
ORIGINAL:  ENGLISH 
B t T J u n e  , 19 6 7 

l 
l 

i l .  

SUB-COMNITTEE ON SOVIET ECONOMIC POLICY 

%CONOPilIC €CEVIEW OF COIVIMUNIST COUNTRIES 
HlfNGARY (2nd  ReviewL 

Comments by the   Uni ted   S ta tes   Delega t ion  on AC/89-'KP/216 

t o   q u & t i f y  the c o n t r i b u t i o n  o f  rePorm t o  economic e3 f i c i ency  
and growth and that the main e f f e c t s   o f  reform are l i k e l y   t o  
be in improved  management. 

2, The Hungarians, l i ke  the   o the r   Eas t e rn  Equopeans, 
l ook  forward t o  r e t i r i n g   t h e   p a r t y   h a c k s  and people w i t h  
obsole te  skills who s t i l l  h o l d  down many executive  jobs.  
They  hope t o   r e p l a c e  them w i t h  younger men, t e c h n i c a l l y  
trained and e a g e r   t o  get  results. A good many of the reform 
measures aim s p e c i f i c a l l y  at f r e e i n g  the new mar,agers from 
r e d   t a p e  so t h a t   t h e y  can concentrate on the t e c h n i c a l  and 
economic o b j e c t i v e s  of t h e i r   e n t e r p r i s e s .  Over time 
Hungarian management is l i k e l y   t o  improve, and outsiders ax-e 
l i k e l y  t o  g e t  some view of the improvement, p a r t i c u l a r l y  in 
the f o r e i g n  trade s e c t o r ,  Improvement of management i s  being 
pushed  especial ly  fas t  i n  the ex,port   industry.  

3. We do n o t  shwe the  v i e s  that  the  pr imary impetus 
toward economic reform i n  Hungary was brought on by a d e c l i n e  
i n  growth r a t e s ,  The dramat ic  d rop  i n  growth rates i n  East 
Germany and Czechoslovakia i n  the e a r l y  196Ot S gstve reform- 
minded a d v i s e r s  a v o i c e   i n  economic p o l i c y  and l e d   t o  the 
much pub l i c i sed  reform programmes i n  t h e s e   c o u n t r i e s ,  
Hungary,  however, has n o t  s u f f e r e d  a sudden  decl ine i n  growth. 
The s low pace o f  s tudy  and l e g i s l a t i o n  suggosts thct originally 
t h e r e  was no p a r t i c u - l a r   f e e l i n g  of urgency and the d e c i s i o n  
t o  go a h e n d - ~ ~ ~ ~ - d - ~ h i - e f l y  by the- 
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4, The  Hungarian  reform  programme  has  encountered 
comparatively  little  political  opposition.  Party  Secretary 
Kadar  has  backed  the  reforms  ever  since  their  conception  and 
the  importance  that  the  Hungarian  rdgime now attaches to the 
reforms  was.underscored by a major  reshuffling of personnel 
in April 1967 that put top-level  economic  officials  into 
high  government  positions, 

c 5, One unusual  feature of the  Hungarian  reform  deeerves 
mention. Unlike the Poles, Czechs, East  Germans,  and 
Bulgarians, the Hungarians,have not concentrated  managerial 
responsibility in industrial  monopolies - trusts,  combines, 
or industrial  associations, as they  are  variously  called. 
Instead,  the  decentralisation of de'cision-making  in  Hungary 
generally  involves  an  increase .in the  autonomy of individual 
enterprises. Except f o r  a very  few  branch-wide  amalgamations, 
responsibility  for  co-ordinating  activity  within  branches of 
industry  remains  at  the  ministry level, 'Phis  is  more 
feasible  in  Hungary  than  in  the  larger  countries, It is . 

also more  feasible  in  Hungary t o  increase  the  responsibility 
of enterprises,  which  in  general  are  larger  than  in  the  other 
Eastern  European  countries as the  result of major consolidations 
a few  years ago, 

B, Ecoporni,c Policy and Growth 

6. Something  could  usefully be added  about  the  economic 
policy  of  Hungary  since  the  Soviets put K a d a r  in power  in 
1956. The Kadar régine has followed a unlfoMnly  cautious 
Policy.  Of all the  Eastern  European  régimes  it  has been the. 
most  attentive to its  economic  advisers, as well as the  most 
concerned  with  keeping  the  population  contented.  Specific 
policies  with  beneficial  effects on the  economy  include 
political  toleration  ("he  who  is not against  us is with  us"); 
strong  support f o r  private  plots and a variety  of  share- 
cropping  schemes in agriculture;  and  prompt  response to 
difficulties  both in the  d0mest.i.c  economy'  and in  foreign  trade. 
These  policies in good  part  account for the steady  growth of 
the  Hungarian  economy  since 1957; but  they a l s o  explain  the 
regime's growing concern  over  its  inability  since 1964 t o  
provide  the  population  with a continued  rise  in  its  standard 
o f  living, 

7, It would also seem  desirable to expand what  is  said 
about  economic  performance  in  the  recent  past. It is true 
t'mt Hungary  failed to meet the goals of  the  Second  Five  Year 
plan (1961-1965). The p l a n  was  developed  under  the  influence 
of the  rapid  recovery  achieved  after 1956 and showed  some 
upwardbias.  Even so, the  industrial plcn was verynearly 
f.,i3f illed, and the  underfulfillment  in  agriculture  was small , 

l 
l by Cormwrist standards. 
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€3, Moreover,  Hungary  has done quite  well in maintaining 
ixdustrial  growth  during  the 196Ots. The  rate of growth  has 
tended to decline,  but  the  growth  of factor  productivity - 
growth  of  factor  productivity  in  industry  has  averaged a 
Tesnectable 2%$ per  year  since 1961. It has tended to drop, 
however, m d  may  average  below 2% in  the  late 1960's. 

of  efficieiicy - has  held  up  reasonably  well.  The  annual 

9. The  United  Kingdom  Delegation  does  not  really  touch 
on this  question of efficiency.  It  is  noted  that  labour 
productivity will be the  primary  source  of  growth  in  the next 
five-year p l a n  - contributing 80$, according to the  Hungarians, 
But  that is merely to say  that  employment  will  increase  slowly. 
Most  of  the  growth  of  output  will  probably  come  from  investment, 
an even higher  share  than  in  recent  gears, and the  growth  both 
of employment and efficiency  will  probably  contribute l ess ,  
If Hungarian  data  aye ussd, it  may  readily be calculated  that 
the  increase in capital  assets  since 1961 has  contributed 44% 
of the  growth in industrjzl  output,  Factor  productivity 
ranked  second as a source of growth,  contributing 34%. The 
increase in labour  inputs  contributed  only 225, 

C, Foreign  Trade 

10, In regard  to  foreign  trade,  we  suggest a fuller 
evaluation of the  potential  for  expanding  Hungary's  trgde with 
the  West.  While  expressing  hopes f o r  rapid  growth, W e  
Hungarians  are  planning o.n a s l o w  increase in trade  with  the 
West  during 1966 to 1970. Published  data on trade  plans  imply 
that  trade  with  the  West  is expected to  grow  only  about 30% 
during  the  period,  whereas total trade  is  expected  to  rise by 
more  thax 50$, The  recent  growth of Hungary* s trade  with  the 
West  (in 1965 to 1956)  has been slower than  that of other 
Eastern  European  countries,  except  Poland. Poland, which 
faces  similar  problems,  has  deliberately  held  back  traditional 
exports  while making new efforts to push sales  of  manufactures. 

11, Possible  reasons for the  conservative, or even 
peosimistic, 1966 to 1970 plan  deserve  mention:: 

1, The  problem of finding  suitable  exports  with  which 
to pay  for  desired  imports, Hungary's ability  to  increase 
agricultural  exports  is  declining, and Hungarian  maaufactures 
have  not  yet  reached a stage  where  they  sell  readily  in tile 
West . 

2. Apparent  difficulties  in balancing payments in 
convertible  currency, Hungary  has  had  trouble  both  in 
meeting  exFort  targets and in  controlling  imports. 
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. 3 .  Discr imina tory   t rade   p rac t ices   by  Western coun t r i e s .  
The Hungarians have c i t e d  these as o b s t a c l e s   t o   i n c r e a s i n g  
trade, Do they  work a g r e a t e r   h a r d s h i p  on Hungary than on 
other  Communist coun t r i e s?  

A t t e n t i o n  a l s o  ought t o  be d i r e c t e d  t o  the   fo l lowing  
questions: 

1. How eager i s  the  Hungarian  régine t o  i n c r e a s e  trade 
with the West? That does it e s p e c i a l l y  w a n t  t o  bug? 

2, Khich Hungarian l i n e s  of product ion  have the best 
:chance  of  becoming  competitive  on  Western mrkets? 

3. On the basis of  experience w i t h  o t h e r   E a s t e r n  
European  countr ies ,  will the economic reforms s u b s t a n t i a l l y  
f a c i l i t a t e  trade with t h e  West? 

4. Khat would be t h e   p o l i t i c a l  advantages of  stimulating 
Hungary's  Western  trade?  Could  concessions be exacted  from 
Hungary i n  exchange f o r  eas ing  of  Western r e s t r i c t i o n s ?  
Would increased contac ts   p rovide  an oppor tuni ty   to   ex tend  

dependence on t h e  USSR? 
: Western   in f luence  and reduce ,   even   s l i gh t ly ,  Hungarian 

D, Comments and S u m e s t i o n s  on Spec i f ic   ParaPraphs  

Paragraph 4. The t a r g e t s  for 1966 t o  1970 a r e  less thaa 
the rates achieved   dur ing   the  Second F ive  Yew Plan, not  just  
"modest  and r e a l i s t i c t t .   I m p l i c i t  i n  the p l a n  figures i n  
table  2 i s  a d e c l i n e  i n  the  growth  of   product ivi ty  of l a b o u r  
and of capi ta l ,   There   a re  grounds f o r  pessimism, 

Paragraph 23. Delays i n  the Sov ie t   p l an  rather than 
economic r e fo rm p r o p o s a l s   s e e n   t o  have been r e s p o n s i b l e   f o r  
the l a t e   a d o p t i o n  of the Hungarian and other Eastern  European 
Five Year Plans, 

Paragraph 24. W a t i o n a l  Income i s  t o  . . of 19 to 21%", 
compared t o  the 25% increase   ac tua l ly .   ach ieved  durinff the - sec%d ." Five Year P l a n  ( a d d i t i o n  underscored).  The r e a d e r  
would w a n t  t o  know what the 19 t o  21% i s  ' ! r e l a t ive ly  10W". 
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Paragraph 26. Agricultural  growth was s l o n  i n   t h e  
Second Five Year Plcm i n   s p i t e  o f  a tremendous  investment 
effor t .  We suggest  the  following  change:  q'Substantial 
improvements i n  performance were anticipated  but  the  average 
increase  in   gross   output  d i d  not exceed 2% a year, half what 
was planned", i n   s p i t e  of a doubling of investment compared t o  
the  previous  five ye,w period  (addition  underscoreci). 

Paragraph 31. The t ightness  o f  the Hurqp.rian labour 
supply - especial ly  in   ce r t a in   ca t egor i e s  - should  be stressed. 

Paragraph 36. Third  l i n e  from the  end: suggest most 
o r  a l m o s t  a l l  bu glccc o f  m* 

Paragraph 38, Second l ine :  Change - it t o  this trade. 

Paragraph 39. Inse r t   a f t e r   t r ade :  with the  non-NATO 
p o u p  

paragraph 39 plus 9% i n  paragraph 40 equals 104%- 
Paragraphs 3 S ,  39 40. 7% i n  paragraph 38 plus 25% i n  

Paragraph 420 First  sentence:  Suggest "more than h d f "  
o r  "well  over half '' i n  place of "about half I t .  The actual  
f igure i s  57%. 
Lines 9 and 10: Suggest adding the   fac t  that  Hungarian imports  
of Western i n d u s t r i a l  equipment are  more important t o  Hungary 
than i s  indicated by the value figures alone, because  they  are 
o f  pa r t i cu la r  kinds o r  qua l i t i es   no t   ava i lab le   wi th in   the  
Soviet-Eastern  European  market, 

Paragraph 43. Last sentence:  Sxggest  onitting  "therefore" 
and a l s o  subs t i tu t ing  more than  one-third for a s igni f icant  
m o r t i o n ,  

Paragraph 440 Second sentence: Hungary has s e t  up. 
b i l a t e ra l   comiss ions  f o r  economic y s c i e n t i f i c  y and technical 
co-operation wi,th sl.1 of  the CEMA countries. 

Paragraph 45, 1% i s  n o t  r e a l l y  accura-kc t o  speak of 
CEMA spec ia l i sa t ion   p lans  o r '  -oof-:.,&lotments t o  neaber  countries. 
GEMA makes recommendations that may o r  may not be accepted by 
the  countries  concerned and may O? may not be adhered t o  even 
i f  accepted, It would be  more sa t i s fac tory  - since a 
discussion of CENA p e c u l i a r i t i e s  i s  ha rd ly  appropriate  here - 
s imply  t o  say that Hungary has accepted  various CENA 
recommendations f o r  production  specialisation,  Intermetall  
i s  not a n   i r o n - s m e l t l n g q n i z a t i o n .  It is  ayl in te rna t iona l  
organization f o r  co-ordinating  the  production  nainly o f  ro l l ed  
goods. It does n o t ,  i t s e l f ,  produce  anything, and the 
products with which i t  i s  concerned are  well  beyond the 
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sme l t ing   s t age .  It w o u l d  perhaps   be   i n t e re s t ing  i n  this  
p a r a g r a p h   t o  expand a l i t t l e  on  the.USSR-Hungarian  bauxite- 
aluminm agreement and t o   n e n t i o n  Hungarian p m t i c i p a t i o n  i n  
j o i n t   e n t e r p r i s e s  with o t h e r   c o u n t r i e s ,  such as t h e  Hungarian- 
Polish Heldex   en terpr i se  and the Agroraas and Intrammzs 
e n t e r p r i s e s  that a r e  j o in t ly   ope ra t ed  by Hungary and Bulgaria, 

whether Hungary i s  purchasing o r  s e l l i n g  the l i c e n s e s  i n  t h e  
examples  mentioned. 

It i s  n o t  c lear  i n  al1 cases  whether Hungary i s  purchasing a 
product ,  a p rocess ,  a p roduc t ion   p l an t ,  o r  a service. 

could  be nore p o s i t i v e  - Hungary will c o n t i n u e   t o  be dependent.. . 
Last   sen tence : ’  Tme but  misleading.  Except with Rumania,  
t o t a l   t r a d e  ~ 2 s  g r e a t e r ,  The f i g u r e s   r e f l e c t  the Hungarian 
d r i v e  t o  expor t  more a d  import less, no t  a g e n e r a l   r e d u c t i o n  
i n  trade with Eastern Europe o r  a p a r t i c u l a r  e f f o r t  t o  i n c r e a s e  
t r a d e  with t h e  West a t  the expense of Eas t e rn  European t r a d e ,  

Paragraph 51, Line g, las t  wora E Suggest cove: o r  
fiX8.nOe i n  p lace  of o f f s e t .  Offset sugges t s  that the  expansion 
of  m p o r t s  would take place f irst ,  without  regcard t o  whether 
exports   were saleable on the world  market. This i s  a 
p o s s i b i l i t y ,  but it does n o t  seem l i k e l y .  

Paragraph 48, It i s  n o t  made c l e a r  i n  this  paragraph 

Paragraph 49, The Product  column  needs  sone  amplification. 

. .  

Paragraph 50,  F i r s t   s e n t e n c e :  The statement surely 
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