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goviet Economic Poljcy

The fifth examining session on economic Adevelopments
in individual Bastern Buropean countries (1),held on 24th Ncy, 1965,
wea devoted to Hungary.The debote was based on a report prepered by
the United Kingdom Delegction (2) and introduced bty the Pirst Secre-
tary at the United Kingdom Embassy in Budapeot,a member of the

Detfenoe 1Intelligence 3Staff and o reprocentotive of the BRoard
of Trade. The meeting was attended by the pu*y Chief of ﬁksaion

of the United States Embassy in Budapest, as well as high offi-
cials from the United States, the Federal Republic of Germeny and
France.

Ce The attached summary report attempts to survey the pre-
sent economic situation in Hungary, to asscss future trends, in
particular as regards foreign trade, end to arrive at a certcin
number of conclusions.

(Signed) A. VINCENT

OTAN/NATO
Paris, XViéme.

(1) The following countries have so far been examined; Roumaria
on 6th November, 1964 - see C-M(65)18; Czcchoslovakia on 1lth
February, 1965 see C-M(65)41; Poland on 25th February, 1965 -
sec C-H¥é5)&2; and the Soviet-occuplied Zone of CGernany on
29th April, 1565 — see AC/127-D/193.

(2) See AC/89-VP/158 and Commcnts by the German and United Stotes
Delegations; for a record of the examining scssion see
4C/89-D/LTe
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REVIDY OF THo ECGHOMIC SITU.TION LND TRADL POLICY OF

HUNGLRY
Report by the Sub-Coppittee opn Boviet Ecopomic Policy (1)

Ao INTERN.L LCONOMIC BITULTION

Hungary i1s one of the smalleat emong thc¢ Eestern
Earopean Communist countries (93,000 sq.kum.); 4t is completely
landlocked. The populstion of 10.]1 million ie thc smallest cxcept
for Bulgaria and Albania. Though endowed with large bauxite
dcposits and rich agriculturel soil, the country is poor in
natural resources. With a per capita GNP somewhat higher than
that of Poland, bdbut consideradly bclow that of the Boviet occupicd
Zone of Germany and Czechoslovakia, Tungary is a seni-induatriali-
zed country where agriculture still ,lays a major rble.

2+ The Kader régime, installed by thc Boviet Unjon after
the 1956 Rcvolution, has succeeded in providing a ecrtein cconomic
stability and in winning the co- ti of o lurge pert of the
[

~ population, mainly owing to thg guccesg of s

reconciliation and the régime’s acceptance of the need to imwrove

onditions and erase the memory of “‘he Btelinist régime lgd by

CBle he population is casygoing znd morc intcerested in

material welfare thon in ng;;at thgggi; t meems to live bettier
than that of richer countries such as Cgcchoslovakia. Though
Kadar scems to heve menaged to omancipate himself somevhet from
the grip of the Boviet Union i- » Hungcry remains very Cependent
cconomically politicolly (~) on the UBHSR whieh still has
50,000 troops in the country.

3« During the last few yoars, industrial production has
risen at the comporetively high averegc annual rete of 8.5%, i.o.
at about the aame rpto as in Polend and in the 8oviet Union, but
more slowly than in the less-devecloped EBastern Eurcopean countrics,
Roumania arid Bulgaria. Hogever, future tergcte ere much lower
(L.5% in 1965) as the régime secms ;

Lo put the atrepes on QUAlLLY
and 1 [} 1 ther than on uc tity. Such
& policy rcquires, Eowever; gmong otEcr tEiEEsE 1nvcg§§§nt in new
technology, a less burccucratic manegenmcent ond gh ed lr-bour
Hpinh_ln_l;knlx_&p be in 4 ; ort sugggzé ZEEE

i Gov ent heg recogni t hos_been cxperi-

acnting caytiously with ncy ﬁqggggglg;_gggg;ms which are,
hogaiér; iggg far-rcaching than t orc i triplized
0 ist gcountricg of cglo

—y

L« Although thc share of agriculturc in totel invcstmente
is much higher than in other countries of thc region, and in
some Western countries at a comparable lcvel of devclonment,
ggriculturesl output hes nadc slow progrcss. Lhilg all vrivote

(1) A11 changes to LQ/89—WR/16§(Reviscd) arc undécrlined;
omissions are marked by (-)e.
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farng and the plots of collegtive farnmcrg only cover 16 of the
arable land, thcy account for 25% of sgricultursl productione.

As the latter, espccially livestock bre.ding, is of the utmost
importance as en earncr of hard currcncy, thc réginc has recently
altored its hoslile attitude towards thc owncrship of private
plots by collective farmers; it hes also introduced a nuiber

of incentive schcmes. Theec usually involve some sort of share
cropping, the farmers being revardcd in accordance with tha
resulte achieved on the particuler collcctivized land on which
they ars working.

B. FOREIGN ECONOMIC RJOLLTIONS

5¢ Owing to its lack of natural resocurccs, and small honc
market, Hungary is heavily dcpendcnt on forcign trzde; after
Bulgeria, it hos the higheat sharc of imports in the Gross
National Product (13.4%) of any Lastern suropcan country.
Hungarian forcign trade rcsc from $1.2 dbillion in 1955 to §2.8
billion in 1964, This is equivelcnt to an annual everage ratcef
11%, a record matched only by Rouumis mé aia in recat yoars. The
share of Coampunist countries in Hungary’s trade has rcmained at
closc to 70K during the leat 5 ycars, whercas thet of the Soviet
Union has grown from 30% to 3% and that of NiTO countrics from
12-§ to 15.% by 1963.

6. Hungexry depnnda on the Bovicet Union gnd Egstern Burope
of nearly 21} raw metcrinls. The cxgeption is

for supplics

bauxite h gb fH i oduction is cxported to
Eg_gm_gigg_mﬁ grc is aiso a long-tcrm agreement for the
cxport to the U3 of incrcesing quentitics of cluminn for pro-

cessing. Hungary ip (-) disappointcd by the prougress of the
division of labour within COH.CON, @ principlc to which, bccausc

o ‘ - ig very wegddcds ungary
ig a fai ncmber o is organizatlony/ it is linked to the
COL.LCON pipeline, electric power grid, and wagon pool, z2s wcll as
to the neowly established organization INT_RWLJL, a kind of
stecl community with its headquartcers in Budapost.

7. Hungory’s trado with tho W has
developad lees rapidly than its ovor trade, t trode with
NATO countries alone has grown fastor thon trade with cll other

regions, including the Boviet Union. The greatest obatacle to
a further expansion ariscs from thc daifficulties encountcred dy
Hungery in incrcasing 1ts cxports. W

triep, Hung ag accumilatcd a trade deficit o

which is continucusly increasing.
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8. The prospects of an expansion of Hungery’s trade with
the West do not seem to be too fevourable for &cveral rcasons :
- the country’s heavy dependence on the Sovict Union
o o) ni & g € of raw
materials and markets for its actures products;

= the fact that 60f of Hungery’s cxperts to Westcrn
induetriclized countrios aro composed of cgricultural
products, a market that ia being mede morc difficult
to enter by the now arrangoments of the LEEC;

- the fect that many of the menufacturgs which Huneary
does attcempt to gell in Westcrn merkets arc uncompcti-
tixe op quality grounce;

- Hungary's limitecd capacity to cnsure thc servicing and
ropaymont of eredits, given tho heavy deficit in tlhre
balance of peymentsy

—-[Ehe problem for Hungary to obtain a rcduction of
quantitative and tariff rcstrictions to its cxports,
owing to the difficulty for e country with a statc
trading system to offer :?preaponding bencfits to its

¥Ycgtern trading partners

9. Nevortheless, the Hungarian Govcrnment scums to be
gemuincly intercested in an expension of its trode with thce West.

Among thc means copsidered to thisg ond aret

= an inereaese in exports of egriculturel products,
principelly through a systcem of bertering live
cattle ageinet Wostern fodder and foertilizers;

~ a rise in tho technical standard of its mamufccturcd
goods to be achieved by sending studcnts and tcchnical
comniesions to Westorn countrics; the rccent accep-
tance of 60 Bcholarships offercd dby the Forc Foundetion
descrves to be mentioncd here}

- co=0Opcoration with Western compenies for joint produc-
tion, a projoct elso studica by thc Polish, Roumgndan,

wowm. the mein problom
etill to be solved being that of joint manaoicmont.
C. CONCLUSIONS

10« As in the casc of other Eastern Europcan courtrics such
as Poland, the situation in Hungary seccms to bc somcwhat fluid.
In recent yecers the economy has madc stcady progress, but some
slowing down of the ratc of growth is now cxpectcd. The regime
has introduced a more moderatc line in its ecgricultural palicy,
and is cautiously cxperimcnting on ncw forms of industrial admi-
nistration and management.
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\ 11, The Committec can only offer very tentative conclusiuns
as to thc possibilitics for R.TO countrics of loosening the tics
bectween Hungary end the Soviet Union by inereasing trade 3

=~ though highly dopendent on the Buviot Union and
Egstern Buropc as supplicrg of fucl, rew metcrials,
eleetriec onorgy amd military equipment, Hungary, in
order to modurnize ite industry, wishce to avail
iteelf of all tho advantagoe which trede cxchangcs
with tho Weset providojy 1t soomes preparcd to study
now forms of co-oporation with Western firms and to
sond atudente and technioirns to thue Weet to study
technicel progrces; H cfrop n thi cg~

tion mey bc stimuleoted its diseppointncnt with the
slow Erogcss 07 CUI=Gll 1in p_romo{mg thce division of
abour w n ommumiet group of countrics. Howcver,
%ﬁﬁgarx Ts carctul not to run the riek of possible
oviet countcr-mecesurcs, the memory of which is still(-)
elive in thc country;

~ though chencos of dissociating Hungary from the Sovict
Union are not very grcet in thce near futurc,owing
partly 1o tho prescnce of Soviet troops in thc country,
longer-torn proppoctg aero loge clecouraging apd the

c¢et should continuc, in perticular through clecer

cconamic rolations, to help Hungary in esscrting its
own national interests; Wostern countries should teke
such stcpe ae they feel eppropriatc with e viow to
cxpanding trede with Hungory, in particular facllita-
ting the acccss of Hungeriaen products to Vestern
narkcts without dameging thc lcgitimate commercial
intercats of other countrios, ospeccinlly thooe of the
frco world which esre still in the course of developmunt;
the sctting up of joint entorpriscs, the cxtcnsicon of
scholarshipe and othor forme of technical assistance
should be oncouregedp the possibility of cstablishing
rclotione botween Hungery and such internetional orga-
nizations as G\.TT and the &EC should alsc be cxplored.
YViestern countrics should meintein an ccornomic policy
flexible onough to bc able to tako pdvantage of the
opyortunitics that dovclopmonts in Hungrrian forcign
¢ccaononic rclations might offor end for this purposc
should follow closely such dovelopmcnts,
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