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SUB;COMMITTEE ON_SOVIET ECONOMIC POLICY

REVIEW OF THE ECONOMIC SITUATION AND TRADE POLICY OF:

HUNGARY

Draft Summary Report to the Committee of Economic
. Advisers

Note by the Chairman

As instructed by the Sub-Committee (2), the
Internatienal Staff has prepared the attached Draft Summary
Report on the discussion of the Hungarian economy for the
Committee ¢f Economic Advisers which might wish tc send a
report of this kind to the Council,

: 25 This draft will be put on the Agenda of the next
meeting of the Sub~Committee on 24th of June, 1965,

(Signed) A. VINCENT

OTAN/NATO
Paris, XVlie.

*l? Tor the French text, see !C/89-WP/163 and Corrigendum.
2) AC/89-R/67
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REVIEW CF THE ECONOMIC SITUATION AND TRADE POLICY OF :
HUNGARY

Note by the Chairman of the Sub~Committse on
Soviet Economic Policy

The fifth examining session on economic developments
in individual Eastern European countries (1), held on 24 th May,
1965, was devoted to Hungary. The debate was based on a report
prepared by the United Kingdom Delegation (2) and introduced
by the Commercial Counsellor at the United Kingdom Embassy in

Budapest, a member of the Research Department of the Defence Minis=—

try and a representative of the Board of Trade. The
mee%ing was attended by the Deputy Chief of Mission of the
United States Embassy in Budapest, as well as high officials

from the United States, the Fedcral Republic of Germany and
France,

2. The attached summary report attempts to survey the
present economic situation in Hungary, to assess future trends,
in particular as regards foreign trade, and-to arrive at a
certain number of conclusions.

(1) The foilowing countries have so far been examined; Ruirania
on 6th November, 1964 - see C-M(65)18; Czechoslovakia on
11th February, 1965 see C-M(65)41; Poland on 25th February,
1965 -~ see C-#(65)42; and the Soviet—occupied Zone of
Germeny on 29th April, 1965 — see AC/89-WP/159.

(2) See AC/89-WP/158 and Comments by the German Delegation
(AC/89-WP/158/1).
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REVIEW OF THE ECONOMIC SITUATION AND TRADE POLICY OF

HUNGARY

Report by the Sub-Committee on Soviet Economic Policy

Ao INTERNAL ECONOMIC SITUATION

Hungary is one of the smallest among the Lastern

'European Communist countries (93,000 sq.km.); it is completeiy

landlocked. The population -of lOel million is the smallest -
except for Bulgaria and Albania. Though endowed with large
bauxite deposits and rich agricultural soil, the country is poor
in natural resources. With a per capita GNP somewhat higher than
that of Poland, but considerably below that: of the Soviet
occupied Zone of Germany and Czechoslovakia, Hungary is a semi-
industrialized country where agriculture still plays a magor role.

2. The Kadar régime, installed by the Soviet Union after the
1956 Revolution, has succeeded in providing a certain economic. sta-
bility and in winning the support of a large part of the population,
mainly owing to its "nationalist® deportment and the personal
appeal of its leader. The population is easy-going and seems to
manage to live better than that of richer countries such as Czechos=
lovakia« Though Kadar seems to have managed to emancipate himself
somewhat from the grip of the Soviet Union after the fall of
Khrushchev, Hungary remains very dependent economiecally, politically

and militarily on the USSR which still has 50,000 troops in the
countrys

3e During the last few years, industrial productlon has risen
at the comparatively hlgh average annual rate of 8.5%, i.es at
about the same rate as in Poland and in the Soviet Union, but more
slowly than in the less-~developed sastern. Zuropean countries,
Rumania and Bulgaria. However, future targets are much lower
¢l 5% in 1965) as the régime seems more concerned with raising
the quality rather than the quantity of outpute Such a policy,
however,requires large 1nvestments, new technology, a skilled
labour force and a less bureaucratic management. Should it succeed,

some manpower would be released but the lack of sufficient skilled
labour Would be increasingly felt.

L. Although the share of agriculture in total investments
is much higher than in other countries of the region, and in some
Western countries at a comparable level of development,agricultural
output has made slow progress. The private plots of the collective
farmers cover only 15% of the arable land, yet they account for 25%
of qgrlcultural production. As the latter, especially livestock
breedlng, is of the utmost importance as an e arner .of hard currency,
the régime has recently altcred its hostile attitude towards the
ovmership of private plots by collective farmers; it has also in-
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troduced a number . of incentive schemes. These usually involve
some sort of sharc cropping, the farmers being revarded in accor-
dance with the results achicved on the particular collectivized
land on which they are workings

B. FOREIGN ECONOMIC RELATIONS

5 Owing to its lack of natural resources, and small home
market, Hungary is heavily dependent on forelgn trade; after
Bulgarla it has the highest share of imports in the Gross National
Produict 31339%) of any Eastern Europcan count;yo Hungarian
foreign trade rosc from $l.2 billion in 1955 t¢ $2.8 billion in
1964, This is equivalent to an annual average rate of 11%, a
record matched only by Rumania in recent years. The share of
Communist countries in Hungary’s trade has remained at close
to 70% during the last 5 years, whereas that of the Soviet Union
has grown from 30% to 3&% and that of NATO countries from i2:9 to

15 @3% 'by 19630
6. Hungﬁry depends on the Soviet Union for the supply of

: nearly all her raw matcérials. A long-term quonrﬁnt _
. - provides for the export of gbout half of Fungary’s bawa.: pro~,

duction to the USSR, Czechoslovakia and thc Soviei-occupicd Zone

for processing. Though somewhat disappointed Ly the progress of

the division of labour within COMECON, Hungary is a faithful mnem—
ber of this organigation; it is llnked to the COMECON pipeline,
electric power grid, and wagon pool, as well as to the newly
established orgenization INTIZRME TALL a kind of steel communlty
with its headquarters. in Budapest.

7. Hungary’s trade with the West has developed less
rapidly than its overall trade, but trade with NATO countries )
alone has grown faster than trade with all other regions, inclu-
ding the Soviet Union. The greatest obstacle to a further expan-
sion arises from -the difficulties encountercd by Hungary in '
incrcasing its exports. The accumulatod trade deficit with the
West amounts alrcady to about $150 million and is continuously
increasing. To settle this deficit, Hungary will have to expand .
con51derably its exports to Westcrn industrialized countriese.

8. The prospects of an cxpansion of Hungary’s trade with
the Wcst do not seem to be too favourable for several reasons:

- the country”s hecavy dependence on the Soviet
Union, among others as a supplier of raw matcrials,
and a markct for its manufactured products;

— the fact that 60% of Hungary’s exports to Western
industrialized countries are composcd of agricultural
products, a market that is becing made morc difficult
to enter by the new arfangcncnts of the EEC;

NATO_CONFIDENTIAL

Vad



LY

DECLASSIFIED - PUBLIC DISCLOSURE / DECLASSIFIE - MISE EN LECTURE PUBLIQUE

=T~ NATO CONFIDENTIAL
AC/89-WE/163(Reviscd)

- Hungary’s dlfficulty in offering manufacturcd
goods for cxport to Wéstorn markets at competitive
prlces,. «

- Hungery’s limitcd capacity to ensure. the servicing
and rcpayment of credits, given the hcavy deficit
- in the balance of ‘payments; ' _

~ the difficulty which Hungery is likely to encounter
" in obtaining a reduction of gquantitative and tariff
..restrictions to its exports, .given the inability of
.. a country with a state trading system to offer
corresponding benefits to its trading partners.

9. chefthélcss; thé Hungariah Government seems to be
genuinely interested in an expension of its trade with the Weste

Among the means of achieVing this, the following~are cnvisaged

R an 1ncroasc in exports of agrlcultur l products,
1~pr1nc1pally through a.systcm of bartcrlng live
~cattle gq1nst Western.fodder and fcrtlllzers,

-~ a rise-in the tcchnlcal standard of 1ts manufactured‘
goods -to bc cchicved by sending studentc ond teghnical
cor issions to Vestern.countricsy . the rcccnt LCCOD=

~ tance of 60 Scholarchips offcrcd by the ¥ord Founﬂktlon

descrves to be ﬁontloned here,

" — co—opcration with Western companics for joint pro-—
duction, a project also studied by the Polish Govern-—
ment, the main problem still to be solved being
that of joint management.

C. CONCLUSIONS

10. As in the case of other bBastern Buropean countries such
as Poland, the situation in Hungary seems toc bc somewhat fiuid.
In recent years the cconomy has made steady progress, but some
slowing down of the rate of growth is now expected. The régime
has introduced a more modcratc line in its agricultural policy,
and is cautiously experimenting on ncw forms of industrial admi-
nistration and managcmente ‘

. 11, The Committec can only offer very tcntative conclusions
as to the possibilitics for NATO countries of looscning thc tics
between Hungary and the Soviet Union by incrcasing trade ¢

- though highly dependent on the Soviet Union as a
supplier of fuel, raw materials, elcctric cnergy
and military equipment, Hungary, 'in order to
rmodernize its industry, wishes to avail itsclf of
all the advantages which trade cxchanges with the
West provide; it scems prepared to study new forms
of co~operation with Western firms and to send
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students and technicians to the West to study
technical progress; it is, however, careful not

to run the risk of possiblc Sovict countcrmcasures,
the memory of which is still very much alive in the
country;

- though the chances of d138001ﬁt1ng Hungary from the
Soviet Union dc not scem very grcat in the near future,
espceially as Soviet troops arc stationed in the
country, the Wegt should continue, in particular through

----- S closer economic rclations, to help Hungary in asserting
- its own national intcrests; Western countries should
takec such steps as they fecl appropriate with a view
to expanding ‘trade with Hungary, in particular
. facilitating the access of Hungarian products to

Western markets without damaging the legitimate commer—
cial interests of othcer countries, especially thosc
of the free world which arc still in the course of
development; the setting up of joint enterpriscs,

- the cextension of scholarships and other forms of
techniczl assistance should be cncouraged: the
possibility of esteblishing relations between Hungary

- and such international organlzatlons as GATT and the
-EEC should also be explored. Western countries
should ‘maintain an economic policy flexible enough to
be able to take advantage of the opportunltles that
developments in ‘Hungarian forelgn -economic relations

might offer and for this purposc should follow closcly
such devclopments@
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