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The article investigates the ‘long 1970s’ (1968 – 82), when Hungary re-orientated its
economic and foreign-trade relations. Hungary was always a promoter of a deepening
of Council for Mutual Economic Assistance (CMEA) co-operation and when it noticed
that socialist integration stagnated at the level of the bilateral exchange of
commodities, Budapest gradually launched a policy of opening up to the world
outside the CMEA. The year 1977 was a turning point in economic policy. Hungarian
elites’ thought and attitude towards the West changed, but not independently of the
world economic crisis and its impact on Hungary. The oil crisis sharpened latent
tensions, and behind the robust growth serious problems appeared. Although Hungary
intensified its interrelations with the West and the Third World, the country was not
able to profit from the advantages of international trade and co-operation. The article is
based on state, party and senior economic leaders’ archives.
Keywords: Hungary; CMEA; EC; economic policy; foreign trade

Discourses on the ‘long 1970s’ in Hungary
Hungary’s economic performance was rather impressive in the 1970s. Annual economic
growth reached 5– 6%. Hungarian businesses exported a growing number of quality
products to non-socialist countries, domestic shops were overflowing with foreign
consumer goods, and more. However, this was all a Potemkin fac ade, because growth was
enforced, and it was financed with Western loans. Simultaneously, the foreign-trade
unbalanced current account, as well as the real deficit in national expenditure, exceeded
6– 7% of gross domestic product (GDP).
The existing literature offers a good survey of Hungary’s economic reforms in 1968,
Hungary’s role in debates inside the Council for Mutual Economic Assistance (CMEA),
and the inefficiency of Eastern economic co-operation. Most important scholarly accounts
of such themes are based on official documents and the analysis of contemporary
economics.1 Hungarian economists, who wrote these volumes, were among the most
qualified of Soviet-bloc economic experts, but they did not have access to the top-secret
documents of the state and party leadership. As a result of a liberalised Hungarian cultural
policy, a polemic dialogue evolved in economic and statistical journals from the 1970s.
László Csaba argued that a gradual metamorphosis of Hungarian economic thought took
place. In 1975 –6, several studies and books were published which clearly formulated that
the Hungarian economy should adapt itself to changes in the world economy, even at the
expense of recession; this adaptation demanded the continuation of the liberalising
reforms (Márton Tardos). Other studies diagnosed the closed system of the CMEA as
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being not reformable (Géza Kozma). In the last third of the 1970s, additional analytic
studies came out which sharply criticised the inalterable constraints of an Eastern (CMEA)
economic orientation (Márton Tardos, András Köves and Gábor Oblath).2
In the official journal of the Hungarian Central Statistical Office, Statisztikai Szemle
(Statistical Review), the declining performance of foreign trade, the deterioration in the
terms of trade, and the detailed analysis of the external impacts on the domestic economy
were frequent topics in the late 1970s and early 1980s.3 The disequilibrium of the national
economy, as well as the contradictions of the investment-policy and investment-business
cycles of the 1970s, were highlighted by numerous internationally acclaimed works, such
as the books of János Kornai, Tamás Bauer and Károly Attila Soós.4 In the second half of
the 1980s, in a climate of re-sharpening political debates, other books were published on
the failures of the earlier reforms and the inevitable liberalisation (Éva Voszka and Iván T.
Berend).5
After the transformations of 1989/90, a so-called ‘archival revolution’ opened up
formerly confidential sources. By the second half of the 1990s, the files of the state party,
the Executive Council and the ministries became accessible to historical and economic
researchers. Recently, due to the declassification of documents issued before 1980,
historical researchers have had a chance to re-evaluate Hungary’s role in détente6,
economic policy in the 1970s and 1980s7, and the process of Hungarian indebtedness.8 But
state documents from the last decade of Communism (1980 – 90) were declassified only in
the summer of 2013 by Act CLV. (2009). As a result, researchers would unfold these
materials only in the following years.
This article uses extensively freed files, and reveals/discovers new evidence
concerning the period between 1968 (the launch of the Hungarian New Economic
Mechanism) and 1982 (when state bankruptcy was imminent, and Hungary affiliated to the
International Monetary Fund [IMF]). Instead of the earlier generally accepted ‘reform
discourse’, this article focuses concurrently on three aspects: the failures of Eastern
integration; the stages of the so-called ‘Western opening’ from a Hungarian viewpoint;
and the management of economic tensions, including conceptual changes in Hungarian
economic policy. This work examines in detail how crisis management was linked with
the changeover of foreign economic policy in Hungary. Reports and memos of the state
apparatus shed new light upon Hungarian crisis-handling. Financial authorities suggested
fundamental policy change in 1974 – 5, but the Communist Party leadership deferred such
painful intervention, referring to the slogan: ‘Preserve the achievements of the social
policy from the threats of the world market.’
This analysis uses the latest literature of the CMEA and the European Economic
Community (EC) – concerning Hungary9, but does not intend to explore EC – Hungary
relations in detail. (That subject requires further research into the files of the Hungarian
Ministry of Foreign Affairs and the diplomatic service, to reveal more detail about
negotiations and debates between Budapest and Brussels.) The first part of the article
unfolds the story between 1968 and 1977, while the second describes the changes in the
years between 1977 and 1982. The third part assesses the economic and commercial
performance of Hungary to evaluate the benefits of economic re-orientation and the
disadvantages of expanding globalisation. This study accepts the periodisation of the
Hungarian literature, and it shares a viewpoint that the adoption of foreign economicpolicy guidelines in October 1977 was the turning point for Hungarian economy.
Thenceforward the non-socialist world was a priority instead of CMEA integration. After
the new policy guidelines, Hungarian diplomacy engaged in negotiations with the EC, and
Budapest intensified its trade with developing countries.
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Eastern integration failures and opening up to the West
The programme of economic reform launched in Hungary from 1 January 1968 increased
difficulties for intra-bloc co-ordination, forcing the traditional planned economic system to
operate alongside an indirect management model incorporating some market elements; at
the same time, Hungary’s programme also provided encouragement to other countries
flirting with economic reforms.
Western integration intensified from 1968 –9, and this process had an impact on the
socialist countries as well.10 On the basis of Hungarian, Polish and Czechoslovak
initiatives the CMEA also took steps to improve the effectiveness of the organisation’s
operations, launching the Complex Programme in April 1969. Revealingly, the Soviet
Union attempted in the course of preparatory talks to slip the principle of joint planning
into the programme again, although without success. This created many potential new
avenues for expanding co-operation, which had theretofore been based on the bilateral
exchange of goods. These possibilities included instruments such as the sector-based
association of interested countries, joint projects, mutual research and the establishment of
a common investment bank.
The complex integration programme approved at the 25th session of the CMEA held in
Bucharest in July 1971 reverted back to the direction of co-operation in planning and
production, and contained no stipulations designed to establish the conditions necessary
for the integration of economic and monetary policy or currency. In August 1971, after the
CMEA comprehensive programme was accepted, the Hungarian party and state leadership
was rather disappointed. Prime Minister Jenő Fock described the CMEA document with
the following words at the joint meeting of the Politburo of the Hungarian Socialist
Workers’ Party (HSWP) and the Executive Council11:
We had accepted [the comprehensive programme] after a long debate, we have to assess it
adequately, but we should not over-estimate. The [Socialist] integration [ . . . ] will be a longterm process, and we could not have illusions, that [the integration] will influence cardinally
the development of each people’s economies in the near future, and especially the
development of the Hungarian economy. The immediate benefit [of the document], is [ . . . ]
that the co-ordination of the long term forecasts and plans provide a solid foundation for the
national five-year plans.

There was no doubt that a deeper integration would be prolonged for many years. In April
1971, Antal Apró, the Hungarian COMECON representative, concluded in a report that
the developmental disparities between the people’s economies of the member states;
the disparate weight of international relations in individual people’s economies; the
significant disparities existing in the internal (economic) command systems of the
individual countries; the significant differences of opinion regarding the establishment of
the conditions for integration; and Romanian conduct in opposition to integration were
significant obstacles to a comprehensive programme and integration process.12
The emerging barriers to CMEA co-operation and trade made Hungarian economic
policy open up to the world market and the West. In these years Hungary re-established
diplomatic relations with its most important Western partners (last but not least with the
Federal Republic of Germany in 1973), and managed to overcome decades-long conflicts
by signing the remaining international property contracts (i.e. with the US in 1972).13
According to Fazekas, this stage was the ‘détente period’ in Hungarian – EC relations,
when the first technical agreements were signed by Budapest and Brussels to ensure price
guarantees (1968: pork, 1970: wine, 1971: cheese). Hungary promised not to export
products to the Community below a defined price level and the EC engaged not to impose
super-taxes.14

274

P. Germuska

The Western market and especially the European Economic Community became a
more important commercial partner for Hungary. At the same time, the EC’s common
tariff system and protectionism infringed Hungarian export interests, insomuch as a huge
part of its exports were agricultural goods. This is why the Hungarian leadership had
initiated direct negotiations with different EC organs since 1968. Furthermore, Budapest
encouraged the other CMEA countries to harmonise their viewpoints concerning the
European Community, and it intended to expand relations with the EC member states.15
Between 1968 and 1982, the Hungarian party leadership paid special attention to the EC
only for a brief period in May 1973. Then the Politburo discussed a proposal of the CMEA
Executive Committee on relations between the EC and CMEA.16
As the EC still excluded socialist countries from preference agreements, Eastern
European states made a detour to gain a better commercial position and Poland joined
joined GATT (the General Agreement on Tariffs and Trade) in 1967, Romania in 1971 and
Hungary in 1973. Although Budapest expected discrimination-free trade as a benefit of
Hungary’s GATT membership, the EC reckoned Hungary among the ‘state-commercial’
countries, a moved effectively to prevent Hungarian exports to the EC.17
After the early 1970s, Hungarian commerce with the non-CMEA world had expanded
robustly, and the leading forces of this expansion were sector ministries and large
businesses. The machine industry wished to acquire up-to-date technologies, knowhow
and licences. In 1967 the Magyar Vagon és Gépgyár (Hungarian Wagon and Machine
Factory, MVG) bought a licence for MAN diesel engines; in 1968 –70 the Ministry of
Metallurgy and Machine-Building negotiated with the Japanese firm Nissan concerning
the foundation of a car factory in Hungary (the idea ultimately failed); in 1976 Rába MVG
contracted with the American Steiger on common tractor production.18 State farms and cooperatives were also interested in the acquisition of modern technologies, but they wished
mainly new export markets, initially for their raw crops and later for their food products
and complex agrarian technologies.19
Eventually, commercial expansion to CMEA countries resulted low returns: in 1970 –1
imports leapt significantly (Table 1) and exports were incapable of keeping abreast of
these. The increase in imports may have been related to the feverish demand for
investment. At the turn of 1971 – 2, the planning office and Party headquarters reviewed
the investment section of the five-year plan and attempted to cool demand with diverse
corrections. A June 1972 report produced for the Hungarian Socialist Workers’ Party
Political Committee (HSWP PC) forecast that with an investment rate like this, a further
rise in the standard of living for the population could only be guaranteed with a
deteriorating foreign-trade balance. In order to check the growth of the state budget
deficit, severe austerity measures were deemed necessary.20
In foreign trade some negative trends emerged as well. Businesses had an inclination
for exporting to the rouble area, hence Hungary accumulated considerable surplus in this
direction, whereas in Western trade export growth fell behind, and import demand from
this direction broadened explicitly. The measures of the Foreign Trade Ministry
(Külkereskedelmi Minisztérium, KKM) and the State Plan Committee (Állami
Tervbizottság, ÁTB) endeavoured to secure the augmentation of Eastern imports and
Western exports. Even before the oil crisis, in September 1973, the Trade Ministry
reported that the state budget had to double the amount of import subsidies compared to
the previous year (2,200 million HUF, instead of 1,190 million HUF).21
After a decade-long period of price stability, the disintegration of the Bretton Woods
System commoved prices on the world market. The famous 1972 report by the Club of
Rome, The Limits to Growth, was also known in Hungarian official circles, including its
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Table 1. The dynamics of Hungarian foreign trade: annual growth (%).
Imports

1968
1969
1970
1971
1972
1973
1974
1975
1976
1977
1978
1979
1980
1981
1982

Exports

From socialist
countries

From market
economies

To socialist
countries

To market
economies

3.7
6.1
23.3
19.7
2 6.2
3.7
15.3
12.0
2 1.2
7.1
9.9
2.3
2 4.0
2 3.4
2 0.1

1.3
6.6
37.9
17.5
2 3.2
1.8
19.2
2 1.8
5.7
14.2
15.6
211.3
1.7
6.5
2 7.2

9.5
11.8
6.8
12.9
20.7
14.2
5.3
6.7
3.9
15.0
20.1
9.4
20.7
5.6
5.6

2 0.9
24.7
8.5
2 0.4
19.3
10.8
2 5.4
1.3
11.6
10.3
3.3
14.7
2.3
1.8
4.2

Source: Author’s calculation based on Magyarország népessége és gazdasága. Múlt és jelen, 143.

prognosis that the price of raw materials would increase in the following years. The
National Planning Office stated at the beginning of 1973 that a radical increase in rawmaterial prices was possible in certain situations.22
In the weeks of the Yom Kippur War and the Arab oil embargo, the National Office of
Materials and Prices (Országos Anyag- és Árhivatal, OAÁH) and the Foreign Trade
Ministry produced a report on current price forecasts. This analysis assumed that the
current boom in materials prices, rooted in North American and Western European
demand and in their accelerating inflation, might ease in 1974, but high volatility in prices
was not excluded altogether. They expected the increase in import prices (8 – 10%) to
exceed the increase in export prices (6 – 8%). As the domestic consumer price index had
been fixed at 2% by a Politburo resolution, the price office calculated 10.7 –11.7 billion
HUF for import price subsidies in 1974.23
The price explosion was troublesome for the Hungarian economy, because the price
system was elaborated on and planned for constant prices. This system, which was
launched with the New Economic Mechanism, was much more elastic and depended more
on the world markets than the pre-reform price structure. However, hundreds of products
and services still had centrally maximised/fixed prices. Domestic prices were attached to
world market prices by the so-called ‘financial bridges’: on the one hand, subsidies were
financed from the profits of foreign trade through different taxes and tariffs; on the other,
the state budget supplied the necessary allowance through different means, e.g. export
subsidies, state reimbursement and import-price subsidies.
A few weeks after the first oil shock, it became clear to the experts in the economic
leadership that they need to intervene to redress the situation or limit the damage. An ad
hoc working group led by Béla Csikós-Nagy, the president of the Price Office, produced a
monumental analysis of the inevitable corrections of the Hungarian price system. This
study, which was presented to the Economics Team of the HSWP in February 1974,
proposed a more active exchange-rate policy to counteract the external inflation, although
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it insisted on the conservation of the ‘financial bridges’ that allowed for a gradual insertion
of world-market price fluctuations into the domestic economy. The team’s calculations
showed that the demand for import subsidies might reach 17 – 20 billion HUF in 1974, due
to the sharp increase in the price of fuels, chemical primary commodities and raw
materials for light industry.24 The team solicited the government for immediate measures
to avoid import restrictions: they suggested drastically raising the price of import
commodities on 1 January 1975 to diminish the demand for subsidies to 12– 14 billion
HUF. The Price Office proposed a harsh rise in domestic raw-material prices, between
10% and 100% from the beginning of 1975.25
In February 1974 the Ministry of Finance – in a preliminary report on world market
prices, imports and public finance – forewarned the government that the budget deficit and
current account would presumably increase in that fiscal year. The report proposed to
extract more profit from domestic enterprises to finance the import subsidies.26 In that
week, Lajos Faluvégi, the Minister of Finance, informed the supreme party leadership that
import subsidies might cost 22 – 24 billion HUF in 1974, and he proposed that some parts
of the price increase be devolved to consumers and producers. This idea was dismissed by
the State Economic Department of the HSWP with the argument that the minister ‘wants
to frighten the economic leadership’, and that his report was a bull-at-the-gate tactic.27
This way, instead of the price increase, in May 1974 the State Plan Committee agreed to
cover the subsidies with the state budget.28
During the course of 1974, the party leadership had no desire to moderate the pace of
investments or the expansion of consumption by the population. Because of this the
foreign-trade deficit continued to grow (exceeding 30% of the value of exports in dollarbased foreign trade), as did the budget deficit. Due to this unfavourable trend, the netcapital debt stock grew by half a billion USD in the first four months of 1975. In June 1975,
the HSWP PC came to the decision that company investments would have to be moderated
by privation and restrictions, and consumption must be kept down by restraining residents’
earnings.29 In July, including implementation of the resolutions of the 11th Congress in a
mission plan, the HSWP PC stipulated that a special analysis be produced on the effects of
world economic changes on domestic economic policy.30
By 1 January 1975 a widespread rise in prices had occurred in the production sphere,
including energy sources, fuels, metallurgical, chemical and clothing products; the same
applied to tariffs and rates of delivery. These measures did not affect the consumer goods,
artificially kept at bay by state subsidies. The price changes in the CMEA trade were so
radical in 1975 that the state budget was also compelled to support socialist imports to the
tune of 5.5 billion HUF.31
In March 1975, the National Office of Materials and Prices presented the price policy
concept for the next five-year plan. The concept, based on the above-mentioned study, laid
great stress on the fact that the rise in prices would be constant, and that the state budget
could cancel the effects of this rise only provisionally. It suggested a more active
exchange-rate policy to counteract the price increases in import goods, which meant
revaluating the Forint time and again. The Price Office proposed the following measures: a
10% appreciation in the exchange rate of the Forint from 1 January 1976; a reduction of
the business-profit tax to finance the losses from imports; and an increase in price for fuels,
electricity, coal, delivery and so on at the beginning of 1976. The office exempted
metallurgy and agriculture from the price rises, so the budget had to cover their support.
It proposed a 3.5% annual average rise in consumer prices instead of the 2.8% average of
the previous five years; they also intended to launch gradual price increases in the most
important consumer goods between September 1975 and October 1977.
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The State Plan Committee accepted the concept of price regularisation in the
production sphere, but it did not support the increasing of consumer prices; it ordered
‘more detailed and considerate examination’ concerning the consumer sphere.32
The Price Office continuously analysed price variations on the world market, as well as
the effects of the government’s measures. In March 1976 it reported that the highest
subsidies were needed in two sectors – metallurgy and the chemicals industry – where
rouble imports enjoyed a 15 – 30% allowance and dollar imports were supported with
higher share. The office proposed to postpone the rise in the price of metallurgical and
chemical materials from 1977 to 1978 because of its widespread inflationary
consequences.33
The Fifth five-year plan paid special attention to the equalisation of the foreign-trade
balance, and purposed a 60% increase in dollar exports (supposing a 40% increase in
dollar imports) in the next half decade.34 But exports were not able to meet these
expectations. In August 1976 the Foreign Trade Ministry compiled a business forecast on
the CMEA interchange of commodities and the prosperity of Western partner economies.
The report reminded the decision-makers of the well-known problem again: the main
reason for the decline in dollar exports was not the weak market, but the lack of
marketable, quality products.35
In January 1977 the National Office of Materials and Prices and the Ministry of
Finance summarised their investigations concerning the Hungarian price system.
The analysis clearly demonstrated that producer prices were generally higher than
consumer prices, and that the difference was covered by the state budget. The prices,
especially in the consumer sphere, neither informed the domestic actors nor reflected the
real costs. The state, instead of normative regulations, intervened with individual measures
from month to month in each sector of the economy. Business profits depended mostly on
state subsidies, and their profitability did not affect the allocation of investment sources.
The authorities proposed the comprehensive re-examination of the Hungarian price and
financial system to reduce subsidies, especially in agriculture.
They intended to introduce a dual-price system, which would decrease producer prices
by the abolition of different taxes, increase consumer prices by 10% at most, and initiate a
value-added tax to compensate the state budget for the missing tax income. The proposal
targeted a more elastic state-price policy (with the rapid adoption of world market prices);
the document also intended to approach the commercial and non-commercial exchange
rates. Although the Office and the Ministry intended to implement this plan as soon as
possible, they desired to give the actors in the economy enough time to prepare for
this reform. So they proposed January 1980 as the launch date for the considerable
price rises.36
Crisis management and foreign economic policy
The HSWP CC Economic Policy Department formed a special working group in 1975
which organised six further subcommittees with the involvement of several hundred
experts. In March 1977, this working group handed in an 80-page proposal to the HSWP
PC with the title ‘Guidelines for Long-Term Foreign Economic Policy’.
The report clearly stated that, concurrently with the crisis in the capitalist economies, a
scientific-technical revolution was underway in the world, all areas of the economy were
being affected by structural changes, the rise in energy and raw-material prices would be
constant, and the negative influences were also severely affecting Hungary. The rise in
import prices significantly exceeding that of Hungarian export products struck a heavy
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blow to the domestic economy: experts estimated the loss suffered between 1972 and 1976
due to the deterioration of exchange ratios to be 23% of the national income for the year
1975, and forecast that it would rise in the period 1977– 80 to 26 – 33% of the expected
national income for the year 1980. Besides the maintenance of annual economic growth of
5– 6%, the ‘stabilisation’ of the balance of the people’s economy received just as much
emphasis, projecting a reduction in external-development resources. Rather optimistically,
the report held that it would be possible to equalise the foreign trade balance by 1980.
The draft plan wished to intensify economic co-operation with CMEA further,
especially with the Soviet Union, while at the same time continuing to extend relations
with the capitalist countries. It dwelt especially on the fact that Hungary must urge
negotiations between CMEA and the European Community, as well as expedite panEuropean economic co-operation in the interests of peaceful development in Europe. It
also wished to expand trade with the developing countries on the basis of mutual
advantage, without excluding the provision of aid by means of customs concessions, the
training of experts, and so on.
The draft plan closely linked expansion of the foreign market with necessary changes
to be made in the domestic economy. A significant expansion of exports was held to be
realisable with a selective development policy, such as the development of sectors and
products requiring few imported goods, funded on a domestic raw-materials base,
possessing high added value and involving significant intellectual capacity. Experts
desired to concentrate the aid to exports in the following areas: mechanical engineering
(vehicle production, electronics, telecommunications and instrument manufacture, and
agriculture-industry and food-industry machinery production); agriculture and the food
industry (grain, meat and meat products); the aluminium industry; the chemicals industry
(pharmaceuticals and plant-protection agents, petrochemicals and the rubber industry);
and light industry (textiles, clothing, leather goods and furniture). In the industrial sectors
of key importance (electronics, pharmaceuticals and energy management), they wished to
achieve rapid results by means of targeted complex development schemes. The draft plan
set as a target a transformation of the price and financial system which would better link
prices used at home and in foreign-trade exchange rates to the world markets, and would
gradually lead to turning the Hungarian Forint into a convertible currency.
The pragmatism of the Hungarian leadership, and especially János Kádár’s
adaptability, was demonstrated when the guidelines were debated in the HSWP PC on
6 April 1977. The ‘hawks’ and hardliners of the PC (like Béla Biszku, who was one of the
main men opposing the reform) did not query the necessity of the change; they only
wished for a consultation on it with their brother countries. Kádár himself supported the
document, but underlined the importance of ranking in the enumeration of Hungary’s
economic and commercial partners – the order had to be politically correct:
Our foreign economic orientation is clear. Soviet, Socialist, developed capitalist, and
developing [countries]. I don’t know, what kind of order should we use in the later materials?
Soviet, Socialist, and developing countries? [ . . . ] Certainly, this is not only the question of
order or [commercial] share, but it is a political question, as well.

The guidelines were accepted as a starting point by the PC, and the elaboration of a new
unified document was enjoined which would also integrate the 25 January PC resolution
on the modernisation of the production structures of the people’s economy.37
A gradual revaluation of economic policy had therefore begun. On 20 October 1977,
the HSWP CC adopted the new comprehensive proposal; the approved foreign-policy and
development guidelines, however, did not say a word about the most serious problem, i.e.
the foreign-trade deficit and indebtedness.38
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Thanks to this document, 1977 became a turning point in economic policy. This
turnaround was a result of mental changes, and it became the origin of further political
changes. Perhaps the most important modification took place in Hungarian elites’
thinking and attitudes towards the West – not independently from the world economic
crisis and its impact on Hungary. According to Csizmadia, the post-1956 party
leadership held a ‘retrograde image of the West’, which was based on the dogma that
Socialism dominated over the decadent and declining West. This viewpoint changed
when this elite perceived that Hungary was suffering losses on the capitalist market due
to the oil crisis: János Kádár, the General Secretary of the Hungarian Communist Party,
and his comrades understood that these external conditions had a crucial impact on the
socialist world too. This recognition led to a new foreign economic policy. It also
meant the acknowledgement of the fact that the Hungarian economy could not be
modernised mainly via CMEA sources. The foreign-policy elite was much more
sensitive to the importance of Western integration: several articles were published in
the journal Külpolitika (Foreign Policy) which entertained a discourse upon the
relationship between the two European integration processes (EC and CMEA) or
argued for a pan-European economic co-operation. The foreign policy was re-evaluated
after 1977 and this change led to new fundamental statements by the first years of the
1980s, i.e. Hungary was considered an integral part of the world economy, and Western
integration was perceived as a beneficial opportunity for Hungary to promote its
national interests and independence, including Hungary’s membership in the IMF and
the World Bank.39
Leading economists debated primarily within two forums at that time, Közgazdasági
Szemle (Review of Economics) and Külgazdaság (Foreign Economy) where a new
perception of the West was articulated in 1977 –8. Concerning economic systems, Iván
T. Berend argued for the first time that there were not two different world systems but only
one: the global system. József Bognár pointed out that a new world order was emerging
with a new balance and a new security system, and that economic relations had become
multi-polar and multi-institutional, albeit the political world order remained bipolar. In the
next years the majority of the authors accepted the concept that an epochal change was
occurring, while a minority echoed the former official explanation that only the crisis of
capitalism was diffusing across the world.40
By this time, a wide-ranging debate emerged in the pages of the economic and socialscience journals evaluating both the situation and the economic-policy goals to be pursued.
Experts participating in the preparation of the party and state documents raised their voices
in the dialogue, as did university and academy researchers, middle managers in the
ministries, and researchers in ministerial background institutions (the Planned Economy
Institute, the Finance Research Institute and others). They did not suggest anything
radically different, with differences in emphasis emerging at most, as to which sectors the
new foreign-policy strategy and export-oriented developments should concentrate on.
There was, however, almost uniform agreement on the fact that rapid and radical changes
were needed in economic policy.41
The actual allocation of investments, however, still did not line up with the stated
political intentions. In 1977, for instance, 77% of the 130 billion HUF state production
investments served the purpose of substituting for imports, while those for expanding
exports barely amounted to 7– 8%. A full 40% of industrial investments, on the other
hand, were devoted to the energy sector. Of the new loans taken out, a significant and
increasing amount was used to renew earlier credits and to redeem the short-term loans
having the worst conditions, rather than being assigned to new developments.42
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In accordance with the party resolution of October 1977, in summer 1978 a new longterm foreign economic strategy was elaborated. The National Planning Office and the
Foreign Trade Ministry desired a more realistic and elastic price- and exchange-rate
policy. They intended to terminate all types of import-price subsidies, excluding some
basic consumer goods which were crucial from the viewpoint of social policy, as well as
to reduce export subsidies selectively, maintaining incentives solely for fledgling
industries. The report emphasised that an expansion of exports to the West would be
necessary to balance the current account, but acknowledged that this boom was hampered
by the re-emerging recession in the developed economies as well as their protectionism.
The report suggested focusing Hungarian efforts on a few selected partners: West
Germany, the United States, Japan, France and the UK, together with Italy and Austria.
The EC was designated ‘the organiser of common protectionism’, which reduced
development in commercial relations. A full 40% of Hungarian exports delivered to the
EC suffered from different discriminatory measures. The report suggested several
countermeasures: building up bilateral relations with huge international firms; negotiating
with the EC about selected sectors; co-operating with other CMEA countries; and
negotiating together with the EC. The State Plan Committee passed the proposal in July
1978, and designated it the base for future planning.43
In July 1978, in the middle of the five-year plan, the National Planning Office, the
Hungarian National Bank, the Ministry of Finance and the Foreign Trade Ministry
reviewed the dollar-export situation. From 1976 the state (or, rather, the national bank)
offered 45 billion HUF in export-development loans to businesses to create marketable
products, acquire state-of-the-art technologies and improve their capability for exporting.
Although in 1976 –7 exports to the West increased by 25%, they gradually fell behind
original expectations. The report estimated the shortfall in dollar exports to be US$1.6
billion up to 1980, and warned that this would result in a US$3 billion imbalance in the
current account. It planned not only the expansion of the export-development loans, but
reducing or stopping the delivery of uneconomic products as well. These authorities not
only declared that the foreign trade and current account could not be balanced solely by an
increase in exports; they also desired gradual restrictions on imports.44
However, the targeted export expansion was achieved with contradictions: smelting,
light industry and agriculture enlarged their exports, but only one third of their dollar
exports were end-product (all the rest were raw-material and primary product); they were
also produced with a high proportion of imports. In addition, the periodic re-evaluation of
the Forint depreciated the profitability of exports. Price subsidies, rules with numerous
exceptions (including preferences for selected sectors and even more so for products), and
subsidies all hampered the transparency of export efficiency.45
The State Plan Committee in December 1978, following its July resolution, made
decisions on uneconomic exports. The committee ordered that the export subsidies be
decreased by 3 billion HUF, and it assigned new rates of reimbursement. For the rouble
market these were the following: in light industries 25 –65%; in smelting 0– 20%; and in
agriculture 16%. As for dollar-based exports, light industries were assigned 31 –47%, the
chemical industry 15– 30%, the machine-building industry 22– 25%, smelting 20% and
the food industry 15%. Furthermore, the committee banned the export of certain products
altogether (for example water-purification machines and plastic goods), and excluded
others from state reimbursement (for example yardage goods) due to their flagrantly
uneconomical production.46
The accelerating convertible indebtedness was rooted in two negative trends: the
chronic and high budget deficit and the high foreign-trade deficit. Analysing the budget
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reports from 1977 –8, it becomes clear that the Hungarian state budget deficit was up to 6 –
7% of GDP in fiscal years 1976– 8.47 Although the trade links with countries outside the
socialist bloc continually expanded – between 1976 and 1980 business transacted with the
market economies grew by 10 percentage points with regard to both imports and exports
(Table 2) – the foreign-trade balance measured in dollars showed increasingly heavy
losses throughout and in the five years referred to the balance-sheet deficit amounted to US
$4.2 billion (Table 3.) As a result of this negative balance, as much as 50% of the new
loans was spent on the commercial deficit in this period.
The unfavourable foreign-trade trends and their faulty management resulted in
Hungary’s increasingly severe indebtedness. By 1978 the gross debt owed to Western
countries had exceeded US$10 billion. The turnaround in economic policy occurred only
in 1978 – 9, when economic growth was made subordinate to redressing the internal and
external balance of payments. The November 1978 session of the HSWP PC took a stand
on the reduction and cessation of support for the low-efficiency industries running at a
loss.48
At the same time, the contradictions between the main policy aims were still not
removed: in order to redress the balance of payments there was certainly a need for severe
restrictive measures, but their effectiveness was limited, as reducing the population’s
standard of living continued to be taboo.49 As for the transformation of the economic
structure, the logic of replacing imports and the heavy-industry lobby triumphed once
again. Instead of investing in exportable electronics or mechanical engineering, colossal
energy-production investments were given priority in order to reduce the dependence on
imported oil.
Still, thanks to the restrictions, the foreign-trade balance improved somewhat by 1979,
although the limitation of imports hit the acquisition of modern technologies the most,
leading to spiralling difficulties for front-rank electronics and mechanical-engineering
companies. In June 1979, the HSWP Central Committee (CC) assented to raising
consumer prices one month later and production prices from 1 January 1980. The rise in
consumer prices amounted to an average of 4%, but food was made 20% more expensive,
which caused a shock to a population used to subsidised and stable prices.50
In December 1979 the issue of foreign debt growing at an unstoppable rate was also
put on the agenda when the plan for the year 1980 was debated in the CC, but apart from
repeating slogans urging an increase in exports, no measures of any substance were taken.
The intervention of the Soviet Union in Afghanistan followed by the Polish crisis led to
extreme tension in relations between the superpowers, and kept East– West co-operation
Table 2. The share of Hungarian foreign trade between socialist countries and market economies,
five-year averages (%).
Imports

1960– 5
1966– 70
1971– 5
1976– 80
1981– 5
1986– 9

Exports

From socialist
countries

From market
economies

Total

To socialist
countries

To market
economies

Total

72.0
70.4
65.2
54.4
56.0
50.7

28.0
29.6
34.8
45.6
44.0
49.3

100.0
100.0
100.0
100.0
100.0
100.0

74.5
72.0
71.1
61.3
59.7
54.3

25.5
28.0
28.9
38.7
40.3
45.7

100.0
100.0
100.0
100.0
100.0
100.0

Source: Author’s calculation based on Magyarország népessége és gazdasága. Múlt és jelen, 142.

151

2 18

2 193

1970

2492

1971
132

1972
504

1973

Source: Magyarország népessége és gazdasága. Múlt és jelen, 138–9.

Balance

1969

1968

Table 3. Balance of Hungarian foreign trade (US$) million.

2463

1974
2 1,087

1975
2592

1976
2 704

1977

21,565

1978

2 746

1979

2603

1980

2 434

1981

11

1982
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in check. The countries of the European Community and the United States, though to
different degrees, tightened their embargo measures (CoCom and credits), and the
countries of the Socialist bloc strove to minimise their imports from the West. In the
CMEA attempts at autarky were once again intensified; at the same time a more powerful
representation of national interests could clearly be observed, as agreements on mediumterm consignments were accompanied by increasingly harsh disputes. By 1980 –1, the
supply of credit on the international money markets had been radically restricted and
taking out loans had become significantly more expensive, putting Hungary in an
increasingly difficult situation. The option of joining the IMF had been on the agenda since
1978, when the National Bank and the Ministry of Finance had begun preliminary
negotiations; on 22 October 1981 the HSWP CC approved the submission of the accession
application.
Almost at the same time as the request for admission was delivered, a state of war was
declared in Poland, as a result of which deposit withdrawals were intensified throughout
the Socialist bloc: deposits for around US$1.4 billion were withdrawn from the Hungarian
National Bank. The situation had become critical by the beginning of 1982. The Hungarian
banks took out loans of US$20 –30 million for a few days in order to allow Hungary to
meet its current payment obligations. Following the achievement of IMF membership on 7
July 1982, the financial administration got a breather: the first stand-by loan of 474 million
SDR diverted the immediate danger of national bankruptcy. Whilst discussing the plan for
the people’s economy for the following year, on 1 December 1982 the HSWP CC accepted
that reducing the population’s consumption was now unavoidable, and that in order to
maintain any ability to finance ability, real wages would have to be cut back to the 1975 –6
level.51
Changes in orientation and economic performance
According to Kaser and Nötel, by the beginning of the 1980s the indebtedness of nonSoviet CMEA countries undermined their development strategy. These countries had
intended to modernise their production with Western loans and wished to redeem their
debt from the export surplus. However, this import-led growth strategy had been
condemned to breakdown because of the recession in the Western economies, as well as
the inefficient investments and production methods of the Eastern European states. Their
increasing debt service and the high deficit of their foreign-trade and current accounts led
to a restrictive spiral: socialist economies constrained their imports with administrative
measures, their growth fell back, and investments and innovation decreased. As a result,
CMEA members lost position in the developed markets: between 1965 and 1981 their
share in the end-product import of the industrialised Western countries dropped from
2.38% to 1.94%, while the share of the newly industrialised (developing) countries
increased from 2.74% to 6.95%.52
As Table 4 shows, economic growth slowed down principally in the most indebted
CMEA countries, i.e. Poland and Hungary.
The debt burdened the Hungarian economy more and more dangerously: the debtservice rate (debt service per export of goods) exceeded 40% in 1980 and peaked at 51% in
1981 (Table 5).
As has been presented above, the export expansion was only partly successful in the
1970s. Although Hungarian exporters captured new markets outside the socialist bloc, the
foreign-trade sector accumulated heavy losses inasmuch as it was not able to
counterbalance the imports from developed countries. Table 6 shows the balance of
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foreign trade in highlighted years between 1965 and 1985; it demonstrates the serious
commercial losses in the Western market. However, the expanding surplus with the
CMEA and the Third World is noteworthy.
The difficulties in foreign trade were closely related to the structural drawbacks of the
Hungarian economy. As Tibor Melega pointed out in 1984, 45% of Hungarian convertible
exports was produced by sectors in decline in the developed economies, which meant that
their products could only be sold at a depressed price. Nearly one fifth of the Hungarian
dollar exports was hit hard by the protectionist measures of the EC, in particular textiles
(6% of the dollar exports) and metallurgical goods (6 –7%). Furthermore, the share of the
agriculture and food industries in exports to the Community dropped radically due to the
Common Agricultural Policy: while crops and foodstuffs had a 60% share in the early
1960s, it was only 25% in the early 1980s. The offerings of Hungarian industry and
agriculture better fitted – in composition as well as in structure – the demands of
developing countries, which were especially in need of machinery. Thanks to this, the
exports of the Hungarian machine-building industry multiplied by 700% between 1974
and 1982. The OPEC countries especially were interested in Hungarian goods because
they launched industrialisation and infrastructure-development projects similar to those
the socialist countries had in the 1950s and 1960s, and Hungary had considerable capacity
to produce goods that were essential for such projects. However, Hungary encountered
numerous competitors in the developing markets. Additionally, the Third World countries
featured political and economic instability: their monoculture economies depended greatly
on the volatility of the main export product (for example,oil for Libya and Nigeria), or they
suffered from armed conflicts (like Iraq and Iran). As a result, the developing world was
not able to displace Western Europe in Hungary’s export preferences. Yet for the
maintenance or expansion of the position of Hungarian exports in the Western region two
main conditions were necessary: the breaking down of Western protectionism (the EC
should emancipate Hungary in the international division of labour); and Hungarian
industry should invent competitive, state-of-the-art products and the Hungarian leadership
should accept that radical structural changes would happen in the Hungarian economy.53
Although this turn was common talk, changes in the structure of the economy and
industry were not carried out. Due to the distorted investment policy, the service sector
could not gain sufficient strength and the structure of Hungarian industry remained
essentially unchanged between 1975 and 1987. On the basis of both the division of
employees and the value of fixed means of production, the mining, smelting and chemical
industries represented an unchanged proportion. Indeed, the share of the electrical-energyproducing sector even increased, whereas the proportion of mechanical engineering
stagnated, including both the electronics and instrument-industry sectors. Cutbacks were
not made in heavy industry, energy consumption was not reduced and there was little
improvement in productivity. Whilst the computer revolution was underway in the world,
Hungary was building the Paks atomic power station, and the country had embarked on the
construction of the Gabčı́kovo –Nagymaros dams and hydroelectric power station; it
joined in the exploitation of the gas fields in the Soviet Union and launched colossal
developments in coal mining. According to József Papp’s analysis on industrialinvestment data, it becomes clear that the proportion of investments in mechanical
engineering and the processing industry had sunk to a low in the mid-1980s, and mining
and the electrical-energy production sector attained the maximum investment share at this
time.54 Due to political reasons the Hungarian leadership missed the opportunity to change
the development policy in time, and the Hungarian economy – together with the other
CMEA countries – remained an industrial ‘island’ in a post-industrial world.
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Conclusions
Hungary’s foreign trade was considerably re-arranged in the 1970s: the share of CMEA
partner states decreased by 15 percentage points (from 68% to 53%) in Hungarian imports,
and by 11 percentage points (from 69% to 58%) in exports. The re-orientation of
Hungarian trade and economy was enforced by the low efficiency of the CMEA, and
détente in inter-bloc politics created an auspicious climate to solve the formerly
outstanding affairs (for example the question of the confiscated Western properties) as
well as to accelerate Hungarian – Western economic relations. Détente also encouraged
direct inter-firm ties between Hungarian and Western European businesses.
The Hungarian political and economic elite was conscious of the capabilities of the
country, no later than the mid-1950s: if a small country wished to profit from its
comparative advantages, it should join a larger community or union and it should intensify
its commerce. This is why Hungary was always a promoter of the deepening of CMEA cooperation, and when it noticed that the Socialist integration stagnated at the level of the
bilateral exchange of commodities, Budapest gradually launched the re-organisation of its
relations with the Western world.
Hungary had high hopes concerning the political détente and the new intra-European
relations, but Budapest was disillusioned when confronted with the protectionism of the
EC. Although the lower-level actors of the Hungarian economy spontaneously established
new ties with Western merchants and firms, a political turnaround came about only when
the different elites had comprehended the global changes. The party resolution of October
1977 and the new long-term foreign economic strategy of July 1978 gave diplomatic
negotiations a boost: Hungary signed new agreements with the EC and discovered new
partners outside Europe. These documents linked together the formerly artificially
separated domestic and foreign sectors of the economy, and they learned the lesson that the
domestic economy could not be modernised without the world economy; Hungary,
however, was not able to effectively join the world market, as it could not change its
industrial and economic structure.
The oil crisis sharpened latent tensions, and behind robust growth serious problems
appeared: the rigid price system; over-investment and over-consumption; high demand for
support from inefficient businesses and co-operatives; and the chronic and high budget
deficit which was associated with a high foreign-trade deficit. To make things worse, they
were all financed by petrodollar loans. Although the introduction of price rises in 1975 –6
partly disburdened the state budget, Hungarian producers and consumers paid only a small
fraction of the real costs for years. The party leadership and Kádár refused to correct this

Table 4. The annual growth of Net Material Product in the European CMEA countries.
Country
Bulgaria
Czechoslovakia
Poland
Hungary
GDR
Romania
Average
Soviet Union

1971– 5

1976– 80

7.8
5.7
9.8
6.2
5.4
11.3
7.8
5.7

6.1
3.7
1.2
2.8
4.2
7.3
3.9
4.3

1980
5.7
2.9
2 6.0
2 0.8
4.4
2.9
0.1
3.9

Source: Kaser– Nötel, East European Economies in Two World Crises, 237.

1981

1982

5.0
0.1
2 12.0
2.5
4.8
2.2
2 1.9
3.3

4.2
0.2
25.5
2.6
2.6
2.7
0.1
3.9

2,118
805
1,463
404
27.6

2,861
1,338
2,066
483
23.4

1974

Note: Debt service rate ¼ the annual debt service divided by the export of goods.
Source: Mong, Kádár hitele, 304–5.

Gross convertible debt (US$ million)
Net convertible debt (US$ million)
Direct convertible export of goods (US$ million)
Annual debt service (US$ million)
Debt service rate (%)

1973
4,199
2,000
2,209
559
25.3

1975
5,214
2,618
2,343
522
22.3

1976

Table 5. Hungarian convertible debt, export of goods, debt service and debt-service rate.

6,253
3,580
2,661
620
23.3

1977
9,468
6,141
3,178
1,107
34.8

1978

10,507
7,123
4,063
1,590
39.1

1979

11,455
7,571
4,863
2,014
41.4

1980

10,740
7,477
4,884
2,492
51.0

1981

10,216
7,267
4,831
2,312
39.6

1982
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Table 6. The balance of Hungarian foreign trade with the four main commercial directions, in
million foreign-exchange Forints (1965 – 75) and million current Forints (1976 – 85).

1965
1970
1975
1976
1980
1985

CMEA
countries

Other socialist
countries

Developed market
economies

Developing
countries

102
2 1,472
2 3,173
2 2,864
2,718
25,002

151
275
469
1,771
61
2,932

2 373
2 926
2 6,247
2 24,621
2 29,965
2 36,580

9
2 143
2 387
701
6,922
24,196

Note: Between 1946 and 1975 foreign trade was evaluated in a non-existent currency, ‘foreign exchange Forints’.
After 1975 foreign trade was evaluated in current Forints. Due to this formal currency change the ante- and post1975 periods are not comparable.
Source: Külkereskedelmi indexsorok 1950–1999, 198–9.

policy until indebtedness approached a non-financeable level: in 1979 the Politburo
accepted the first consumer price rises and declared external financial equilibrium the
priority.
At this point a new question arises: if the state apparatus drew blueprints for protective
measures for crisis management in time, why did the supreme party leadership wait so
long to make clear decisions? As has been described above, the cardinal motivation of
Hungarian decision-makers was to protect and save society (‘voters’) from the negative
effects of the crisis, which was also an acceptable argument for government intervention in
Western democracies. However, there is a question still remaining: to what extent was
Kádár and the PC informed about the risks and dangers of the crisis, deficit or
indebtedness? Attila Mong draws attention in his book55 to the fact that in the 1970s
economic secretaries of the HWSP (Károly Németh and Ferenc Havasi) were not financial
experts, and lacked monetary and business experience. This might have led to the
misinterpretation of the crisis, and improper or false decoding of state proposals.
Lajos Faluvégi, Finance Minister in the 1970s, in an oral-history interview in 1988/956
argued that the HSWP CC Economic Policy Committee was the primary obstructer and
hinderer of radical changes. Here, party apparatchiks were delegated along with
representatives of trade unions. The later represented a solid basis for the Hungarian state
party’s ‘left wing’, which opposed definite reforms. First, reports and drafts of the state
apparatus (the planning office, ministries and so on) were presented in the Economic
Policy Committee, which took a stand on key points, and finalised proposals for the
Politburo. According to Faluvégi, the Economic Policy Committee usually re-arranged the
initiatives of the state authorities, altered their emphasis or softened their proposed
measurements. However, the confirmation or verification of this argumentation requires
further archival or oral-history evidence. It may be a fact that party-policy interests
overwrote professional aspects in this case.
Although the word ‘integration’ was always mentioned at the time concerning the
CMEA, it better describes the changes of the 1970s: Hungary integrated much more into
Western Europe and the world economy in 1982 than in 1968 due to the political and
commercial opening up. Paradoxically Hungary joined the international capital markets
most intensively: it borrowed from a dozen different countries inside and outside of
Europe, and a considerable part of its credit was granted by private banks. While this dual
integration of Hungary became the core point of the development plans, the country was

288

P. Germuska

not able to profit from the advantages of international trade and co-operation. Moreover,
Hungary suffered heavy losses due to the negative effects of expanding globalisation.
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előkészületekről. 1973. szeptember 24. MNL OL XIX-A-121-b 2. d.; az ÁTB 5013/1973. sz.
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290
55.
56.

P. Germuska
Mong, Kádár hitele.
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