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ECONOMIC  REVIEV OP INDIVIDUAL EASTERN  EUROPEAN  COUNTRIES: 
HUNGARY 

Note by the  Chairnan  of  the  Economics  Cornittee 

Within  the  framework  of  the  second  series  of 
examinations  of  economic  developments  in  each  of  the  Eastern 
European  countries  and  in  the  Soviet  Occupied  Zone of 
Germany(l),  the  Sub-Committee on Soviet  Economic  Policy  held 
on  22nd  June,  1967 a special  session  devoted to Hungary  with 
the  participation  of  experts  from  various  capitals(2). 

2. The Committee of Economic Advisers, after  considering 
the report  by  the  Sub-Committee,  thought  that  the  Council 
might be interested  in  the  results of this  review,  The 
attached  report  brings  the  findings  submitted  to  the  Council 
in  July  1965(3)  up  to  date.  It  deals  in  particular  with  the 
further  development o f  economic  reforms  as  well  a8  with 
Hungary's  external  economic  relations, As in  the  previous 
report,  some  conclusions of  a more  general  nature  have been 
dram. 

(Signed) A. VINCENT 

OTAN/NATO, 
Brussels, 39. 

(1) Czechoslovakia:  (C-M(67)1); 
Bulgaria:  (C-Pat(67)39; 
Soviet  Zone of Germany:  (C-M(67)45). 

( 2 )  For a summary see  AC/89-D/59 
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ECONOMIC REVIEW OP EASTERN  EUROPEAN  COUNTRIES 
I "I-."" 

Peport by the  Economi.cs  Committee 

Hungary is one  of  the enal3.er Cocmunist  countries 
wit11  about 10 nilkion  inhabitants, 1% has one of  the  lowest 
rates of populaticn  increase  in  Eastern  Europe.  Although  the 
country  is p o o r  in  natural  resources,  its per capita  national 
income is higher  than  that  of  €?.mania,  Bulgaria  and  Poland. 

2, The reforms envisaged f o r  implementation  in  Hungary 
en  bloc as of 1st  January,  1968,  are  considered to be among 
the  most  progressive of Eastern  Europe9  short of Yugoslavia. 
But  the  whole  programme is still  largely  tentative  and 
experimental.  The  substance  of  the  reforms  will  become 
clear  only  after  all  the  practical  measures  have been applied, 
and  results w i 1 . l  probzbly not  become  apparent  before  the  end 
of the  currant  five-year  planning  period  (1966-1970)  although 
drastic changes in  the  bureaucratic  apparatus o f  the  Hungarian 
capital  are  already  under  way. 

3. The jreform  plans  were  preceded  by a number o f  
measures,  beginning  in 1957, although  these  were  not  conceived 
as a comprehensive  ref3rm  programme.  Nevertheless,  these 
piecemeal  measures  should be seen as forming  part  of a 
developing  process  starting  with  the  Hungarian  uprising in 
1956  and  terminating  its  first  stage  at  the end o f  1966, 
The year 1967 is designed to serve  as a preparatory  period 
until, at  the beginning of 1968, the  fundamental  elements of  
the  new  economic  mechanism  are to be introduced, 

4, The  reforms  attempt, in substance,  to  transfer a 
sizeable  amoxnt of economic  decision-making from the 
Government  and  the  different  Ministries to the  competence  of 
the  enterprises,  In  contrast to Czechoslovakia,  the  Soviet 
Zone  of  Germany  and  Bulgaria,  Hungary  does not plan to 
concentrate  most  of  managerial  responsibility in industrial 
or regional  monopolies, It is  in  particular  the  rôle o f  
enterprises  which  will  undergo a change,  Instead of 
mechanically  executing -the tasks  imposed  on  them  as a result 
of decisions  taken  by  the  planners.of  the  national  economy, 
they : v i l 1  have  their  own  fields  of  responsibility,  The 
contemplated  system of price  formation  will  probably  have a 
great d.eal in  common  with  the  new  system  already  partially 
implemented  in  Czechoslovakia,  Three  categories of Trices 
are  being  introd-uceds in the  first  category  prices  remain 
fixed by the  al-xthorities, in the  second  maximum-mini-mm l i n i k s  
are  established, and in  the tlnird,  prices  should be able  to 
follow  market  fluctuations.  This  price  reforn will be 
supplemented by the  introduction of a new  rate of exchange, 
coupled  with a more  liberal  approach  to  foreign  trade, 

-3- NATO CONFIDENTIAL 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



- NATO CONFIDENTIAI; 
C"( 67) 67 

-4- 

B. RECENT  ECONOMIC  DEVELOPMENTS 
5, After a fairly  even  development  over  the  past  five 

years,  the  Hungarian  economy  slowed  down  in  1965  when  national 
income  increased  by  only 1.1% over  the  preceding  year.  The 
main  reason  was a steep  decline  in  agricultural  output  which 
coincided  with a decline  in  industrial  expansion.  In  addition 
to this,  Hungary's  balance of trade  position  had been deteriora- 
ting  progressively  since 1957. 

6. Viewed  against  this  background,  it  can be. said  that 
Hungary  staged a full  recovery  in  1966.  Both  industry  and 
agriculture  exprnded  by  similar  rates,  and  in  foreign  trade 
the  past  deficit  on  current  account  turned for the  first  time 
since 1956 (with  the  barely  significant  exception of 1961) into 
a small  surplus.  This  coincided  with a decrease  in Hungary's 
outstanding  credits  with NATO countries,  some  third of which 
is  in  credits o f  over  five  years'  duration.  National  income 
increased  by  about 6% over  1965,  which  is 2% more  than  had  been 
planned e 

7. As a result of this  favourable  development,  the 1967 
budget  is 12% higher  than  that of 1966.  This  considerable 
increase  in  expected  revenue  appears  to be largely  based  on  an 
optimistic  estimate  of  enterprise  payments  brought  about  by 
increased  productivity,  Almost 50% of  total  expenditure  is 
earmarked  for  investment ( o f  which: 47% in  industry, 17.8% in 
agriculture, 14% in transport  and  communication)  and  growth of 
reserves,  The sum of overt  defence  expenditure  increased  in 
absolute  terms,  but  its  share  in  total  expenditure  in  fact 
decreased. It is  probable,  however,  that,  as  in  the  case of 
other  Communist  countries,  the  real  volume of defence 
expenditure  includes  sums  concealed  under  other  headings  in 
the  budget.  Moreover,  Hungary  is  receiving  military  equipment 
from  the  Soviet  Union  and  it  is  not known whether  and  if so 
how  much  she  is  paying  for  it.  This  explains  the  fact  that 
although  the  official  defence  share  in  the  budget  had  shrunk 
from 7.4% in  1963 to 5,2$  in  1967,  the  Hungarian  Minister of 
Defence  was  able to claim  in  his  budgetary  report  that  Hungary 
has  practically  completed  the  construction of modern  air  defence 
and  considerably  increased  the  number of modern  tanks  as  well 
as the  fire  power o f  the  ground  troops. 

8. A s  a result of a rapid  pace in industrialisation,  the 
proportion of the employed population  in  industry is now  higher 
than  that  in  agriculture.  Overall  industrial  progress  has, 
however, been impeded by the  fact  that  Hungary is not  self- 
sufficient in any  industrial raw material except bauxite, In 
1966,  gross  industrial  production  increased  faster tbn..had 
been  planned,  The  6.6%  growth  rate  attained, a considerable 
improvement over the  1965  performance,  is  due  mainly to a rise 
in  labour  productivity,  which  increased  at a higher  rate (5.5% 
instead of 3.2 to 4.8% planned)  than  in any of  the  past  five 

NATO CONFIDENTIAL -4- 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



-5- - NATO CONFIDENTIAL 
c-433767 “ y _  

years,   In  particular,   the  chemical and rubber  industries 
maintained  their   posit ions  as  the  fastest  growing i n d u s t r i a l  
branches,  whereas the  growth r a t e s  o f  the mining and food- 
processing  in.dustries  lagged  considerably  behind, 

9. In   agr icul tural   product ion  there  was, i n  1966, an 
increase of some 6% which, however, only compensated f o r  the  
corresponding  decline i n  1965. The t o t a l  bread  grain  crop was 
scmemhat smaller $han i n  1965 but it covers  the  requirements 
o f  the  country.  Rural  enigration i s  beconing a serious 
problem i n  Hungary, where, since 1960, ag r i cu l tu ra l  manpower 
has decreased by some 21%, Since   hous ing   f ac i l i t i e s   i n   c i t i e s  
have beccme scarce ,   the   t ide  i s  said t o  h w e  somewhat abated. 
The problem ne-fertheless  remains  very  serious,  since i t  i s  not 
s o  much the  numerical  reduction which (:awes  anxiety  but  rather 
the  qual i ty  o f  the  labour  force; on some fams, the  average 
3ge of the  workers i s  very  high. 

10, O f  pa r t i cu la r   soc i a l  and economic importLance a r e ’  
household p l o t s ,  which enter  f o r  over 3G$ i n  the   na t iona l  
income froln agriculture.  Co-operative  farm  families  derive 
over 52% of  t h e i r  income from household ; lots .  In  view o f  
the   different   incent ive measures the Hungarian Government has 
taken  recently, one can  asswne t h a t  household p l o t s  will 
continue t o  play a very  important and o f f i c i a l l y  acknowledged 
part in   agr icul tural   product ion.  

11. In view of  the overall recovery of the  Hungarian 
economy but a l s o  o f  i t s  r e l a t i v e l y  slow progress  over the 
p a s t  f ive  years ,   the  growth r a t e s  planned f o r  the  period 
1956 t o  1970 ;-emain  more r e a l i s t i c  than those o f  e a r l i e r  years. 
National income i s  expected t o  r i s e  a t  an  average of 3,5 t o  
3-  9% as   against  6.3% planned and 4.7% achieved in   the   p rev ious  
plaanlng period, Per  c a p i t a   r e a l  income i n  general should 
ixcrcase  airnually by 2.7 t o  3.0% as against  4e1% in   the   per iod  
1 9 6 1  t o  1965 and that o f  the  agricul-kural  popula3ion i n  
par t icu lar  by only 2 - 8  t o  3*4$ as   against  4.7%. Amual growth 
r a t e s  or“ gross   industr ia l   output  were 7.9% f o r  the  period 
1 9 6 1  t o  1965 and zlre planned a t  5.7 t o  6,3$ fcr l966 t o  1970, 
In agriculture  the  corresponding  f igures  are 1.85 and 2.5 t o  
2,8$ with a considerable planned increase  in  crop  output as 
opposed t o  the  l ivestock  sector .  

1 2 ,  These f igures  show t h a t   i n  many respects   the 
Hungarian third  f ive-year  plan i s  the  most  moderate o f  t h e  
plans now being  undertaken i n  Eastern  Europel A s  a r e s u l t  of 
t h i s ,  ths  economy w i l l  probably,   after 1970, emerge st-ronger 
a d  s0;nowhc-b b e t t e r  balanoed  than  bcfore  but with a continued 
w;vrealil?_ess in   ag r i cu l tu re ,   w i th   d i f f i cu l t i e s  i n  the  balance o f  
psymen-bs and with no s t r i k i n g  improvement in   the  s taxdard Of 
l iv ing ,  
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C, EXTERNAL ECONOMIC RELATIONS 

13. Hungary  ranks f i f t h  amongst  European  Communist 
countries in t o t a l  foreign  trade  turnover. In terms of  foreign 
trade per head,  she  lies  third  after  Czechoslovakia  and  the 
Soviet  Zone of Germmy, Foreign  trade  is  vital to the grovdh 
of Hungary‘s  economy  since  the  country  lacks many o f  the  bzsic 
raw materials  required for the  development  of  its  industry. 
In 1966, exports  increased  by  almost 7% over 1965 whereas  the 
increase  in  imports  was by far slower than planned (3% instead 
of 8%). Thus  Hungary  was  able. to achieve,  in 1966, a marginal 
surplus in her balance of trade,  representing o n l y  0.3% of 
total  trade. 

144 67% of Hungary’s  foreign  trade is with  Communist 
countries - over  half of  it with  the  Soviet Union alone - and 
about; 23% of the  trade  turnover’is  with  countries of the 
industrialised  West. In 1966, Hungarian exports to oountries 
in  Western  Europe - largely  processed  food,  consumer  goods, 
metallic  semi-manufactures  and  telecommunication  instruments - 
increased  by 14$ against  only a 4% increase  in  exports t o  
COMECON countries-which was mainly  due to a stagnation  in 
exports of machinery.  Hungary  has  also  been  active in 
co-operating  with  Western  firms  either by purchasing  the  right 
to manufacture  under  licence o r  by agreements. for industrial 
and technological oollaboration,  including  joint  marketing  in 
t h i r d  countries. 

15. ln November 1966, Hungary was granted  the  status of  
observer  with GATT but  according to the  Hungarians  themselves, 
it w i l l  take  several  more  years  until  Hungary  might  apply for 
full membership. 

D. CONCLUSIONS 

16. During  the  period of the  preceding f ive  year plan 
(1961 to 1965) the  rate of growth o f  the  Hungarian  economy 
experienced a steady  decline;  it  did  not  exceed an average of  
4.7% instead o f  the  planned 6.3%. An increase  of  slightly l e s s  
than 4% is foreseen  in  the  plan  for  the period 1966 t o  1970. 
Nevertheless,  in 1966, an expansion of some 6% was achieved 
and  this  result  must  have  been  reassuring f o r  the  Hungarian 
planners 

17. In  foreign  trade,  Hungary is likely t o  continue to 
depend to a large degree on trade  with the USSR, which is 
planned t o  increase  even  further in the  coming  years. On the 
other  hand,  trade  with  other  Eastern  European  countries is 
likely to continue  its  downward tr;snd, Trade relations  with 
the  industrialised  West will probably  expand  because of 
Eungary’s  need f o r  up-to-date  machinery and equipment.  Hungary 
might  find  it  easier to finance  such  imports  from  the  West  if - 
as it is not unreasonable t o  think - her  exports became more 
NATO CONPIDETJTIAL -6- 
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economic reforms. 
that o n l y  with The-Hungarian  planners  have cone to realise 

increased  contacts  with  the  West  can  they  find  the  capital 
goods  vital f o r  the  growth o f  their  economy  which  they  are 
unable to obtain  through CONIECON trade. 

18, A s  regards  the  Western  countries’  attitude  towards 
Hungary in the  economic  field,  the  conclusions  contained  in 
the last report(1)  remain  on  the whole valid,  With a view to 

’ encouraging  Hungary to assert  her  national  interests,  Western 
countries  should,  without  damaging  the  legitimate  commercial 
interests of other  countries,  specially  those of the  free 
w o r l d  which  are still in  the  course of develcpment,  endeavour 
to develop  their  economic  reTations-with  -her, .-MM0 members 
should  in  general  maintain an economic  policy  flexible  enough 
to be able to take  advantage of the  opportunities  that fur ther  
developments in Hungary’s foreign  economic  relations might 
of fe r  and f o r  this  purpose  they  should f o l l o w  closely  such 
developments. 
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