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Draft  Report t o  the Committee of  Economic Advisers 

Note by the  Chainnan 

In   the   se r ies  of re-examining  sessions(1) a special  
meeting  devoted t o  Hungary was held on 22nd June, 1967 with the 
par t ic ipat ion of experts( 2) 

2, The attnched D r a f t  Report i s  based on the results of 
this meeting, as well as on the detai led note  prepared by the 
United Kingdom authori t ies(3) .  I t  is  intended t o  bring  the  report  
submitted t o  the  Council i n  July 1965(4) up-to-date and i t  deals 
i n   pa r t i cu la r  with the  fur ther  development o f  economic reforms 
as  well as with Hungary’ S external  economic relat ions.  As i n  t h e  
previous  report, some conclusions of a more general nature have 
been dravm. 

3. This d r a f t  will be put on the agenda of  one of the  next 
meetings of the Sub-Committee, 
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ECONOMIC REVIEW OF USTERIT EURClPE_/I_N COULTTRIES 

HUITGXfX 

Dra f tRepor t  t o  the Committee o f  Economic Advisers 

Hungary i s  one o f  the  smaller Communist countries with 
about 10 m i l l i o n  inhabitants.  It has one o f  the  lowest  ra.tes o f  
population  increase  in  Eastern Europe,  Although  the  country i s  
poor-  in   natural   resources ,  i t s  per  capita  national income i s  
higher  than  that o f  Rumania, Bulgaria and Polar,d, 

A. ECONOMIC REFORMS 

2, The reforms envisaged f o r  implementation i n  Hungary en 
bloc as of 1st January, 1968, are  considered t o  be among the most 
progressive o f  Enstern Europe, s h o r t  of Yugoslavia, But the 
whole programme i s  s t i l l  largely  tentat ive and experimental. 
The substance o f  the  reform wil.1 become clear   only  af ter  all the 
pract ical  measures  have  been applied, and r e su l t s  w i l l  probably 
not become apparent  before  the end of the  current  five-year 
planning  period (1966-70) although  drastic changes i n   t h e  
bureaucratic  apparatus of  the Hungarian capital are already  under 
way 

3.  The reform  plans YjJere preceded by a number of measures, 
beginning i n  1957, although these were not  conveived as a 
comprehensive reform programme. Nevertheless,  these  piecemeal 
measures  should be seen  as formi?xg par t  o f  tc developing  process 
s ta r t ing  with the Hungarian up r i s ing   i n  1956 and terminating i t s  
f ipst   s tage a t  the end o f  1966. The year 1967 i s  designed t0 
serve 8s a preparctory  period  until,   at  the  beginning of  1968, 
the fundamen.tu1 elements of the new economic mechanism are t o  be 
introduced. 

The reforms  attempt,  in  substznce, t o  t ransfer  tl sizeable 
amount o f  economic decision-making f rom the government and the 
different   minis t r ies  t o  the competence of the en terpr i ses .   In  
contrast  t o  Czechoslovakia,  the  Soviet Zone o f  Germany and' Bulgaria, 
Hungary does  not  plan t o  concentrate m o s t  of  managcrial 
responsibi l i ty   in   industr ia l  o r  regional monopolies. I t  i s  i n  
particular  the  rôle of enterpr ises  which will undergo 2 chmge.  
Instead of mechanicall-y  executing  the  tasks imposed on them as a 
resu l t  of decisions  taken  by  the  planners of -the nat ional  
economy, they will have the i r  own f i e l d s  o f  responsibi l i ty .  The 
contemplated  system o f  price  formation will probably  have a 
great   deal   in  common with the new system a l ready   par t ia l ly  
implemented i n  Czechoslov&ia.  Three  categories of  pr ices   are  
being  introduced: i n  the f i r s t  category  prices  remain  fixed;  in 
the  second naximum-minimum limits are  est?.blished, P n d  i n   t he  
third, prices  should be able t o  f o l l o w  mmket f luctuat ions.  T h i s  
price  reform w i l l  be supplemented by the  introduction o f  a ncw 
ra te  of exchange,  coupled with a more l i b e r a l  approach t o  foreign 
trade. 
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B, RECEAT ECONOMIC DEVELOPMENTS 

5. After a f a i r l y  even  development over  the past   f ive  years ,  
the Hun@rj.an economy slowed dawn i n  1965 when nat ional  income 
increased  by  only 1.1% over  the  preceding  year. The min   reason  
\-ras a steep  decline  in  agricultural   output which coincided with a 
dec l ine   in   indus t r ia l  expcmsion. In   add i t ion  t o  this, Hungary's 
balance o f  ixade  position, had been de ter iora t iw  progress ive ly  
since 1957, 

Hungary staged a full recovery i n  1966. Both industry Land 
agricul ture  expanded by similar  rates,  and in   foreign  t rade the 
past de f i c i t  on  current  account  turned f o r  the first t i ne  SinCe 
1956 (vi th   the  barely  s ignif icant   except ion o f  19611 int.0 a small 
surplus. This coincided with a decrease i n  Hungary S outstanding 
c red i t s  w i t h  NATO countries,  some t h i r d  of which is  i n   c r e d i t s  
of over 5 years  duration.  National. income increased by about 6% 
over 1965, which is  HO more -t;hcan hsd been  planned. 

7* AS a result of t h i s  favourable development, the 1967 
budget is 12% higber  than t h a t  .of 1966. T h i s  considerzble  increase 
i n  expected.revenue  appears to be large*  based on an opt imist ic  
.estimate o f  enterprise payments b r o u a t  about by .increased 
productivity. Almost 5w0 of t o t a l  expenditure i s  earmarked f o r  
investment (of which: 47% i n  industry, 17.8% i n  agricultur-, 
L!$ i n  tmnspor t  and communication) and a m t h  of  reserves. The 
sum o f  overt  defence  expenditure  increased i n  absolute  terms,  but 
i t s  share i n  t o t a l  expenditure i n  fact  decreased. It i s  probable, 
however tha t ,  as in   the   case  o f  other Communist countr ies ,  the 
r e a l .  volume of' defence  expenditure is concealed under other 
headings i n  the  budget. Moreover, Hungary is  receiving  military 
equipment from the  Soviet Union and it i s  not known whether and i f  
SO how much she i s .paying  f o r  it. This expltzins the fze t  tha t  
although &e official  defence  share  &n  the  budget ha3 shrunk fr m 
7.4% in 1963 t o  5.2% i n  1967, the  Hunmrian  Minister of  Defence 
was cible t o  e1z.h i n  h i s  budgetary  report that Hungnry has 
prac t i ca l ly  comsleted t he  construction o f  modern z i r  dlef'cnce cnd 
considerably  increased  the number of modern tanks as well a s  the 
f i r e  power of the ground t roops .  

6, Viewed against  t h  is background I i t m.n be said thzt 

8. As a result o f  a rapid pace in   indus t r ia l i sa t ion   the  
proportion of the employed population  in  industry i s  now h i m e r  . 

than that  in agriculture.   Overall   industrial   progress has, however, 
been Impeded by  the fac t   tha t  Hungary is n o t   s e l f - s e f i c i e n t   i n  
any indus t r ic l  PEW matcrial erci,2pt bauxi te .   In  1966, gross  
industrial   production  increased  faster than had been plD.nned. The 
6.6% grovrth rate  at tained,a  considerable improvement over t h e  1965 
Per fO~anCc,  fs due m a i n l y  t o  a r i s e  i n  labour productivity,  which 
increased a t  a higher   ra te  (5.5% instead of 3.2+,8% pl=&) than 
in  any of' the past f ive   years .   In   par t icu lar ,  the chemical 2nd 
rubber induetrfee mdatained  their   posi t ions as the  fas tes t  
€Vowing industrial   branches,  l-lhereas the growth mtes of the  mining 
and food-processing  industries lagged considerably  behind. 

t 
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4 
9. In  qg9,cultural   production  there IKjas, i n  1966, 2.n inzrea,cc 

of sone 6% which,  however, only corn-penscted for the  corrcsyonding 
decline i n  1965, The t o t a l  bread  grain  crop was scmeuhat smn11er 
than i n  1965 but i t  covers  the  requirements o f  the cov-ntry. 
-Rural emigration i s  becoming a serious  problun i n  Hun@.ry Vkre ,  
since 1960, a g r i c u l t u r d  manpower hzs  decrecsed by some 21%. 
Since  housing  fp .c i l i t ies   in   c i t ies  have become S C ~ J ? C C ,  the t i d e  
iis scid t o  have been somewhat abated, The problem nevertheless 
remains  very  serious,  since i t  i s  not  s o  much the  numerical 
reduction which cmses  anxiety  but  rather  the  quali ty o f  the 
labour force,  especially  since  the  zvercge age o f  co-operF.tive 
f n m  workelas is nom 63 i n  "weakt1 farms. 

10, Of parti-culr~r,-s'ocial  and ecmomic importance are  
household plots ,  vhich enter f o r  over 30% i n  the  national income 
f rom.  agriculture.  Co-operative f3rm families  derive over 530 
of  t he i r  income fYom household  plots.  In view of the d i f fe ren t  
incentive mecsures the  Hungarian government has  t&en  recently, 
one can assume th2. t  household p lo t s  will continue t o  play 2. very 
important 2nd o f f i c i a l ly  acknowledged pa r t   i n   ag r i cu l tu ra l  
produc tion. 

11. I n  view of the  overall.  recovery of  the Hungmian 
economy but a l s o  of i t s  r e l a t i w l y  s low progress  over  the  pzst 
f ive  years ,   the  growth r a t e s  planned for the  period 1966-1970 
remain more r e d i s t i  c than  those o f  carlier  years.  Naticmal 
income is  exL3ected t o  r i s e  a t  m avercge o f  3.5-3.9$ as  egainst  
6.3% plmned and 4.7% achieved in  the  previous  plxming  period,. 
Per   capi ta   real  income in  general  should  increase ,n,nnually by 
2.7-3*% as rga ins t  4.1% i n  t he  period 1961-65 and thz t  of the  
agricul tural   populat ion  in   ppzt icular  by only 208-3.4$ CS a p - i n s t  
4,7%. R n n u c l  growth ra tes  of  TOSS industr ia l   output  were 7 . s  
f o r  the  period 1961-65 and are  planned at 5.7-6,3$ f o r  1966-70, 
In agriculture  the  corresponding  figures are 1.8% znd 2,5-2,8$ 
with a considerable  planned  increase  in  crop  output 2.5 opposed 
t o  the  livestock  sector. 

1 2 ,  These f igures  show thEt i n  many respccts  the H u n g m i m  
third five-year  lm is  the most  moderate o f  t he   p lms  now being 
undertdcen i n   h s t e r n  Europe. A s  a r e s u l t  o f  t h i s ,  the -monomy 
w i l l  probnbly, a f t e r  1970, emerge stronger and  somewhat b e t t e r  
balcnced  than  before  but  with 2- continued  wedmess in  agricul ture ,  
wi th  d i f f icu l t ies   in   the   bc lznce  o f  payments m d  with no s t r ik ing  
improvement i n   t h e   s t m d z r d  o f  l iving.  

C. E X T E R N P J I L A T I O N S  

13. Huncmy rmks f i f th  anongst  Soviet  bloc-  countries i n  
totzl   foreign  t rade  turnover .   In  terms cf' f areign  trr.de p o r  l"e2.d 
she lies t h i rd   a f t e r  Czechoslovz.kia a d  'the  Soviet Zone o f  Gemmy. 
Foreign  trade i s  v i t a l  to the growth o f  fiungmy's economy since 
the  country  lacks m m y  o f  the basic r2.w materials  required f o r  
the development o f  i t s  industry.   In  1966, exports  increased by, 
a lmost  7% over 1965 whereas the  insrep-se i n  imports TX.S by f x  
slower than  planned (3% instead of 8%). mus Hungary was ,?ole t o  
achieve, i n  1966, a marginal surplus  in  her  balance of  trade, ' 
representing  only 0.3% o f  t o t a l  trc.de. 

-5- NATO C ON FT DENT IIJ- 

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



?AT0 CONFIDENTIAL -6- 

14. 6'7% of Hungmy's foreign  trade is w i t h  Communist countries - 
o v e r a a l f  of it with the  Soviet Union alone - and nbout 23% of 
the  trade  turnover is with  countries o f  the   industr iz l iscd Vest 
In 1966,  Hungarian  exports t o  count r ies   in  Western  Luope - largely 
processed food, consumer goods, metal l ic  semi-manufactures m d  
telecommunicatiori  instruments - increased by l4% ag?.inst  only 2 4% 
incrmse   in   expor t s  t o  COMECON countries which RES mzinly due t o  a 
stagnct ion  in   exports  o f  machinery, Hungcry has also becn active 
i n  co-operating w i t h  Western firms e i the r  by purchr?.sing the right 
t o  mcmuf'acture under l icense o r  by agreements f o r  indus t r ia l  
technological  collaboration,  including  joint  mnrlceting i n  th i rd  . 
countr ies ,  

15. I n  November 1966, Hungmy was granted  the  status o f  
observer with GATT but  according t o  the  HungmiLms  themselves, 
i t  w i l l  take several more years   un t i l  Hungary m i g h t  zpply f G r  full 
membership. On the  other hand Hungary i s  rather act ive  in   her  
enquiries  about  establishing  relations with the Common Market. 

D. CONCUTSIONS 

16. The conclusions  contained i n   t h e  l a s t  report(1) remain 
on the whole val id ,  The Hungarim economy has experience&, in   the  
past f ive  years ,  E steady  decline  in  the growth o f  nc.tionF.1  income 
which was scheduled t o  increase by 6,3$ annually but actual ly  grew 
by 4.7%. An increase of l e s s  a2.n 4% is foreseen f o r  t h e  period 
1966-70. Within this abating rhythm o f  economic exp.nsion  the 1966 
performance must have  been  reassuring for the HungP.ri.cn plmners.  

17, I n   f o r e i a   t r a d e ,  Hungcry is l i k e l y  to continue t o  be  
. dependent t o  a la rge  degree on trade with the Soviet Union, which.. i t  

i s  phnned t o  increase even fur ther .  The r a t e  of grov\rth of  ta?F..de 
w i t h  other  Eastern European countries is, on the  o t h e r  hmrj, l i ke ly  
t o  continue i t s  downward trend.  Trzde r e l a t ions  with thz; 
indus t r i a l i  sed West w i l l  probaLbly be  expanded bccausc. of Hungmy's 
need for up-to-date  machinery 2nd equipment. The economic reforms 
could  lead  eventually t o  Hungary's exports becoming more competitive 
on world mwkets v r h i c h  would help t o  f i nmce  t h e  exgectcd  expznsion 
of imsorts f r o m  the West, The Hungarian  planners  hme come t o  
rea l i se   tha t   on ly  w i t h  increased  contacts with the West c m  they 
f ind  the  capi ta l  goods v i t a l  f o r  the growth of  t h e i r  econom:. which 
they  are unable to  obtain  through COMECON trade.  

18, By promoting joint  economic ventures,  granting most  
favoured  nation  treatment and opening up t h e i r  own markets t o  
Hungaricm  goods,  the West should, without damaging the legit imate 
commercial i n t e r e s t s  OP other countries,  especl2lly  thbse of t he  
f ree  world which are  s t i l l  i n  the  course o f  devclopmcnt, continue t o  
help Hungary in   a s se r t ing  its own na t iona l   in te res t s .  NiTO ' 

countries  should  maintain an economic policy flexible enough t o  
be able t o  t'ike advanta e of the  opportunities  that  f u r t h w  
developments i n  Hungary e; S foreign economic relrrtions might o f f e r  and 
f o r  this PurPose  they  should follow closely  such developments, 
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