become part of the public domain. At this point, | could conclude the report and record the
spread of the idea of the SBC as one of the greatest successes in my professional life. | am not
doing so, because | wish to add objective information on the unfavorable side of the situation
as well” (Kornai, 2014, pp. 61-62).

“l came to recognize during my studies of the socialist system that the reason why loss-making
state-owned enterprises have no fear of financial collapse is that they can reckon on their
higher bodies to bail them out. Their financial situation imposes no hard constraint on their
expenditures as the eventuality of rescue is built into their expectations. This condition was
termed a soft budget constraint (SBC) in Economics of Shortage. If the budget constraint is soft,
losses are not really a matter of life and death, and managers do not need to take prices, costs
and losses to heart. Under such conditions, the incentive to reduce costs and enhance



productivity economically weakens. It is possible to initiate investments irresponsibly because
the higher authorities will pay the bill anyway if the costs are exceeded. Herein lays the main
explanation for the low efficiency of the socialist system. Hardness or softness of the budget
constraint is not a narrow problem of accounting. It constitutes a syndrome, a complex group
of social, political and economic problems with several factors concurrently at work. It has a
characteristic operating mechanism and many kinds of deep and far-reaching consequences.
In the first appearance of the concept in my work, I contrasted the two “pure models”, the
classical socialist and classical capitalist systems, on an abstract plane. The first is marked by
softness of the budget constraint and the second by hardness. But | was already pointing out
that softening of the budget constraint can also be seen in many areas of present capitalist
practice. Over 30 years have passed since the first appearance of my views on SBC, and the
concept and associated theory can be said to have had a spectacular career. | will try to divide
that career up into periods. In the first period, most economists felt that SBC was a mark of
state-owned enterprises under the socialist system. It applied there and only there, and they left
Sovietologists and researchers specializing in the communist system to investigate it. The
expression appeared often in works on the socialist system, but seldom in other contexts. The
second period began with the change of system. It suddenly became intellectually and politically
fashionable for government offices and university economics departments in the former
communist countries to receive visits from a succession of Western economics professors and
international organization staffers, who soon realized that the budget constraint in the post-
socialist countries was soft as well. It had to be hardened before the market economy would
begin to work as it should. There was not a World Bank or EBRD report that did not discuss
the phenomenon. By that time, the sphere of ideas covered the post-socialist transition, not just
the socialist economy. In the third period, the economists’ profession began to realize that the
SBC syndrome dwelt to the West of the former Iron Curtain as well. | have to admit that to my
mind the recognition spread at the speed of a snail, but a less impatient assessment would be
that the concept and the theories associated with it became known quite widely”. (Kornai, 2012)

“Analysis of the Google results showed a broadening of approach (theoretical or empirical) in
the SBC research, in terms of the sphere or sector and of the countries examined. This
broadening was examined with another methodology, by counting how many papers had
appeared in the top 20 leading English-language economics journals that not only mentioned
the SBC phenomenon in passing, but discussed it throughout, or at least made use of its system
of concepts or analytical apparatus.47 The most articles, 30 in all, appeared in the most
influential title of all, the Journal of Economic Literature. (Of these | wrote two, one alone and
one with co-authors; the other 28 were by other hands.) I would also emphasize the Journal of
Economic Perspectives (22, of which | wrote two), the American Economic Review (20, of
which | wrote one), the Journal of Financial Economics (13, all by other authors); I have
specified the authorship in each case to point out how many have joined the program, and on
a high level, which underlines that journals known to be very selective were accepting them.
Writings to do with the SBC are appearing not only in generalized journals, but in those dealing
with sub-disciplines as well. The appearance of articles concerned with the SBC in leading
journals covering finance, environmental economics, growth theory, or economic geography is



important evidence of the broadening of the research program” (Kornai, 2014, pp. 61-62) and
see tables 5-6).

5. Table SBC papers’s matrix

: Financial | Health- ocal Manufac-
Agricultue gover- . Other|Total
sector care turing
nance

Brazil 1 1 2
Bulgaria 1 1
Burma 1 1
China 1 8 1 13 2 1 26
Czech Republic 3 3
Denmark 1 1
France 1 1 2
Germany 3 3
Greece 1
Hungary 1 1 1 1 4
India 1 1
Israel 1 1
Italy 2 4 2 1 9
Japan 4 4
Lithuania 1 1
Malajsia 1 1
Netherlands 1 1
Norway 1 1
Poland 1 1
Romania 2 2
Russia 1 1
South-Korea 2 2
Spain 1 1 2
Sweden 2 2
Ukraine 1 1 1 3
United Kingdom 1 1
United States of America 1 1 2
Viethnam 1 1
Total 2 27 10 32 4 5 80

Source: author’s calculation

Hungary has frequent cases of troubled sports clubs (which are openly or implicitly
commercial, privately owned organizations) seeking and receiving state bailouts. I must admit
| had thought this was a Hungarian peculiarity, but | recently read a study entitled “Soft Budget
Constraints in Professional Football” (Storm — Nielsen 2012), where it emerged that many
truly profit-oriented, privately owned sports clubs in Europe regularly receive state subsidies
to cover trading losses, and fully expect them. World-famous clubs realize that their collapse



would mean a huge loss of prestige to football fans in their city, county, or country. This gives
them a strong bargaining position (Kornai, 2014)

6. Table the number of published papers about SBC in the most imprtant journals

Journal of Economic Literature 30
Quarterly Journal of Economics 6
Journal of Finance 5
Journal of Economic Perpectives 22
Econometrica 1
Brookings Papers on Economic Activity 9
Journal of Political Economy 6
Review of Financial Studies 4
Journal of Financial Economics 13
Economic Geography 0
American Economic Review 20
Review of Economic Studies 3

American Economic Journal-Macroeconomics
Journal of Accounting & Economics

Review of Environmental Economics and Policy
Journal of Economic Geography

Experimental Economics

Journal of Economic Growth

Ecological Economics

Total 126

6. Source: (Kornai, 2014)

el L= i=R =R -

“Numerous examples in the history of the social sciences indicate that vividly descriptive
concepts, metaphors, models, or analytical tools can have an inspirational effect (a classic
instance is the enormous fruitfulness of the prisoner’s dilemma game in economics and political
science). Such devices highlight the essence of complex situations and encourage researchers
to seek similarities across apparently disparate phenomena. Time and again, researchers who
are steeped in the conceptual apparatus and analytical methods of the SBC syndrome have
drawn and reinforced connections that have escaped others’ attention” (Kornai, et al., 2003) .

Further research avenues of SBC-phenomenon
“In 2000, one of the most influential organs of the economics profession, the Journal of
Economic Literature, offered Kornai and co-authors Eric Maskin and Gérard Roland a large



amount of space in which to present the SBC syndrome and researches relating to it. This
publication opportunity could be construed as an important step toward the canonization of
SBC theory by the profession” (Kornai, 2014, pp. 61-62)

“My view is, with regard to the global financial crisis in 2008, the very important underlying
mechanism is the soft-budget constraint, while this point is not proposed in all kinds of modern
literatures | know of. Why the main mechanism behind is the soft-budget constraint? We know
that the mechanism which directly triggers the 2008 financial crisis is the subprime mortgage
crisis. What is subprime mortgage? Subprime mortgage is a mortgage loan provided by the
financial institution with an extremely high leverage. When performing the mortgage, it can be
known that if house prices fall, many individuals who accept such loans are unable to repay
them. Thus, it is called as subprime mortgage. When the highly leveraged subprime mortgage
becomes a universal social phenomenon, the economy cannot be sustained. A major financial
crisis erupted as a result. The question is why the subprime mortgage is generated? Why there
is no subprime mortgage in the past? Why is it happening now? These are important issues
which need to be understood. The reason I call it sof tbudget constraint is just like this. In the
traditional capitalist system, the institutions that issue housing loans are banks. Banks issue
mortgage loans, and the mortgaged real estate will be recorded in their own balance sheet.
Related to the bank’s own security, facing the threat of bankruptcy of its own, the bank will be
concerned about the nature of mortgage assets, the borrower’s repayment ability and credit,
etc. This is the result brought about due to the hard-budget constraint in the traditional
capitalist economy. However, since the 1990’s, the so-called financial innovation has been
introduced, whose core content is that the lender can put his mortgage assets packaged for sale
as a financial product. At the same time, those who purchase the financial product can
repackage it for sale once more. After several times of such transactions, the relationship
between the borrower and the ultimate investor would be very estranged, as a result, there
seems to be no relation between the lender’s bankruptcy and the bankruptcy of the investor.
Thus it shakes the foundation of capitalism- hard-budget constraint. The hard budget constraint
confronting everyone in the capitalist economy has changed into the soft-budget constraint,
which is the root causing the crisis. To sum up, Kornai pointed out that the nature of capitalism
was hard-budget constraint. From this mechanism, if the hard-budget constraint is damaged,
whether the soft-budget constraint comes from the government or other sources, as long as it
is a soft-budget constraint, capitalism cannot run stably. The financial crisis is one of the
manifestations. The discussions of the 2008 financial crisis, from psychological factors (such
as greed, etc.) or simple financial regulation and monetary policy, have not seized the key for
the issue” (Chenggang, 2018)

Beyond mainstream

Kornai usually describes himself as someone who has one foot in the mainstream and the other
stepping beyond it.



In 1985 Kornai was invited to an international conference that was held on the deck of a tourist
boat floating on the Yangtze River. The Chinese colleagues asked the opinions of seven foreign
economists about what they think of the Chinese reform. This occasion provided Kornai with
the opportunity to set forth his views on the prospects of the reform. Since then, economists
dealing with the issues of the reform are still often alluding to the “boat conference”, Bashan
Lun Conference (see Appendix’s Figure 6).

The objective citation indices do not show other aspects of Kornai’s impact.

Kornai’s Economics of Shortage was published in Chinese in 1986, more than 100 000 copies
were sold. “In the “classic” socialist system, prior to the reforms, there was a general, chronic
and intensive shortage of food, consumer goods, raw materials used in production, machineries
and equipment. The train of thought of the book arrived at the conclusion that this was not the
result of the erroneous decisions of the planners; rather it was the system itself that produced it,
the system which constantly reproduces the shortage economy. My Chinese friends told me
that: they can use the reasoning of my book to criticize bureaucratic centralization, the system
of the rigid plan directives, and to advocate market-oriented reforms. None of my works has
got to the hands of that many readers as this book in China at that time” (Kornai, 2013a).

By 1987 the number of references to the works by Kornai even surpassed the number of
references to the works by Paul Samuelson or Milton Friedman. Korna was fast becoming the
most influential economist in China (see (Wu, 2018) and Appendix’s Figure 7).

The same effects occurred in Vietnam also. There were periods when Kornai had huge impacts
on the Russian and East-European thinking. All these can not be grabbed in the mainstream
numbers due to the lack of data and the inefficient methods which are used by Google Scholar.

“I have visited China several times, where | was greeted at all occasions with fondness and
appreciation. All my trips have provided me with great intellectual experiences, (not to mention
those cultural, artistic, touristic and culinary delights, which we were able to partake in thanks
to our hosts). I feel that I'm rightfully proud that when visiting many places in China — in
universities, in public offices, among students, teachers and government officials — time and
time again they stated that: “I’'m your student”. Can there be bigger honor and joy for a person
who writes and teaches, than hearing these words being uttered?” (Kornai, 2013a).

Kornai also describes thoroughly how one of the world best institutions, the Harvard University
selects its professor. The criteria is not her citation indices, but rather her results. “Only if the
candidate convinced the jury, that she has made a revolutionary change within her own research
field where the work can not be continued as it was done before. I think this is also a qualitative
impact of Kornai, why he received a full professorship at Harvard University.

Kornai’s latest papers are focusing on the Autocratic shift of Hungary, he refers to this as U-
turn (Kornai, 2015) (Kornai, 2017). Kornai described the process how Hungary is shifting
away from democracy, rule of law, private property and civil society; the obsession with



centralization. We can ask how his works influenced the Hungarian politics. | think this
question worth a separate discussion. However | have made a research.

1. Chart How frequent Kornai’s name comes up in the debates in the Hungarian Parliament (1990-2018)
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In a recent interview the Prime Minister of Hungary, Orban Viktor was asked about Kornai’s
radio interview.

“Reporter: Professor Kornai said that he has always taken issue with the followers of this theory,
because he says there will be no such collapse; and indeed, he said, it’s not collapse that we
should be concerned about, but the fact that this unorthodox economic policy is slow, and we’re
not on the path of economic growth that we could otherwise be on.

Prime Minister Orban: “We could do better”: is that what he wanted to say? How well said.
(...) ’'m a long-time reader of the Professor’s works (...) When | read the Professor’s writings,
because he has recently published a collection of his earlier works.

Despite his name’s infrequency in the Parliament, Kornai’s thoughts and books are still
important in the Hungarian politics.

Conclusion

I tried to prove how important is Kornai’s works. He is not only one of the most cited economist
in Economic journals but also Kornai was the economist most cited by sociologists in the
leading sociology journals in 1992 ( (Baron & Hannan, 1994).

Assessing scientific works is a matter for readers, journal reviews, and later, on behalf of
posterity, researchers into the history of theory. But the way an author ranks his own works is
not without interest either, although it will not be free of feeling or bias. Asked which work of
mine had the biggest influence, Kornai said without hesitation: Economics of Shortage. This
impression can be confirmed in several ways: citation counts, statements of contemporaries
about influences on their ideas, or numbers of reviews. Asked which writing of his in the
ranking of Kornai’s works Kornai thinks is the most important one, Kornai picked The Socialist




System. That is his most ambitious work, an attempt to synthesize several decades of his
research, in which Kornai sought to provide an analysis that he intended should cover all the
main attributes of the system” (Kornai, 2012) (Kornai, 2014).

Let me finish by Skidelsky’s phrase: “although the "socialist system" seems dead, there is the
recurrent danger of its resurrection, in association with new waves of anti-globalization, anti-
Americanism, and anti-capitalism. To all tempted by the beguiling promises of the radical left,
Kornai's work stands as a grim warning” (Skidelsky, 2007).
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1. APPENDIX

2. Figure. ,,A munkaverseny a szocializmus épitésének kommunista modszere. Kornai Janos
eloadasa”.

7. Source: Népszava Radiomiisor 1951. julius 25



3. Figure By force of thought: Irregular memoirs of an intellectual journey.
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4. Figure CUJIOU MbBICJTU
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5. Figure Financial Times

Kornai on Soft Budget Constraints, Bail-Outs and the
Financial Crisis
Cctober 14, 2008 11:07 pm
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comments

In a post a few days ago, (After subverting bank insolvency, our leaders are now
about to make a mess of liquidity) , I argued that hard budget constraints were the
defining characteristic of a well-functioning market economy. Many/most of the
advanced industrial countries were weakening or even undermining the capacity of
their financial sectors to intermediate efficiently by permitting a softening of the
budget constraints of banks and other financial institutions that were deemed
systemically important and/or were too politically connected to fail. I noted that
the concept of the soft budget constraint (SBC) came from professor Janos Kornai,
a great economist and a Nobel prize winner (the overlap is by no means perfect —
there are type I and type II errors)(CORRECTION: As pointed out in a comment on
this post, Professor Kornai has not (yvet) won the Nobel prize. My bad, as the
teenagers in my family would say. In my defense, he ought to have been awarded
the prize already, preferably instead of the large efficient markets cohort that did
receive it.)

11. Source: http://blogs.ft.com/maverecon/2009/10/kornai-on-soft-budget-constraints-bail-

outs-and-the-financial-crisis/#axzz4pG6LNfAe

6. Figure On the “Yangtze Boat Conference” in 1985, China.

12. Source: (Kornai, 2007)
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7. Figure Janos Kornai was becoming the most influential international economist in China

13. Source: (Wu, 2018)



