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CHANGE AND CONTINUITY

IN THE SOCIAL_STRATIFICATION OF LABOR FORCE IN
HUNGARIAN [NDUSTRY

Attila Gergely
Institute of Sociology
Hungarian Academy of Sciences

This contribution is going to relate a balance sheet of twentieth century
change and continuity in Hungarian social stratification to potentials and
bottlenecks in present-day Hungarian industrial performance.

There are several ways how to assess change and continuity in the social
dynamics of industrial economies, and then how to relate findings to patterns
of performance in the latter. One of the alternatives is to explore what
might be dubbed the differentiation of personnel of industrial organisations
in terms of long-range socletal stratification processes. If this is accomp-
lished on a sample typical enough for contemporary Hungarian industry, with
the data covering the time-span of several generations, while penetrating
deeply enough into the everyday details both of personal concerms and of
prevailling organisational routines --- then we have an empirical base to
build on.

Such an demand has been met by a so-called "way of life" survey taken in
a plant in Hungarian manufacturing industry three years ago. Since most fea-
tures of the survey --- designed by the present author and carried out together
with two colleagues, Mrs. Margit Benkd and Ms. Ildiko Csatary --- fairly match
the exigencies we are facing now, for the empirical background to my contri-

bution I have opted for capitalizing on the dataset of this project.

Published version of a lecture delivered for a program on Hungarian Economy
and Society, Hosel University, February 1, 1983.



The sample can be regarded as representative in more than one aspect.
On the one hand not more than a case study confined to one particular plant,
on the other hand it covered more than 750 workers and managers chosen from
among those of one of the largest Hungarian industrial firms, providing thereby
a representative dataset on a' representative enterprise. At the same time, the
variables covered also multigenerational mobility cross-sections of twentieth
century social stratification of the labor force sampled, the total number of
variables adding up to more than 800 per respondent.

The order of presentation will be as follows: in three generational cross-
sections of occupational mobility processes (1) grandparental structural dis-
tributions will be presented --- that can be read as a review of the socio-
historical sources of industiral labor, too ---, then contrasted with current
structural distributions, yielding macro-structural summaries of change: (2)
grandparental and parental social structural distributions will be correlated
with variables of personal way of life practice of subsequent generations,
resulting in an account of continuities from the poing of view of the actor
or subject; (3) the generation-by-generation mechanics of those continuities
will be explored and the long-term social structural content of personal
experience will be outlined; (4) finally, some comments will be in order from

the stance taken on the overall interpretaion of the phenomena involved.

1. Historical sources of industrial personnel and macro-structural measures

of intergenerational change in occupational distributions

The subsequent presentation will keep to the data on occupational mobility.

To begin with the above-mentioned structural summaries of longterm and
deep-going transformations that have taken place during the lifetime of the
last three generations, perhaps few indicators can be as telling as those of

the comprehensive changes in occupational stratification.



The grandparental occupational distribution of our sample, as our start-
ing point in time, can be summed up as follows:

Table 1. Grandparental Occupational Distribution

Occupation Percentage
Agricultural "non-independent" 32
Agricultural "independent" 30
Industrial Worker 14
Industiral Self-employed 10
Service Sector, Manual 10
Non-physical Occupations h

As it can be seen from the table, more than 60% of the given industrial
personnel had their grandfathers (on their fathers side) in agriculture, less
than half of whom was "independent", the proportion of industrial grandfathers
did not exceed a quarter of the total; only one tenth of them was employed
in the serviece sector: only less than one in twenty had non-physical jobs.

Such figures on the grandparental composition of the labor force in one
of the largest industrial firms in a European capital around 1980 may be tell-
ing even in the absence of any-further comments. This distribution is infor-
mative not only of the relatively late start and slow rate of Hungarian indus-
trialization even since it began to gather momentum in the second half of the
last century; it i1s not less indicative on the extent of change that has taken
place in subsequent generations.

The dimensions of change become apparent by putting the foregoing grand-

parental distribution side-by-side with that of their respondent grandchildren:



Table 2. Grandchlldren Occupational Distribution

Occupation Percentage
Skilled Worker 33
Semiskilled Worker 28
Unskilled Worker 7
Non-manual Occupations 32

These proportions mirror one of the most profound discontinuities in the
history of Hungarian Society. Now all our respondents have their jobs in
industry; taken together, there are more skilled workers and non-manuals among
the present generation than there were peasants among their grandparents; the
percentage of non-manuals has increased by eight times during the time-span
of three generations; and the contrasts could be spelled out in greater detail.
Change cannot be, however, but one side of dynamics; the other is continuity.

Before making use of the way-of-1life data, even the structural distribu-
tions can be revealing about the continuity side, if they are complemented by
the cells of the cross-table they are only the marginals of:

Table 3. Grandfather-Grandchildren Occupational Crosstable

Occupations of Agrarisn Industrial Service Non-manual
Grandchildren Workers Workers
Non- Indep. Worker Self
indep. emp.
Unskilled 48 29 6 6 6 5
Semiskilled 34 38 10 7 8 2
Skilled 37 25 12 12 1 3
Non-manual 22 26 22 8 14 7
TOTAL (32}  (30) (1h) (10) (10) (%)

The table displays that the share of agrarian grandfathers is the highest,
higher than 75%, among unskilled workers, and the comparable figure drops to

less than 50% by the non-manuals. Putting it another way: presentday non-



skilled and skilled workers are typically of agrarian non-independent origin,
semi-skilled workers tend to be descendants of agrarian independents, while
non-manuals have thelr typical background among industrial self-employed.
Without quoting the vertical percentages this time, i1t can be shown that,
while only one third of all the grandchildren was non-manual, this proportion
exceeded 50% among those with industrial self-employed grandfathers, 40§ among
the grandchildren of service workers, and was less than 25% among descendants
of non-independent peasants.

Another reading of the same continuities demonstrate that unskilled
worker respondents in our sample had more than double the "chance" of having
descended from landless agricultural laborers, than non-manual respondents;
or, grandchildren of non-manual grandfathers had much more than double the
odds of becoming non-manuals themselves, than those with agrarian non-
independent origins.

Even measures like these can provide some cues about the extent of the
continuities involved. The latter become much more pronounced, and more
meaningful, however, if they are translated into the complex of everyday
personal practice. It is precisely this that our way-of-life dataset enables

us to do.

2. "Way-of-life" measures of intergenerational continuity in occupational

stratification.

Indicators of day-by-day personal and organizational routines can be
correlated of course with grandparental mobility backgrounds in at least as
many ways as there are ordinalities inherent in the data to be applied.

(In what follows I have not kept to the mathematically perhaps correct, but
methodologically, as it seems to me and many others in sociology, overpedantic
standards of restricting the use of correlations to interval scale data.

Widely discussed investigations suggest that even Pearson-coefficients can



¥ield meaningful results with ordinal-scale variables, and this is the rule
accepted also for the subsequent presentation.)

Here I would quote the results only with some of the ordinal scales
originally computed. Let me begin where continuities proved to be the most
robust, il.e., with the dichotomous scale of the manual/non-manual distribution
of grandparents. In this way also the methodological controversy of interval
vs. ordinal scales can be avolded for the time being.

The resulting vector of Pearson-type correlation coefficients of this
dichotomy with more than three hundred "way-of-life" indicators for the three
generations involved, yilelded statistically significant measures in the cases
of more than sixty. (I omitted the exact values of the respective coeffi-
clents; more or less in the order presented, modified slightly only for thema-
tic transparency, these values run form 0,60 to 0,20 with even the last one
being significant.)

Accordingly, where grandfathers of the respondents (on their fathers!'
line again) spent most of their life-time in manual occupations, as contrasted
with those of non-manual grandfathers, the schooling of respondents' fathers
was lower, mostly with the fathers' jobs in agriculture; grandfathers on the
mothers'! side tended to share the same characteristics; the placement of the
respondents themselves in organizational hierarchies 1s much lower (the num-
ber of subordinates supervised by them is much smaller); they are on jobs
requiring shorter times of on-the-job training; they are less qualified also
by formal criteria; they are less likely to own a car; they have a stronger
sense of their potentials for initiative and independent performance being
wasted on the job; their traﬁelling time to the work place is longer; they
think they have jobs where there is less or nothing to be learned at all;
they are less likely to have "weekend plots", and to have bathrooms in their

flats; their personal networks on the job are much more restricted, both with



people on higher organizational echelors and in general; they tend to have

Jobs with more physical demands; they are less interested in "political news"
on the media; they reported more frequently major family conflicts with
mother-in-laws, father-in-laws, and with son-in-laws and daughter-in-laws,
respectively; both their incomes and flats tend to be smaller, with fewer

rooms in the latter; in their own judgement they are less provided with such
basic human values as "family cohesion" and "safe homes"; they finished their
formal education and became financially independent at relatively earlier
dates; they rejected the attitude of "playing the i1dle" more definitiely
(showing off with idleness and pretending to be superior thereby -"drhatnimsdg”-
a native Hungarian term difficult to translate); they had less choice for their
first Jobs: they spent, on the average , more time in non-parental education;
they had, according to their own accounts, a childhood with less stable family
1ife; they had less on-the — job innovations; they felt they had more monotonous,
more boring jobs; they had fewer suggestions for our survey on how to improve
productivity, product quality and quality of working 1life; their personal net-
works are more limited and more homogeneous also off the job; they reported
lower levels of family and marital satisfaction; they are less likely to own

a family house; during their lifetime they travelled less abroad; they meet
fewer relatives in a year; they have more limited chances on the secondary-
Job-market (which plays a very important part in modifying one's conditions

and station in life in presentday Hungary):; they meet their best friends more
frequently; in their parental values on educating their children they put

less emphasis on "obedience" (it runs against most findings in other societies,
especially American and West European); they think their Job needs less fore-
sight and planning; in their opinion skills and knowledge are relatively less
important in determining wages:; they attend more rarely theatres, museums,

art gallerles: their level of so-called "political-ideological schooling" is



lower; they are mors critical about the (speclalist) competence of their
bosses; their yearly holidays are shorter; in their parental values they less
emphasize "cleanness and good manners"; they perceive less opportunity to
contradict their bosses (without adverse consequences); they read less in
their "free time"; the furniture of their flats was rated by the interviewers
as simpler and more worne out; and their overall life-satisfaction was lower.
Though there are results with other ordinal scales of occupations too,
e.g. with presence and absence of skills, economic sector of employment,
"non-independent"” or "independent" quality of employment, now there is no
room to review them; and even if it were possible to dwell more on those
details, it could be well objected, that all these scales are rather simple,
rather unidimensional. This is one of the reasons why we have constructed a
compound scale as well, comprising the "sectoral", the "self-employed-wage-
earner" and the "manual-mental" dimensions. In other words we applied for
computing correlations the scale used earlier for cross-tabulation: "non-
independent" in agriculture, "independent" in agriculture, industrial workers,
self-employed manuals in industry, service sector workers and non-manuals.
Since most of the findings with the compound scale are consistent with
those above, though less pronounced, I would not quote them at length. Instead,
I would cite the correlative results obtained with the scale just described
and a set of variables which were not included in the above computations.
This set of variables are those of the California Personality Inventory test,
supplemented by a short test on leadership qualities, that were administered
on a specially selected sub-sample of all of our respondents. (This subsample
of 150 people covered only males between the ages of 35-45, and it was sys-
tematically stratified according to major occupational groups of the respon-
dents themselves.) As opposed to the main sample, the subsample was not meant

to be "representative" in any formal sense of the word; it was intended much



more to be a testing ground for exploratory purposes. I emphasizé this,
because inspite of all the compelling consistency of the data to follow, they
have to be "handled with care”, and need much further, and more rigorous,
confirmatory work. With this has been told, it may be worthwhile attaching
the correlations of the test results with the compound scale to the foregoing
vector of associations.

It was found that those respondents with grandfathers placed lower on
the combined occupational scale, (that is those who tended to be grandchildren
of agrarian, non-self-employed and manual ancestors, as opposed with descend-
ants of higher sector, self-employed and non-manual grandfathers) had signifi-
cantly lower scores on the following variables, in decreasing order of magni-
tude: they had much weaker "achievement needs" and "achievement orientation®;
at the same time their level of "anxiety" was lower, they were more "extro-
verted"; they were "intellectually less efficient"; they were less "tolerant"
of views conflicting those of their own; they had lower levels of "empathy":
they were less motivated by "standards of excellence"; they fared "poorer"
in new or untried situations: they had lower levels of "socialization" (weaker
sense of probity and propriety):; they had poorer "capacity for status"; they
tolerated "failure" less; thelr "sociability" was lower. (The respective co-
efficients run from 0,%0 to 0,26, even the last one being significant.)

There were no significant differences found whatsoever on the other
dimensions. Though earlier we could not dwell, for lack of time, on the
points of "no difference", here we can perhaps afford to do so for the small
number of variables. These factors are "flexibility", "communality" (fitt-
ing-in with the crowd), "good impression" (interest in making a good im-
pression" (interest in making a good impression), and "feminity".

The imminent question is how to interpret all these findings on the micros

of continuity amidst a turmoil of macro-change. Before having our try at inter-



pretation, a look at the generation-by-generation mechanics of continuity, and

some spelling out of the longterm "systemic content" of these basic continuities

may well be useful.

3. The generation-by-generation mechanics and the long term systemic content

of "way-of-life" continuities'

We began by structural measures of change, we proceeded to personal or

actoral "way-of-life" indicators of continuity; in order to get clearer vistas

for interpretation, now we come to have a closer look at the long term structural

patterns of continuity. This would involve again a macro-perspective, but this

time with S focus on continuity.

For it has been observed, as the evidence given may have well documented,
that the past significantly stratifies the present, inspite and all through the
deep-going transformations Hungarian society have faced, especially since the
second World War. But up to this moment we have had contrastive distributions
only for the grandfathers-grandchildren generations, spanning three generations
in one step, while we have had almost nothing on the structural mechanics of
intergenerational mediation between our extreme points in time. Here, first
the corresponding transition matrices, including also the "mediating distribu-
tions" of the fathers' main occupations and the respondents' first (as distinct
form present) occupations, will be outlined; and second: these matrices will be
transformed into an image of historical hierarchies, better fit for interpreta-
tive purposes.

(The inclusion of the fathers' occupations into a long term structural
cross-section seems to be the more advisable, since, apart from common sense
opservations, partial correlation coefficients indicated their crucial role
in mediating continuity effects: in other words, by controlling for fathers'

" occupations, the correlations between grandfather-grandchildren distributions

proved to be much weaker --- the coefficient remained significant, but nearly



approached the level where 1t should have been considered "spurious".)

Let us then have a glance at the transition matrices just mentioned.
They are displayed in Tables 4, 5 and 6 mainly for documentary purposes.
Now I would not go into details. On the basis of the transition probabilities
depicted by the tables, the typical lines of occupational inheritance can be
easily reconstructed. E.g. children of landless agricultural grandfathers end
up with largest probability in the same position, (i.e. in agriculture),
while the first occupation of their children, i.e. that of the respondents, in
turn, was agricultural, too, and those respondents with first occupations in
agriculture now are with relatively highest probability in industrial semi-
skilled or service-type skilled jobs. (Service Sector here refers to service
type jobs within the given industrial enterprise.) In general, if the transi-
tion cells with relatively highest probabilities are‘identified, most of them
tend to be in the diagonals of the matrices. (Refer to Tables 4, 5 and 6).

It must have been noticed in passing that the categories of the matrices
are not understood as simply "occupational labels", or designations of parti-
cular "Jjob-slots" only. Already b& introducing the ordinalities for the purpose
of computing the previous correlations, the nominal occupational labels were
transformed into indicators of a directed probability space of social structura-
tion. To put it differently, in the transition context the "occupational"
categories serve much more quantitatively to mark off relative socio-economic
standing than any particular "occupational" affiliation. The occupation grid,
much beyond its nominal functions, has been used in fact only as a tool to
arrive at a probability sturcture of an intergenerational soclal space, and,
instead of going into further details of the matrices themselves, I would
build on that aspect, and would go on to cast their information into a mold
easier to mobilize for later use.

Since by now there is a directed probability space at our disposal, we



Table 4., Father-Grandfathers' Occupational Grid

Grandfather's

Father's Occupation

Occupation Agricultural Industrial Service Sector Non-manual Total
Non- Indep Worker Self Worker Self Non- College
indep emp emp coll

Agric. Non-Indep 40 9 37 0 1 2 1 0 100%

Agric. Indep 12 32 30 4 15 2 Y 1 100

Indust. Worker 3 } 70 3 6 3 3 10 100

Indust. Self-emp 10 0 43 24 10 2 6 6 100

Service Worker 2 2 46 9 26 0 11 ) 100

Serv. Self-emp o N by 0 28 6 6 6 100

Non-man. Non-coll O 0 31 8 23 0 15 23 100

Non-man. College 0 0 10 0 10 0 40 40 100

Total 18 14 1 l 14 2 L Ll 100

Table 5. Father-Respondents' Occupational Grid

Respondents* Father's Occupation

First Occup. (Categories same as above Table)

Agricultural 30 30 3 1 T T 0 0 12

Indust. Unskilled 23 22 23 28 19 20 1 it 21

Indust. Semiskill.

Service Unskilled 21 19 16 26 24 33 1 17 20

Indust. Serv.Skil. 19 23 42 24 3 13 37 13 32

Non-manual

without GCE 3 2 6 0 > 0 9 0 4

Non-manual/GCE 3 2 6 5 13 27 oh 48 9

Non-manual/Coll. 1 1 2 5 2 0 6 17 2

Total. 1004 100 100 100 100 100 100 100 100

Table 6. Respondent's present vs. first occupation
First Occupation Present Occupation
Indus. Indus. Indust. Non-manual Total
Unskilled Semisk. Service
Service Skilled W/0 GCE with GCE with
Unskill. Coll.

Agricultural 1" 65 17 Iy 2 0 100%

Industrial Unsk. 19 39 29 5 5 3 100

Industrial

Semiskilled/ 6 53 15 15 7 5 100

Serivce Unskilled

Indus. Service Skilled 1 8 70 h 13 5 100

Non-ianual W/0 GCE 0 16 0 58 23 3 100

Non-manual w/GCE 0 0 8 0 70 21 100

Non-manual/college 0 0 9 0 0 91 100

Total 7 30 34 8 14 T 100




can perform the proposed re-casting of the data in terms of a calculus of
probabilities without any technical difficulty. Having computed what may be
called the cumulative "weighted entropiles" on the directed probability fields
of the transition matrix (though with its percentages of the other way around),
we may gain a more articulate perception of the crossgenerational structural
trajectories of descendants originated from the same grandparental layers of
occupationally identified social stratification. (The term "weighted entropy"
is used here in the sense introduced, e.g., by Silviu Guiasu in Theory of In-
formation with Applications, McGraw Hill, 1979; by "cumulative" it is meant
that the respective probability measures have been added, i.e., cumulated
along the ordinality of the "occupational" scale applied in the transition
matrices.)

These "trajectories", having the same grandparental origins, can be
mapped in terms of the hierarchies of the fatehrs', the respondents' first and
the .respondents' present occupational distributions as follous:

Table 7. Relative Ranks of Grandparental "Occupational Groups"

A. As Mapped on Fatehrs' B. As Mapped on Res- C. As Mapped on
Occupational Hierarchy pondents' First Occu- Respondents' Present
pation Hierarchy Occupation Hierarchy

Agric. Non-indep. 38 Agric. Non-indep. 73 Agric. Non-indep. 81
Agric. Indep. 73 Agric. Indep. 82  Agric. Indep. 90
"Other" Manual Ind. 135 Indust. Self-emp. 102 Ind. Self-emp. 99
Industrial Worker 153 Indust. Worker 129 "Other" Self-emp. 116
Indust. Self-emp. 155 "Other" Self-emp. 129 "Other" man.work. 124
"Other" manual wor. 172 "Other" man. work. 152 Indust. worker 136
Non-man. w/o coll. 310 Non-man. w/o coll. 157 Non-man. w/o coll.139
Non-man. w/ college 534 Non-man. w/ college 342 Non-man. w/ coll. 160

To provide for a more sensuous grasp on the these data, the message of the



table could be restated like this: descendants with the same grandparental
occupational background in the respective generations can be considered as
participants of a procession, or of a long-distance hurdle race, the figures
referring to relative lead or lag in the contest of the given generation,
while the average participant' is at the 100 marker. (The numbers quoted are
standardized in a way that a group wilth average performance is assigned a
score of 100).

Viewed in this way, the table offers a simple formulation of dynmamics of
the corresponding social relativities through three generations. As it can
be seen , at least on the basis of the occupational grids deployed, within-
generation distances gradually have decreased, and occasionally also the °
comparative order of the different groups has considerably changed. E.g.,
as a consequence also of deliberate political efforts, scores of the indust-
rial self-employed decreased, while those of industrial workers increased, etc.
(For about a quarter of a century administratively it was considered advanta-
geous to have an "industrial working class" origin, and at the same time it
was taken as a disadvantage to have come from the "private sector". This
policy had a marked effect on school-entrance results, and alsc on other
outcomes of soclal selection.) The other basic fact, however, is the rela-
tive constancy in the frames across the fields: those in the avantgarde and
those in the rearguard happen to be the groups with the same grandparental
antecedents, respectively, and this analytic output may equip us with a more
convertible view on the long-term systemic content of micro-level continuities
disclosed through the "way-of-1life" data.

It can be argued, of course, that the ordinalities of the occupational
scaled deployed in cumulating the probabilities for the computation of weighted
entropies lack any other basis than that of experts' Judgement of the relative

social prestige of the respective occupational ranks. While this is more or



less true, the viability of the foregoing results is well borne out also by
another try with less "arbitrary" ordinalities: with those of levels of school-
ing. The above results do not become but more convincing by this check:

Table 8. Relative Ranks of Grandparental "Occupatlional Groups'

A. As Mapped on the Father's B. As Mapped on the Respondents'
Schooling Hierarchy Schooling Hlerarchy
Agricult. Non-indep. 49 Agricult. Non-indep. 66
Agricult. Indep. 50 Agricult. Indep. 72
Industiral Worker 134 Industrial Self-employed 81
"Other" Worker 134 Other Manual Self-employed 101
"Other" manual self-emp. 169 Non-manual w/o college 142
Industrial self-emp. 240 "Other" Worker 154
Non-manual w/o college 34k Industrial Worker 166
Non-manual with college 795 Non-manual with college 332

The only major difference is that, partly as the outcome of the official
schooling policies just described ---non-manuals without college fare poorer,
and the lead of "workers" is amplified. It could be worthwhile dwelling more
on the internal relativities of these fields, but now it is time to proceed
to issues of broader interpretation.

It may have been perceived even earlier that the way-of-1life correlates
are interpretatively not independent from the transition trajectories, first
depicted by the transition matrices, and then by the weighted hierarchy formula-
tions. Now we are in a better position to establish that they are not but two
sides of the same coin. Now we can assess more appropriately what are those
micro-continuity correlates basically associlated with, in the long-term work-
ings of macro-dynamics. They are correlates not only of particular "origins"

registered at one particular time on lines of family descent; rather, they



are correlates of being placed with a certain kind and extent of inertia
within confines of given domains of the historical hierarchies involved all
the time through the generations. It is this inertia/dynamism of sociletal
stratification what the intergenerational continulties/discontinuities listed
above in way-of-life traits and industiral behavior patterns are basically the
correlates of. For from the foregoing exposition, it is clear that those who,
put less emphasis of their children's being "clean" and "having good manners";
are less interested in "political news" on the media; have less possessions

in terms of income, housing, durables, etc.; have had more troublesome child-
hood, later more personal and family problems; have less satisfaction in life;
have more boring jobs, closer supervision, a stronger sense of being wasted
both on and off the job; have more restricted social networks and smaller
worlds; have more unsettled psychic tensions and out-of-handle inner conflicts;
have weaker achievement needs, lower levels of emphathy and tolerance: have
more adaptation problems in new situations and less intellectual flexibility;
are less affected by social standards of excellence poorer capacity for status
etc., on the one hand --- and those in the rearguard of the historical game
being reproduced with a certain degree of "continuity" generation by genera-
tion, on the other hand --- are the same.

In terms of Hungarian social history they tend to be the residue of the
centuries old system of what has usually been called "second serfdom" dominat-
ing the East European scene form the 17-18 centuries on. As one of the results
of the extreme expansion of manorial latifundia induced by the peripheral posi-
tion of the nation (for reasons not to be expanded here) in the regional divi-
sion of labor of the international system of the first industiral and politi-
cal revolutions of world capitalism --- the majority of Hungarian serfs were
"liberated" from feudal serfdom in the middle of the last century without any

land of their own. Because of the comparative backwardness of industry at that



time, these masses could not be absorbed by modernized sectors until much
later: this is the background to the high proportion of "agricultural non-
independent" among the grandfathers, and, partly to all the comsequences for

their children and grandchildren.

4. Conclusion

It has been found that the mutually reinforcing effects of multigenera-
tional social selection on the one hand, and the individual's orientation to
life in general and to industrial work in particular on the other hand, are
part and parcel of the same socio-historical accounting process extending far
beyond the conventional scope of industrial sociology. Most studies of
"output-tactics", "strategic bargaining", "wage-disputes” and"legal contract",
etc. confine attention to the immediate boundaries of particular organisations.
The evidence surveyed here clearly indicates that the space-time domain where
and when differential contributions to the output of industrial units are
effectively contracted is much more inclusive than the manifest concerns of
the firm usually imply, while it is the contract managed in this context that
is causally operative in setting the criteria of self-investment for the
individual and in determining the productive potentials of the organisation
as a whole. A generalized reading of the results for the Hungarian scene
well complements the conclusions also of most other studies on twentieth
century Hungarian economic and social history: it has been the massive break-
throughs against centuries-old inertia of social stratification processes that
wound up the engines of post-war Hungarian economic growth, while it has been
the surviving continuities in the inertia of the same processes that have
amounted to the most pressing bottlenecks in comtemporary economic perfor-
mance.

Spelling out more explicitely the original formulation of the theme of



this lecture ir terms of its title, and rendering it more amenable to theoreti-
cal interpretation as well: not only is the "labor-force" of an economy "so-
cially stratified", but it is precisely the ways and quality of these classifi-
cation processes that constitute the labor force, i.e. provide the power base
to its functions: it is the changes and continuities on the shopfloor of this
secular dynamics that set the rates of performance for the whole social system,

its economy and industry included.
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Some Tendencies in. tl . ic poli
and Planning System during the Last 35 years

Istvén Kiglics

Planning Institute of Hungary

Introduction

To fully discuss such a wide topic a series of dissertations
would be required. Thus 1if one intents to do so in a shortened
form it is inevitable that he can touch only the surface, and
should limit the scope of his approach.

Following this reasoning I have decided to avoid the more
usuzl reviews. In this paper I will not undertake to deal with
the:

-political-economic type*

~the economical-theoretical type*

-the so-called "Hungarain modell" type/which has gained popu-
larity, mainly among foreigners, looking for the specialities of
the management system, introduced in 1968/

-the analytical-critical type approaches.*

Among numerous other possibilities, I am intended to provide
a limited "practical description', to follow the main tendencies
of change in the macro-economic management events during the

postwar period, and give a kind of guide-line or overview

*
There are some available even in Japan, as for example some works
of Kornai Jdnos and some other economists. Translated by Tsuneo

Morita (Hosei University).



for those who wish to understand the today's status-quo in the
economic management, and the achievements which has. done in the
country.

Due to the limits of this paper, I will not attmept a compre-
hensive account of the process, only mention those events which
I consider as important for the understanding of the whole ten-
dency. Sometimes just refer to the background, regarding the po-
litical events, theoretical turning points and other important
events. To further narrow the field I can not go into details in
economic regulations, price system, financial system, employment
system and so on, only refer to them.

What I attempt to describe is the following:

-The period of the rigid central planning system/1950-56/
-The period of moderate central planning, the time of trials
and failures /1957-67/

-The "Reform period'"(1968)

-Today's tendencles.

In every section, the main topic will be events relating to
macroeconomic policy and planning. Of course depending on the
point of view, the events can be organized in different ways with
many additional events and changes added as important. I would
like to emphasize that this paper reflects only my personal views.

The reason why I begin this review at 1950 is, that it {is

regarded in Hungary as the beginning of the clear socialist sys-
tem after the 1948-49's movements, which resulted the nationali-
y
zation (taking into public ownership) of companies /banks, factories

etc./, and preparation of the first 5 year plan.



1. The time of the rigid planning system /1950-56/

At first let me explain the conditions which, consciously or
not, effected the economic policy making at the end of the 40's.

Hungary was on that time an underdeveloped country, having
just entered the initial stages of 1ndustrialization.* The main
sector in the economy was underdeveloped agriculture, almost with-
out any modern technical inputs (cultivation machines, tractors,
etc.) with a majority of small-holders. 53% of the working popu-
lation was engaged here (232 in industry, and 24Z in tertiary sec-
tor). The industiral sector was concentrated in Budapest. Before
the WW2 Hungary was called "the country of 1.5million beggers'/the
working population was about 4 million/, reflecting to the high
unemployment rate as well as the social conditions in industry
and agriculture.

After the WW2Z the infrastructure and production system was
almost fully crippled because of the war-damages. The first 3
year plan initiated recovery but the country remained underdeve-
loped and still not fully recovered, with a lack of modern tech-
nical-material basics.

The postwar political direction shifted strongly to the left,
supported by many enthusiastic movements from the masses. It was
the time of "Bright Winds /Fényes Szelek**/".

From the conditions described above it was clear that the

*With other Middle-East European countreis, as it 13 described in
the works of Berend T. Iv4n; or B. Balassa: The Newly Industriali-
zing Countries in the World Economy. The Process of Industrial
Development and Alternative Development Strategies. New York 1981,
**This 1is a title of a movie, made by a famous Hungarain film
director Jancséd Miklés. The film dealing with the spontaneous

enthusiastic movement of young people of that time.



underdeveloped agricultural-based economy, with its lack of employ-
ment possibilities and a considerable gap in social conditionms,
should be changed radically if a solution to this problem was to

be found. It was decided that a more effective industry and
modernised agriculture should be developed. To realize this
purpose, a centrally managed system was established with the ex-
pectation that it could concentrate the efforts and govern the
development by the formed policy. In concrete terms the Soviet
modell served as a basis.

The economic policy intended to establish a strong internal
base for industrial development, through investments in inter-
mediery industrial production. This economic policy was not unique,
rather typical way for the second step of industrialization.* To
modernize agriculture, a program was launched to organize the
majority of small-holders and tenant farmers into bigger units,
socalled cooperatives. It was expected at the same time that mo-

dernized agriculture needs less "hands"

for cultivation, with the
surplus moving into the more effective industry. This policy was
combined with a vigorous desire to catch up with the developed
nations in a very short time, even within years.

To implement this policy there was introduced and employed
a central planning system. The key idea of this system was, that
the market and financial mechanism of the economy were not to be
used as they were regarded as insufficient for rapid growth. This
function should be replaced by a central planning process, through

which all the needed information can be collected, and the pro-

*For more detajls see: B. Balassa: The Newly Industrializing

countriesg:..



duction, investment processes, the distribution of materials,
energy, financial resources and products can be organized according
to the needs of economic policy. The National Planning Office
elaborated a detailed plan for every company (enterprise), as for
materials and products. It was broken down to ministries, indust-
rial and local directorial organs, in the end to the producers,
companies which were obliged to implement it.*

Price were fixed, and thus they did not served as market
regulators (or indicators). Their function was only for account
purposes, serving simple administrative-statistical purposes. The
company's only obligation was production. They received with the
plan automatically all the needed materials and finmancial resources.
Their products also were delivered from them automatically to the
trade companies with whom they entered into compulsory contracts.
The main targets and policy directions were fixed in the five years
plan which was then broken down into five 1 year plans, which were
further broken down into quarters (3 month plad) and decades (10
days production program). After completing the central plan and
the decisiun making process there was no possibility for change,
because the whole process was highly coordinated and any changes
could break up the plan.

The organizational structure of the ministries were also

broken down from the previous Industrial Ministry into various

* Probably to this organization form contributed the conditiomn that
after the nationalizacion, the whole management staff was replaced
by mainly so called "worker-directors", who were taken from the work
bench and has no experience, managing a company. The specialists

were taken to the planning office and ministries.



ministries, e.g. Metallurgy Ministry, Light Industry Ministry etc.

The economic policy targets which were drawn up were extremely
one sided, not to build up proportionally the intermediary base as
a whole , but concentrated only an iron metallurgy and coal mines.
However Hungary's coal and {iron ore resources are very poor. The
investments on this fileld lead to overheating and insufficient
financies. In the other branch of the economy, agriculture the
organization process in favour of the communes was violently
forced, but no industrial infrastructure, mechanical or financial
regsources for helping modernization were provided. ©Not only the
communes but also the private sector received compulsory plans
for planting and animal husbandry, almost regardless of their
capacity. There was introduced the compulsory delivery of pro-
duces and 1livestock to the state organs at very supressed, fixed
prices. Prices for agricultural goods were in favour to industry.

Financial resources were transformed to industry and the plan
failed to provide proportional resources for infrastructure* as
it was regarded as a non-productive branch which did not serve the
purposes of rapid growth. As a result of extrem nationalization,
the private sector almost fully disappeared, even from such fields
as the small-scaled service sector and work-shops.

Living standards, in spite of the pledges made by the plan
decreased and the resulting strained conditions led to the tragical

events of 1956,

*During the 1. Five Year Plan (1951-55) the infrastructure have
received only 1/3 of the financial resources planned to invest-
ment purposes. But in that time the developed countries turned
2/3 of their resources for the same purpose /Beread T. Ivdn:
Gazdasfgl dtkeresés 1956-65. Magvetd 1983/.



2. The period of moderzate central planning, trial and failure

*
/1957-67/

The Second Five Year Plan was to begin in 1956, but was brushed

ith
away by the flow of events, and thus the second period started w

the Second 3 Year Plan followed by the Second Five Year Plan /1961-
65/ and the Third Five Year FPlan /1966-70/, though this later period

partially belongs to the next period, the reform period, beginning

in 1968.

The beginning of this period closely followed a very tense
situatiop, from which some conclusions and consequences of the
previous economic policies were drawn. Among others one was that
the previous economic policy should not be maintained on the same
form. Another, that there must be some changes in macroeconomic
management. However there were great differences in opinion con-
cerning the direction and degree of changes. On the other side:
some projects were near completion in the metallurgy sector, and
thus there was no sense in scrap them aside. From here comes the
necessity to partially follow the previous policy line.

At the same time the direction of the policy went through
some important changes. The desire for the rapid economic growth
has gsurvived, With the limit that the regular increase in living

* %
standard must be inviolable.

*About the back ground of this period there is a good reference
book mentioned before: Berend T. Ivdn: Gazdasdgl Gtkeresés...
**It was one of the declared targets in the before economic policy
also, but in fact it was not implemented. The 1living standards
have not been increased, even in some years declined. However

after this period it was implemented.



Right at the start, the compulsory delivery of product in the
agriculture was abolished. The depressed prices in this field have
been raised. Instead of the compulsory delivery the market was
newly introduced.

During the Second Three Year Plan the main economic policy
target was the stabilization with moderate growth rate. The em-
phasis of policy during the whole period shifted from metallurgy
to other branches of industry, such as energy policy, the chemical
industry and machinery. The autarchy attempts had been given up,
and shifted to looking after international economiec participation
concerning the Western and Eastern countries as well.

To gain a broader perspective, at the beginning of the 60-s
started the elaboration of the 15 Year Plan. From this came the
15 year programs for housing construction, the successful program
for transportation industry /IKARUS buses/ etc.

In spite of relative favourable geographical conditions, Hun-
gary at that time /at the end of 50's/ could not manage self suffi-
ciency in agriculture and had to import wheat and meat (of which
today Hungary 18 exporting in much bigger amounts). It was the
time, to move ahead that 1is why *the approach toward the agricul-
ture has changed essentially. After the compulsory delivery of
product was diminished, the organization of agricultural coopera-
tives began again, but as violently as before. The process was
surprisingly rapid in realizing this target.

Following this process, industrial policy-makers developed

*0f couse it was only one of the reasons. Among others one can

find out some political and theoretical motives also.



a program for the feature foundation of a smooth agricultural ad-
vancement. It began in the chemical industry with the nitrogen
/ammonium based/ fertilizer program. Also the import of agricul-
tural machines and equipments, and later their domestic develop-
ment began. At the same time the government encouraged new coope-
ratives for modernization and investment, proving financial help
with longterm loans.

The planning system also went through some changes, however
its basic character was not changed. At the beginning much greater
changes were expected,* but as stabilization moved ahead, this
program has slowed down. The most important change was, reflecting
the policy changes, the diminution of the compulsory plan for agri-
culture, which can be considered as the first real reform step in
the economic system. The importance of this is that it broke the
idea that the socialist system can be managed only by a compulsory
plan. After it proved successful, it served further as a modell
for the second and bigger reform step for industry in 1968. The
other characteristics of the planning system survived but went
through some changes. One of these was that the number of balances,
which allowed the planners to take into account the demand and
supply of basic materials, decreased from 1271 in 1954 to 290 in
1957.** The same process can be observed in the Planning indexes

% J Kk
for investments.

*Reference: Berend T. Ivdn: Gazdas4gl Gtkeresés...

Szamuely Ldszl4é: A mechanizumusok elsé hullamé.../Valéng 1982/7/
**xBerend T. Ivdn: Gazdashgi dtkeresés...

***Balassa Akos: A Magyar Népgazdaség tervezésének alapjai, KJK
1979 Budapest.



For the stimulation of companies a method was used which was
unambiguously linked to the everfulfilment of the plan. This new
policy shifted to take into comsideration the achlevement of the
company, instead of overfulfill the plan indexes in quantity. For
this there was introduced a kind of bonus (Nyereségrészesedés).

One of the most vigorous discussions occured during the exami-
nation of the price system, which was regarded as an important
point for advancing economic management. In the end it is turned
out to be more realistic (in comparison to the previous system)
and Qlightly more flexible system. For example, the rigid and
depressed cost price has changed, through building into the price
some percentage for technical renewal cast, ralsing the profit
rate,*and diminishing the subsidies for coal and metallurgical
products. Nevertheless the majority of prices remained fixed,
almost completely under state control. Wholesale and retail (con-
sumer) prices were still separated.

.To make the rigid bureaucratic system more flexible and to
advance the independency of the companies, there was a movement
to organize the small companies into larger units. The Industrial
Drectories (Ipari Igazgatdsdg),which acted between the ministries
and the companies, were diminished ( a few of them were organized
into Trusts) and the companies were directly attached to the mini-
stries. By the end of this process (1964) the number of industrial

companies decreased to 597% of the previous level.

*It was transfered to the Central Budget, as before, did not re-

mained at the company.



The full liquidation of private activities in the economic
field /business/ left a supply gap in some fields. To improve
this situation, at the beginning of 60's started again a program
to allow private persons to continue private business in some field,
such as small work-shops, services, etc.

Although there were many attempts at modification, the main
character had not changed drastically. During the Second Five
Year plan (1961-65) some trouble appeared again in the growth
process, in investments, in the foreign trade balance and the
consumption market. This led to the revival of the suspended
discussion concerning the economy.

The conditions of the country, during the preceeding years
had confidentially changed: some of the most important goals such
as the establishment of social security, through providing working
posgibilities, good welfare conditions, standard educational pos-
sibilities for everyone, also, in turning the country's economy

onto an industrial base, have been achieved.

The percentage of employed persons by sectors of national economy

1949 1960 1970 1980

Agriculture and Forestry 52.9 38.4 25.8 17.3
Industry and Construction 23.2 34.5 43.9 40.8
Tercier sector 23.9 27.1 30.3 41.9

Source:Magyar statisztikail zsebkdnyv 1980

However these achievements were only basic. Though the dis-
cugsions the machinery of the system was shown not to be satisfac-
tory in some aspects, the experience in agriculture showed that

there was not only one way tocollectively manage. At the same



time, the economy during that period became too complicated to be
managed in a bereaucratic way. As earlier attempts during the
end of the 50's and the beginning of the 60's had proved, a mode-
rate modification could not help. To cure the problems some
essential changes were needed. This conclusion led to the econo-

mic reforms of 1968.

3. The reform period (1968)

Although the reforms begun in 1968 were like a watershed,
they cannot be described as a single step, but rather as a pro-
cess. However, if one were to define this pocess, it should be
described as an opening up of the system in favour of more flexi-
ble adjustment to continuously changing conditions . As a matter
of fact, it was not introduced as a full-ranged reform, when one
takes into counsideration the lack of experience under socialist
circumstances with the state-run companies. On one side, there
was no substantial change in the organizational chart (like mini-
sterial structure, company managment), while on the other side,
there were some "built in brake" (in the wage system, employment,
price sysfem, distribution system, foreign trade etc.) to main-
tain the stability, and gradually 1ift this "brakes' afterwards
during the development of the system. So it is not 'surprising
that the reform 1is far from being completed.

Some easily separable smaller periods can be observed even
after 1968 (as we will see), but the decisive steps, without
doubt, were made at the beginning. These steps can be described,
as a kind of distribution of the decision-making process. Pre-

viously all of the decision making authority had been kept in



the hands of the central plan makers, macro and microeconomical
decisions included. This was regarded during the discussions and
deliberation *of the new systemas the main source of inefficiency.
The reform transplanted the microdecisions ( companies' production
policy, investment purposes' decision, financial supply, wage po-
licy etc.) to the companies.** Only the frame, the environment

of microdecisions has remained in macroeconomic level, the deci-
sions for the parameters of this environment by economic regulators.
That is why the introduction of the reform was at that time popu-
larily called '"decentralization'.

For the economic policy makers remained a narrowed field: to
deal with those processes which can not be managed by the companies,
as some communal, infrastructural area, or some stragegical bl

decisions, and the mentioned regulatory adjustment.

Some of the elements of the previous economic policy survived,
such as the desire for high economic growth. But even in this

field some changes occured. The policy-makers did not stick to

*The discussions were partly in the economic newspapers, monthly
review, partly deliberation committees. The committees were in-
vited from different fields: specialist from academic circles, from
the managment of all level (national and business). This practice
continued later also. During the preparation of the laws /1972,
1978/ concerning the planning system, and later in 1980-85 to ad-
vance the price system, ministerial system's transformation, small
venture's business, companies' management reform etc. as we'll see.
** In fact in 1968, the first steps were very moderate. Properly
speaking all the other steps during the reform process till now

can be considered as further attempt to strengthen this direction.

*** In this case it means only economical and not military decisions.



the idea of forcing the investment rate of the economy concerning
the "productive" branches of the economy. During the Forth Five
Year Plan (1971-75) for the first time the investment resources

to the infrastructural field (dwelling, commercial network, super-
markets, sewage system, etc.) accounted more thanm 50%7 of the whole
investment of the country. As a whole investﬁents in this field
increased 76Z*in comparison with the previous period. However the
infrastructural program slowed down after the oil-shock.

In favour to agriculture, the fertilizer program in the chemi-
cal industry has continued. So was the intermedier program, estab-
lishing new basic materials for the industry, with the petro-chemi-
cal program (PVC).

In the Fifth Five Year Plan (1976-80) policy was directed to-
ward the energy industry, to secure the future energy base of indus-
try. During the elaboration of that plan, there was discussion
concerning the maintenance of the high economic growth after the
conditions produced by the oil-shock. A decision was made to auto-
mate, for the sake of more rapid changes in the production struc-
ture of the economy. It was expected, that these changes would
speed up naturally. Actually they did not work. The metamorphosis
was much slower than it was needed. So at first, in 1977, there
was elaborated a long range program for structural developments.

*
As a second step, the sharp effects of the oil-shock waves forced

*Resource:Balassa Akos:Az infrastruct@ra fejlesztés f4 vondsal és
problémai a 70-es &vekben. Gazdasig 1976/4.

*%*One of these was the jump in o0il prices themself, even by two
times / Hungary is importing 802X of her oil demand/. Another was
the price rises in imported goods, which destroyed the terms of
trade for Hungary, which draws almost half of her national income

through foreign trade.



a reexamination and revalue of the economic policy. During the
revaluation, the desire of high economic growth was dropped and
replaced by the preference for balanced development (with an em-
phasis on the international balance of payments). The second
desire was to be more flexible to the quickly changing internatio-
nal environment and adjust the economic management accordingly
while at the same time not to destroy (but rather maintain) the
living standard of the people.

To further advance the system, it was decided in 1980 to adjust
the sensitivities of the companies. This move was intended to pro-
vide circumstances in which the companies can be more adaptive to
the changing international division of labor. "In order to achieve
this purpose, the domestic price formulation of natural resources
was adjusted to prices, at which they could be bought for hard cur-
rency on the world market, and the profit control of ghe export
industries to the rentability of the exportf This is called po-
pularly the "world market based price system".

Paralelly, the reorganization of the ministerial system was
elaborated. Among others, the most important change from the view-
point of the economy was the unification of the different indus-
trial ministries into the Industrial Ministty.**The Labor Ministry
was reduced to a smaller Labor Agency /Munkaligyi Hivatal/, and some
minor changes were introduced in the Price Agency (ﬂrhivatal), to

adjust it to the newly introduced price system.

*Bgla Csikés Nagy: A new phase in the Hungarian economic reform

1984-87, New Hungarain Quarterly, Nr. 96.

**The number of employed persons were also reduced remarkably.



To those quickly changing fields such as service, which are
hardly influenced by macroeconomicpolicy, was introduced the so
called small-venture businesses*(kisvallalkoz4si rendszer) policy
in 1982. By this policy anyone could undertake a small scaled
business as stipulated by the corresponding law. Some very im-
portant transformations. The new idea:"decentralization”" in the
planning organization took the following form. The liquidation
of the compulsory planning system was declared. As a consequence
of this, the direct contact between the National Plan and the com-
panies' plan disappeared and the number of planning indexes were
drastically reduced.**However the remaining indexes were no longer
mandatory for the companies.

The reduction in the planning indexes were accompanied with
a kind of enlargement of indexes which had not been used before,
but were regarded as important in the new conditions. This was
the employment of the SNA system /before only the MPS system was
used similarly to other socialist countries/ appropriately to the
direction of UN recommendation (for the statistics in 1968; for

the planning in 1970). 1In the preparation of the plan there began

*The corresponding terms for this formations in Hungary are: small-
scale enterprise, affiliated enterprise, small cooperative, econo-
mic working team.

**Those indexes which remained only were National Income, GDP,GNP,
Price indicators, indicators for real growth and income, indicators
for the main branches 6f the economy, like industry agriculture, etc.
But they served as a numerical background for the plan and economic
policy making. There were not broken down to the individual com-

panies.



to be employed the input-output method for coordination and some
modell (for the long-range, the middle term and the one year plan
some different one) with the support of the computer technique.

For the price system, from 1968 upward the market pricing
gradually got wider, which was at 1968 about 20% of total consump-
tion value but more than 50% in 1980. This price system was con-
tinuously controlled and adjusted by state organs. The word '"con-
trolling" in this case means the maintenance of price stability
to protect the economy from the inflationary pressures.* The arti-
ficially constructed price structure (with some preferences in
favour of some economic policy targets) had not been changed fun-
damentally in 1968 as it was suspended for latter consideration,
which occured in 1968, during the elaboration of the above mentioned
"world-market based" price system.

During the compilation of the plan, the state organs conducted
consultations with the enterprises, not with all of them, but only
with those regarded as Impotant because of their economic power
and influence in the economy, or which were impotant to future
economic policy. These consultations were not established as de-
cision making forums, but rather as forums for hearing each other's
opinion about macro-economic policy and economic regulatory adjust-
ments.

* %
Another impotant framework 1s the regulatory system, contain-

ing the taxation parameters for the companies' profit and its usage.

*At first, during the introduction of the reform in 1968 there was
such fear, because of the lack of experience in the new conditions,
and after because of the effect of oil shock.

**This is a very complicated and regulary changing system, so I

can only draft some tendencies.



At first taxes were introduced as a certain percentage for diffe-

rent purposes, but by the middle of the 70's it was replaced by

a different system by which the regulators defined only the taxa-

tion rate for the corresponding purposes and the decision was left
to the companies' management.

The compulsory contract making buying and selling products
was replaced by the market system and the organization of the com-
panies' market was left to the company. Also, the financing deci-
sion for investment purposes was transferred to the companies'
hahds and from the middle of the 70's companies began applying to
" the bank and competing with other companies for obtaining finan-
cial resources (loans) for their investment purposes according to
banking conditions (which were regulary adjusted to the economic
policy targets).

In foreign trade, the foreign exchange system /based on the
originally declared gold parity of the currencles) was replaced
by a fixed foreign exchange rate (60 Ft/$ and 40 Ft/Rubel) till
1975. After 1975, the foreign exchange rate was adjusted regularly
to the changing conditions year by year. Later it had adjusted
at shorter periods and from 1985 it began to be adjusted daily.

The regulatory system was linked to the economic policy tar-
gets, and thus they are announced together, or slightly earlier
than the new Five Year plan as 1its important part. Minor adjust-
ments are occuring in the 1 year plan also.

The status of the planning system in 1968 was not exactly
fixed. It was rather a matter of concensus. The idea behind it

was not to fix an artificial construction but rather to move ahead,



collect some experience in the new system, and build up the basic
framework. That is why, the law for national planning was not
elaborated and passed untill 1972. For the companies the law was
passed in 1978. These laws described the framework of the two
systems, respectively and declared their independency from each
other.

The traditional planning period is 15, 5, and 1 year. To

increase their flexibility, the 15 year plans are usually elaborated

*
more frequently tham 15 year. The most important among the plans:

the five year plan. This revised regulatory after the second year.

After 1979 a new word appeared in the plan-makers vocabulary, the
"opened plan"(nyitotttervezés), reflecting the conclusions drawn
from the two 01l shocks and emphasizing the desire of the plan=-
makers to regard the plan more as a guideline and preserve the

possibility for flexible maneuvers in reaction to the important

changes in the economic environment, and to adjust the plamn accord-

ingly.

However there can be observed some contravening tendencies
also, during the 70's. Opinions concerning the reason for this
differ. For some people, the main reason was that the organiza-
tion emphasize the difficulties after the first oil crisis, while
some others the disappointment of the decision makers caused by

the slow advancement in the economic development, and the produc-

*The fist was completed at the beginning of the 60's the next at -
the end of 60's. After the oil-shock had started the elaboration
of the next one etc.

** This practice is called in the planner's slang as the "rolling
planning“/Gdrdﬁlg Tervezés/.

* %



tion structure, brought about by the reform period, etc. This
tendency was seen from 1972, and more stronger after the oil-shock,
during the compilation of the Fifth Five Year plan. The consulta-
tion forums between the companies and the planmakers tended to be
decision making forums on which the planning organs attempt to
persuade the companies to adjust their plan in accord with the
state organs' desire. The consultations and this relationship
turned to be increasingly bureaucratized and received many criti-
cism afterwards. So the tendency during the preparation of the

VI. Five Year Plan (1981-85) had stopped and slightly relaxed.

4. Today's tendencies

1985 13 the last year of the VI. Five Year Plan. The VII.
Five Year Plan 1s under deliberation. Although the most important
target of the previous plan, the achievement of the foreign trade
balance, was completed and slight advance observed in economic
growth in 1984, the main goal, balanced growth, probably remains,
as the world-wide recovery is delayed.*

However some interesting events have occured advancing the
IT. step of the organization system. The target is to strengthen
the independency of the companies and increase their flexibility
in the decision making process. In the newly introduced system,
for most Hungarian companies managers are to be elected by newly
formed company councils or directly by employees. The councils,

which are being set up in some 50X of Hungarian companies, repre-

*Ag it was mentioned above Hungary depends very much on the foreign
market, because relatively very small country and the foreign trade's

role is very big.



sent both employees and management and will elect managers subject
to confirmation by the Industry Ministry. Managers in about 25%

of the companiles, mainly small ones, are to be directly elected by
employees.

The day-to-day operation of those companies which have a
council, will however remain in the hands of the manager.* This
reform is to be completed in 1/3 of all companies in 1985, and in
all of them by the end of 1986.

There is an other direction, partly linked with the managerial
reform, to transform the capital flow into a more flexible way.
Today's flow is dominantly vertical with the financial resources
flowing through the budget channels with the banking conditions
adjusted to the economic policy targets. The next step could be
the opening of a kind of capital market. This has not even elabo-
rated but is only under consideraciont* in spite of the fact that
some kind of securities for private persons and companies also
were introduced some 2 years ago, but the form and the effect of
it is still rather limited.

The advancing of the price systme can be apparently seen as
an attempt to shift from the administratively controlled price
system into a more liberalized one. This process is still not
completed but shows some hopefull signs, as the majority of prices
shifted to the "world-market price system”, to bring them into a

more realistic relationship. However because of its great effect

*Japan Times. January 4. 1985.
**KGtvényexport? (Security export?) HVG B8.Dec. 1984.



on social conditions, and other reasonst it will take time to
complete.

0f course to make such steps 1s not a simple task, partly
because the opinions about the directions and the degree of the
steps always differ, partly because of today's recessive condi-
tions, which itself can cause troubles for such small and econo-
mically opened country s8till not belonging to the technically
most advanced countries. There is always doubt, whether the new
steps can work or can be carried out as intended, and not turning
back, like the planning practice shown in the middle of the 70's.
Nevertheless, at the same time, as a whole, the smooth movement
achieved during the last 16 years or so is providing evidence that

even in such..a difficult period as the last 10 years that deve-

lopment 1is possible.

*The vitalization such new conditions, and the corrections of the

mistakes, adjustment of parameters is a very time-consuming process.
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