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Summary. - Hungary’s status as a model in agriculture is examined in terms of its economic. 
social and political performance, its planning and organizational components and the contextual 
factors affecting its transferability. In economic and social performance the Hungarian strategy 
compares favourably with the rest of Eastern Europe and the USSR. Planning and institutional 
factors contributing to this performance include the New Economic Mechanism planning 
approach, autonomous agricultural producers’ co-operatives. new structures for diffusion of 
technology, and integration of household producers into the commodity system. While the trans- 
fcrability of the model remains doubtful due to factors such as size. technical base. and political 
choices, increased participation in the world economy may force the USSR and the rest ol 
Eastern Europe into reforms bearing some rcsemhlance to those in Hungary. 

1. INTRODUCTION 

In a world which discovers new developmental 
‘miracles’ about every 5 years - just as the 
previous miracles are expiring - it is perhaps too 
faddish to nominate yet another candidate for the 
honour. But if what has been happening in 
Hungarian agriculture over the past decade and a 
half is not miraculous, it is at least unprecedented 
for the socialist world. As Poland flounders in an 
economic crisis compounded by, and compound- 
ing, agricultural stagnation; as the Soviet Union 
chalks up a record string of dismal harvests; as 
the rest of Eastern Europe wrestles with perenni- 
ally undynamic agricultural sectors - Hungary 
stands out as an emblem of successful socialist 
agriculture. In the entire socialist world, only the 
very recent performance of the People’s Repub- 
lic of China can begin to match it. 

Therefore, it is not surprising that other 
socialist countries, particularly the USSR and 
some of Eastern Europe, and even China, have 
begun to eye Hungary more carefully. Countries 
formerly suspicious of its deviations from ortho- 
doxy now see Hungary as having solved decisive- 
ly what are for them still persistent problems of 
food scarcity, low agricultural productivity and 
inefficient applications of large-scale production 
techniques. More and more other socialist coun- 
tries have themselves examined the Hungarian 
experience. For those concerned with developing 

agriculture in a socialist context, Hungary is 
potentially a model of some importance. 

Unfortunately for all those looking for certain 
solutions to complex developmental problems, 
models frequently have a short track record. TOO 

often a mode1 is dismembered and applied 
piecemeal and mechanically in the interests of 
rapid development. Too often the conception of 
the model ignores either essential conditions for 
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Janos Juhasz and Balint Magyar) generously put their 
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White. These institutions and individuals deserve much 
of the credit for the essay’s strong points; the remaining 
flaws, and the views expressed, are my responsibility 
alone. 

123 



124 WORLD DEVELOPMENT 

its operation or crucial and inevitable long-term 
costs. Eventually we may even hear. ;IS with the 
PKC’s recent criticisms of the Maoist expcri- 
ment. that the model was no model after all. but 
;I facade concealing ii disaster area for national 
economic policy. 

For Hungary’s food and agriculture sector to 
stand as a bona fide model, then, several 
conditions would have to exist. First. it has to be 
ascertained whether it has indeed produced the 
results that would be expected of a model. 
Second, the model must be conceived as ;I whole 
so as to include all the factors integral to it and 
essential to the operation of its parts. Finally. the 
context that permits those factors to interact 
properly must be identified and the question of 
whether the potential model is truly transferable 
must be addressed. 

Section 2 of this essay presents the economic. 
social and political results of policy and organiz- 
ation in Hungarian agriculture. Section 3 ex- 
plores the major parts of the potential model: the 
New Economic Mechanism (NEM) reforms in 
the national economy, the agricultural producers’ 
co-operatives, ‘technically operated production 
systems’ for introducing modern agricultural 
technology and ‘small-scale’ (household-based) 
farming. Finally. in Section 4 the factors related 
to transferability of the model are examined. 

Before developing the issues. ;I brief explana- 
tion of the organizational structure of Hungarian 
agriculture is in order. Agricultural production in 
Hungary has been based on socialist ownership 

since collectivization was basically completed 
in 1961. A very few privately owned farms still 
exist, but the private sector farms now occupy 
only 1.1% of the farmland. Of the remainder, by 
IYXI. I30 state farms operated some X32.000 ha 
of agricultural land (including crops. gardens, 
orchards and pasture). while some 1300 agri- 
cultural producers’ co-operatives operated 
another 4,652.OOO ha. (See Table I .) In IYXI, the 
state farms produced lS.O’X of gross production 
value of agricultural products, while the co- 
operative agricultural sector accounted for 
6X.X’% (of which 40.3% was from the co- 
operatives’ large-scale farms and 16.X’% from the 
household plots). ’ These state and co-operative 

enterprises in the socialist sector are the basic 
local units in the national system of agricultural 
planning, production and marketing. I Hungarian 
state farms and co-operatives are not. however. 
distinguished in the manner usual in socialist 
settings in that for both. the ownership situation 
can be complicated. For example. co-operative 
farms own only about half the land they farm: the 
rest is owned by the state and by individuals. 
mostly the co-operative members themsclve\. Nor 
does managerial control necessarily constitute ;I 

clear distinction between state and co-operative 
farms; while state farms are more subject to state 
control in such matters as appointment of mnnag- 
ers, both types of farm are technically indepen- 
dent ‘enterprises’, which do not receive direct 
orders from the state. tiowever, state farm 
employees are employees of the state and enjoy 

1970 I’)75 1 OS0 1YXI 

Number of agricultural enterprises: 
State farms and combinates 
Large-scale farms of co-operatives 

Average farm size (ha) 
State farms and combinates 
Large-scale farms of co-operatives 

Agricultural area (I000 ha) 
State farms and combinates 
Large-scale farms of co-operatives 
Household plots of co-operatives 
Auxiliary and private farms 

Number of active earners 
Total (thousands) 

of which: 
State agriculture 
Co-operative agriculture 

Active earners as percentage 
of active earners in national 
economy 

1X-l 
244 I 

5548 
1985 

1193.7 

164.7 
939. I 

74 w ” 

150 
1SYX 

6hO7 
3161 

1032.2 

154.6 
775.0 

20.3”/” 

132 
133X 

758X 
306 I 

lY.S’%, 

130 
1320 

1 Y 6 ‘X 

Source: Kozponti Statisztikai Hivatal [Central Statistical Office]. S/nriszrikui e~~korryt~ 1YNf 
[I981 Siutislrcd Ywrhook] (Rudapest: lYX2). pp. 155, 1%. 
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the benefits of such employment. Co-operative 
members, on the other hand, are technically not 
‘employees’ and receive only the benefits of 
membership permitted by their particular co- 
operatives. 

Because the agricultural producers’ co- 
operatives account for the largest part of produc- 
tion, and because their roles may be taken as 
basically analogous to those of the state farms, 
this essay generally concentrates on the co- 
operatives whenever agricultural enterprises are 
under consideration. 

2. HAS HUNGARY ACHIEVED MODEL 
RESULTS? 

Most favourable evaluations of Hungary’s food 
and agriculture sector have concentrated on 
economic indicators of performance, but as 
Karl-Eugen Waedekin reminds us. a country’s 
success must be measured in terms of priorities 
set by the country itself.’ Hungary shares with 
most socialist countries a set of social and 
political goals beyond the economic objectives 
with which nearly any country might identify. It 
stands to reason, therefore, that for other social- 
ist countries justifiably to regard Hungary as a 

model, certain political and social performance 
criteria will be as important as its economic 
results. 

The economic results are persuasive on their 
own. Both production and yields have increased 
rapidly since the early 1960s. (See Table 2.) In 
grain production. the foundation for the agri- 
cultural sector, Hungary has shown tremendous 
improvements over the past two decades. The 
country’s average yields of wheat and maize 
(approx. 78% of total grain acreage) in 1979-81 
were X9 and 77%. respectively. greater than the 
1961-69 averages.’ From I%+--71 to 197%81. 
Hungary showed greater improvement in grain 
yields than the USSR or any other East Euro- 
pean country. 

Indeed. by most indicators of economic per- 
formance, Hungary has fared better than the rest 
of Eastern Europe. From 1965 to 1982, the 
average annual rates of growth in net agricultural 
product in Hungary exceeded those in the rest of 
Eastern Europe, with a particularly strong lead in 
1%+-82. (See Table 3.) In index numbers of per 
capita gross agricultural production, 1977-79 
(1969-71=100). Hungary was surpassed only by 
Romania, which started from a much lower 
base.5 In 197G79 Hungary’s net product per 
agricultural worker was 70% above the East 

Table 2. Hungarian ugriculturrrl producriotl and yields. 196 I-X? 

1961-65 
average 

Produclion 
Crops (1000 tons) 

Cereals 
Wheat 
Maize 

Sugarbeets 
Sunflower seed 
Potatoes 
Vegetables 
Fruit (other than grapes) 
Grapes 

Livestock and dairy 
Slaughter animals (1000 tons) 

Pigs 
Milk (1 million litres) 
Eggs (1 million pieces) 
Wool (tons) 

Yie1d.s (tons/ha) 
Wheat 
Maize 
Sugarbeet 
Sunflower 
Potatoes 

6768 
2009 
3316 
3093 

110 
1735 
1470 
955 
646 

1136 1287 1682 1970 2079 220 I 
653 692 968 1108 1183 1220 

1499 1643 1692 2214 2600 2659 
2046 2781 3521 4475 4394 4361 
9652 10,303 8279 10,564 12, I60 12,762 

1.86 
2.61 

26.45 
0.96 
7.91 

196&70 1971-75 
average avcragc 

8261 11,403 12,633 1 12,887 14,919 
2996 4299 5186 4614 S762 
3992 5934 6314 1614 5762 
3175 3097 3979 4719 5371 

96 143 300 627 582 
1659 1602 1567 1608 1459 
1730 17x4 1984 IX16 1855 
1218 1379 1510 1791 1935 
775 x22 x37 62X 1047 

2.43 
3.23 

1.11 
10.45 

3.32 4.06 3.00 4.39 
4.17 4.85 5.86 6.86 

33.00 33.64 38.75 42.56 
1.24 1.61 2.07 1.95 

11.74 14.16 18.20 17.34 

197680 
average 

19X1 19x2 

Sources: OECD (19X1), p.237: Kozponti Statisztikai Hivatal. Sfatiszrikai Evkmyv. 1981 (Budapest: 1982). pp. 12. 
13, 159-160, 165; Sfarisztikai Evkonyv. 1982 (Budapest: 1983). pp. 153. 154, 158. 
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Table 3(a). Average annual growth rate of nef agriculturul product 

Country 1965-70 197@75 1975-80 198G-82 

Bulgaria --3 1% I .5’%, -4.2% -3.7% 
Czechoslovakia ;:4 1.7 0.2 -4.3 
East Germany -0.8 2.0 1.2 -2.3 
Hungary -0.2 2.7 1.0 3.2 
Poland -3.1 1.1 - 1.5 -4.1 
Romania -2.3 0.8 1.3 -4.1 

Table 3(b). Average annual rates of growth in agricultural 
output 

Country 197@75 1975-80 

Bulgaria 1.7% 1.4% 
Czechoslovakia 3.1 1.9 
GDR 3.1 1.5 
Hungary 4.x 3.2 
Poland 4.1 0.2 
Romania 5.5 2.6 

Source: Alton et al., (1983). pp. 26-27. 

198@82 

2.3% 
0.7 

-0.6 
2.6 

-6.9 
-0.6 

European average, exceeded only by the GDR, 
which has a far higher level of mechanization.h 

More striking to the Western observer, 
Hungary has also achieved certain measures of 
agricultural performance that compare quite 
favourably with the West. The country’s per 
capita agricultural output rose from 81.4% of 
that of the US in 196670, to 93.1% in 197679 
- 20 percentage points ahead of any of the rest 
of Eastern Europe, Yugoslavia, or the USSR.’ 
Hungarian grain yields in the 1970s showed 
greater improvement than the world total, or the 
United States or major West European farm- 
producer countries.” (See Table 4.) Hungary’s 
average total grain yield in 1979-81 was over 
twice the world average, 10% more than Den- 
mark’s, 7% more than neighbouring Austria’s 
and 6% more than that of the United States. 
Wheat yields during that period exceeded those 
of the United States by 78% and Austria’s by 
8%. Hungary’s maize yields were less than those 
in the United States and Austria by a large margin, 
but were only 5% less than France’s, 

The point here is not that Hungary has over- 
taken the West or that it still has to catch up with 
some Western nations for some crops. Yields in 
any setting will be the result of several factors 
including natural conditions and the relative 
prices of different crops or of crops and inputs, 
which strongly reflect national policy choices. 
The point is that Hungary’s productivity has 
reached what is by any world standard quite a 

respectabie level, and that by virtue of its 
impressive rapid gains in productivity, Hungary 
has proven that agriculture in a socialist context 
can indeed meet the productivity goals set for it 
by policymakers. 

Hungary’s general gains in agricultural 
productivity have permitted expansion of the 
agricultural export sector without sacrifices in 
domestic consumption. Hungary’s per capita 
food consumption has shown considerable im- 
provements: in meat, from 59.8 kg in 1971 to 72.1 
kg in 1980; in milk and dairy products, from 
111.2 to 160.6 kg; in vegetables and greens, from 
82.5 to 87.0 kg; and in fruits, from 71.9 to 76.0 
kg.’ 

In terms of per capita consumption, com- 
pared to other East European countries (includ- 
ing Yugoslavia but excluding Albania) and the 
USSR, Hungary in 1979 was only fourth in meat 
and meat products (though Hungary’s were 
probably of higher quality), sixth in milk and 
milk products, first in eggs, fifth in sugar and 
sugar products, sixth in cereals and bread, sixth 
in vegetables, sixth in potatoes and fourth in 
calories per day (3494 kcal, which was still 100 
kcal ahead of the West European average). 
However, Romania and Poland faced frequent 
food shortages, while Czechoslovakia, East Ger- 
many and Yugoslavia required high food or feed 
imports.“’ Unlike other East European countries 
which achieved similar consumption increases at 
the cost of steeply rising food or feed imports, 
Hungary has been an important agricultural 
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Table 4. Comparison of cereals yields, 1969/71-1979/X1 

1960-7 I 
avcragc 

(tons/ha) 

1Y7Y-81 
avcragc 

(tons/ha) 
1979/81 increase 

over 1969171 

World 
total 
wheat 
maize 

Hungary 
total 
wheat 
maize 

Denmark 
total 
wheat 
maize 

France 
total 
wheat 
maize 

USA 
total 
wheat 
maize 

USSR 
total 
wheat 
maize 

Austria 
total 
wheat 

1.806 2.188 17.6% 
1.540 1.888 22.6% 
2.472 3.252 31.6% 

2.891 4.410 52.6% 
2.645 4.068 53.8”/0 
3.570 5.183 45.2% 

3.853 4.018 4.3% 
4.582 5.066 10.6% 

3.596 4.661 29.6% 
3.626 4.913 35.5% 
5.148 5.447 5.8% 

3.458 4.162 20.4% 
2.144 2.289 6.8% 
5.164 6.497 25.8% 

1.475 1.445 -2.0% 
1.423 1.549 8.9% 
2.763 2.857 3.4% 

3.469 4.130 19.0% 
3.273 3.783 15.6% 
5.547 7.047 27.0% 

Source: FAO Production Yearbook, 1981, pp. 93-97, 102-103. 

exporter over the past 10 years. It has been a net 
exporter of grain since 1973 and is the largest 
exporter of meat and meat products among the 
countries of Eastern Europe, shipping out nearly 
twice the exports of the runner-up, Romania. 
Hungary’s livestock industry has been built upon 
a basically self-sufficient foundation and there 
has been no trade-off between livestock export 
earnings and dependence on grain imports.” 

The development of exports has increased the 
food and agriculture sector’s importance to the 
national economy as a whole. Seen in terms of 
contribution only to aggregate national income 
(net material product), agriculture’s importance 
has actually declined, as one would expect in an 
industrializing economy. In 1971, agriculture and 
forestry accounted for 22.8% of the national 
income; by 1981, that proportion had declined to 
16.5%. However, agricultural products 
accounted for a steadily increasing proportion of 
export earnings. By 1981, agricultural and food 

products were 25.2% of Hungary’s total exports 
and fully 33% of the non-rouble, hard currency- 
earning trade. For 1982, the figures were, again, 
about 25% of total exports, but 37% of dollar 
exports.12 For a country that depends on foreign 
trade for nearly half its national income, and that 
requires substantial imports of Western tech- 
nology, this means that agriculture has become 
very important indeed.” 

Hungarian scholars and policymakers are the 
first to point out that there are also economic 
problems in the food and agriculture sector; high 
among these are rising production costs, difficul- 
ties in expanding exports as rapidly as hoped, the 
continued dependence on imports of crucial 
agricultural inputs and problems in balancing 
incentives to producer units against preventing 
income inequalities.” The production costs and 
import dependence are most easily quantified. 
On the cost side, Michael Marrese’s calculations 
show that while Hungary’s gross agricultural 
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output value increased by an average annual 
3.5% from 1970 to 1980, the ~allre ndded in 
agricultural output increased by an annual aver- 
age of only 1.4X15 On the import side, the 
country remains dependent on imports of protein 
feeds which rose 9-fold from 1963 to 1978. By 
1980 they were 2% of total imports and may 
reach 1 million tons by 1990. The country must 
also import half its agricultural machinery.‘” 

Some of these problems stem from factors 
beyond the control of the agricultural sector. 
Export difficulties, for example, probably owe 
far less to domestic factors than to increasing 
agricultural protectionism in the West and 
shrinking demand due to the world recession.” 
The dependence on imported inputs is in large 
part a function of the country’s size, its 
co-operation in CMEA division of labour in 
manufacturing industries, its natural climatic 
conditions (e.g., unfavourable for soybean pro- 
duction), its lack of raw materials (e.g., 
petroleum and the raw materials for non- 
nitrogenous fertilizers), and to the shortcomings 
of Hungarian industrial performance. Rising pro- 
duction costs to some extent grow out of the 
rocketing energy prices of the 1970s and the 
expanding share of industrial goods in agri- 
cultural production costs.‘” 

However. certain features of the agricultural 
system do contribute significantly to all of these 
problems. For example, Marrese points to 
several major problem areas: the high levels of 
subsidies for agricultural enterprises, the 
complexity of agricultural policies (including 
price supplements, direct and indirect subsidies) 
which make it difficult to calculate comparative 
costs, the wage regulation policies which amount 
to negative incentives for work effort, and major 
investment errors, particularly in buildings and 
equipment for large-scale livestock production.‘” 
Clearly all of these bear some relation to the cost 
issue; and that. in turn, has significant impact on 
the country’s export performance. Finally, the 
incentives problem grows out of past policy 
choices which gave higher priority to minimizing 
income gaps between agricultural enterprises 
than to rewarding more profitable operations. 
(This and other aspects of the incentive issue will 
be discussed in Part 2.) 

What of the social and political achievements? 
Here the record is more problematic, but still 
impressive. Like most Marxist-Leninist systems, 
Hungary officially aims at a society characterized 
by a high degree of equalitv. At the same time, it 
also aims at the ‘industrialization’ of all work. a 
process whose necessity is assumed although its 
meaning has been quite variously interpreted. 

For many socialist countries. the record for 

agriculture does not look good on either of these 
scores. In the southern countries of Eastern 
Europe. the gap between rural and urban in- 

comes and standards of living shows little sign of 
disappearing. The gap is reflected in the 
‘feminization’ of the rural labour force, with an 
accompanying decline in agricultural labour 
productivity as able-bodied young men move to 
better paying urban jobs.-” Soviet and East 
European attempts to industrialize agriuclture by 
combining producers into ever larger units. by 
increasing mechanization or by increasing vert- 
ical integration have had at best mixed results 
and are of questionable viability for the long run.” 

In one respect, the pattern of urban-rural 
differentiation in Hungary is similar to much of 
Eastern Europe and the USSR. Rural areas are 
now far from purely agricultural settings. While 
46% of Hungary’s population of 10 million still 
reside in rural areas, less than 17% of those 
employed in the socialist sector nationally (cu. 
96.5% of the total workforce) work in agri- 
cultural enterprises.” Thus over half the labour 
force living in the countryside is working in 
industry or services, either commuting to nearby 
towns or working in small enterprises within the 
villages. With this mixture of residential and 
occupational patterns. there has grown also the 
phenomenon of the ‘mixed household’ in which 
one earner - not necessarily the household 
head - works in industry, and another in 
agriculture.‘3 

In other respects, however. Hungary’s rural- 
urban pattern differs significantly from much of 
Eastern Europe. While there is certainly still an 
urban-rural gap, it may be one of the world’s 
smallest. Hungarian co-operative farm families’ 
average per capita incomes in 1973 were actually 
higher than those of working class households 
and were only 12% under the average for 
self-employed households. The differentials are 
probably similar now. Although no current 
figures are available which include incomes from 
household plots or the ‘second economy’, aver- 
age salaries between the co-operative agricultural 
and state industrial sectors still show only about 
an I I% gap. Income from non-salary sources 
probably closes this gap. or even reverses it 
(although at the coat of longer hours worked). 
The relative equality of agricultural and non- 
agricultural incomes helps explain a novel phe- 
nomenon in Hungary: the movement of young 
people back into agricultural occupations. In 
lY60, of the co-operative farm members under 
60, some 40.8% were under 40. By 1967 the 
proportion had declined to 37.1%. By 1976 it had 
risen to 43.X”/,, and a third of those of working 
age employed were under 30. In 1Y67 the average 
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age of active (working) co-operative members 
was 47.1 years; by 1978 it had fallen to 40.3. The 
agricultural sector now actually competes with 
industry in attracting skilled workers, technicians 
and managers.2J For hundreds of thousands of 
Hungarians, therefore, agriculture has become a 
job like any other job rather than a dead-end that 
one is born into. 

Even those critical of Hungary’s social achieve- 
ments for rural areas have noted its success in 
achieving the ‘de-peasantization’ of most of rural 
society, the industrialization of agricultural tasks 
and a congruence of urban and rural patterns of 
life and work.2s Apparently, Hungary’s agri- 
cultural performance has come not at the ex- 
pense of, but hand in hand with, the realization 
of important social goals. 

But Hungary is still far from the egalitarian 
utopia. Rural areas in general still lag behind the 
cities in amenities such as modern housing. cultural 
and other facilities.‘” There are significant varia- 
tions within rural areas. Rural Hungary still has 
pockets of poverty, disadvantaged groups and a 
pattern of social stratification within the socialist 
agricultural sector widely 
rian sociologists.*’ 

recognized by Hunga- 
From one co-operative to 

another and even from one village to another, 
there are often startling differences in prosperity. 
A tour of the countryside quickly reveals dispari- 
ties between villages which are as pronounced as 
those, for example, between farming areas in 
Appalachia and in Lancaster County, Pennsyl- 
vania. in the United States., Approximately one- 
third of all co-operatives are still considered poor 
enough to need direct state subsidies. (See Section 
3.) The 369 co-operatives (out of the total of 1300) 
which earned per capita gross incomes of under 
50,000 forint in 1980. occupied 25.6% of total 
national co-operative-farmed area, employed 
23.5% of the total labour force and 19.4% of the 
total constant capital of agricultural co- 
operatives nationally. However they produced 
only 14.9% of production value and earned only 
2.8% of total profits.2X 

Finally, Hungarian socialism can claim some 
political achievements in the countryside. First of 
all there is the present general acceptance of 
agricultural collectivization and the generally 
happy coexistence of public and private en- 
deavours in farming. (These will be discussed in 
Section 3.) Secondly, there is the successful 
replacement of the old rural elite. According to 
Ivan Volgyes, the ‘regime has made determined 
efforts to increase the percentage of the 
peasantry among the political leadership and the 
intelligentsia’. Although at a national level and in 
urban areas these efforts have met with mixed 
success, the goal has been relatively well accom- 

plished in the rural areas. By 1975, ‘57.1% of the 
rural elite and 33.8% of . the rural intel- 
ligentsia’ were from peasant origins.“” 

The ostensible goal of democratization must be 
treated with a degree of scepticism. While the 
Hungarian Socialist Workers’ Party (HSWP) does 
not appear to ride roughshod over Hungarian 
farmers, the degree of political control which 
individual farmers can exert is limited indeed. 
Furthermore, the dream of self-government and 
democratic decision-making through co- 
operatives (which at least some Hungarian agri- 
cultural experts would appear still to cherish) 
seems circumscribed now both by the growth in 
size of agricultural enterprises and by the in- 
creasingly prominent role of technical experts in 
making enterprise decisions.“’ Finally, one polit- 
ical achievement of the regime represents a 
mixed blessing. The changes of the past 20 years 
have brought the peasantry into immediate con- 
tact with urban values, modern technology and 
national or even international issues. The 
HSWP’s helmsman role in this process has 
guaranteed the party’s salience in the country- 
side, but that very salience can cause dissatisfac- 
tion, as Volgyes points out: 

And in all this process, the regime must take the 
blame and the responsibility as well as the praise for 
all that has been accomplished. In a Communist 
state, where there is really only one party, one real 
centre of power, it is the party and the leadership 
that is blamed, or praised, for all things ugly and 
beautiful; for good weather and floods, for greater 
profits and higher world prices, for inflation and the 
death of a cousin at the wheel of his car. It is unfair. 
but that’s the way the regime wanted it originally 
and now there is no way to change it.” 

In light of the economic, social and political 
problems, therefore, it is clear that Hungary has 
not yet found an immediate or easy formula for 
socialist agriculture. Nevertheless, the achieve- 
ments are noteworthy. The wistfulness with 
which the rest of Eastern Europe and the USSR 
regard Hungary’s agricultural success suggests 
that, at least in so far as the results are concerned, 
the others would cheerfully trade their problems 
for Hungary’s, Whether they would be willing or 
able to trade the methods is another matter 
entirely. 

3. THE MODEL 

(a) Economic environment for agriculture: 
The New Economic Mechanism 

Reform of Hungary’s entire socialist economy 
began in 1968 with the adoption of a 
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comprehensive set of measures referred to as the 
‘New Economic Mechanism’ (NEM). The 
introduction of NEM followed 3 years of careful 
study, but once the decision was made to adopt 
it, change proceeded on several fronts at once 
and rather quickly. Each aspect of the reform 
required the others for effectiveness.32 The most 
striking features of NEM were the introduction 
of enterprise autonomy - which meant 
abandoning compulsory planning - and the 
transition to reliance on market signals (prices, 
interest rates and taxation policies) to guide 
enterprise decisions. Enterprises are supposed to 
be ‘responsible for their own profits and losses’ 
and to pursue profits through market competi- 
tion. 

Naturally exchange cannot take place on a 
competitive basis if prices are fixed beforehand. 
The Hungarian Socialist Workers’ Party 
approved therefore a market price mechanism as 
early as 1966: 

Valuation by the market will have to find 
expression in price so that. on the one hand. the 
resulting differential in profitability should influ- 
ence the structure of production (supply) and. on 
the other, these prices should help to reach market 
equilibrium through their effects on increasing or 
decreasing the quantity demanded. For this pur- 
pose, it should be made possible in the new price 
system to determine market prices over a wide area 
through the agreement of buyers and sellers?’ 

In line with this view, the NEM has gradually 
released prices to respond to market forces; the 
aim is eventually to have average prices move to 
world price levels.31 

The NEM has not progressed with uninter- 
rupted smoothness. The international economic 
shocks of the early 1970s and concern over 
possibly widening income inequalities and 
lowered levels of consumption prompted 
Hungarian policymakers to increase central 
intervention in enterprise decisions. Since 1976, 
however, and particularly since January 1980, 
new policies have reoriented the system towards 
competitive prices and increased enterprise 
autonomy.“” 

Just how far has NEM been taken in agricul- 
ture? The autonomy of agricultural enterprises 
after 1968 increased significantly over the nomi- 
nal autonomy which co-operative (not state) 
farms had enjoyed earlier. In 1957 the state 
compulsory deliveries from agriculture had been 
abolished and agricultural procurement prices 
had been increased. But the procurement ‘re- 
commendations’ of local government bodies, 
based on breaking down state plans’ require- 
ments for local areas, did tend to carr 

X 
the force 

of orders through the next decade.- In 1968 

however, the NEM reforms provided a broader 
basis for agricultural enterprise autonomy. 
Cancellation of their heavy debts and increased 
producer prices gave the co-operatives the 
opportunity for more self-financed investment 
and thus more control over investment 
decisions.“’ 

Planning continues to have a strong impact on 
agricultural as on other enterprises, but the 
planning mechanism under the NEM differs 
markedly from the old compulsory plans. At the 
national level, Hungary sets economic plans with 
three different time horizons: long-term, 
medium-term, and annual. The annual plan is the 
detailed operative plan. It is based on ‘balances’ 
drawn up by the Central Planning Office project- 
ing supply and demand for the year. Demand 
projections include both domestic and foreign 
demand. Projections of supply are based on 
annual and medium-term plans which all Hunga- 
rian enterprises must submit each year. If the 
supply and demand projections are unbalanced, 
the planners adjust prices, credit policies, sub- 
sidies and income and salary regulations in order 
to induce enterprises to revise their production 
plans. Managers of some of the major agricultu- 
ral enterprises are consulted while these regula- 
tions are under consideration, and managers of 
all the enterprises are briefed on the year’s 
regulatory mechanisms before they go into 
effect. Mid-year adjustments may be made if 
interim assessments indicate the need.3x 

Agricultural producers may buy inputs from a 
variety of different sources, in quantities and 
types of their own choosing (see the section on 
TOPS below). They may also sell to purchasers 
of their choice. The range of choice is limited in 
practice by the state purchasing organs’ size and 
capacity advantages, but the choices seem to be 
expanding, particularly as the government de- 
liberately breaks up the monopolistic food indus- 
try ‘trusts’ into smaller competing units, and as a 
non-state sector in the food industry grows.“’ 

Nonetheless, several factors ensure that the 
‘invisible hand’ is not yet the prime mover for 
co-operatives. First, large subsidies still provide a 
strong buffer against market forces (and, 
incidentally, a strong lever for government influ- 
ence). Approximately 2628% of co-operatives 
qualify for fixed-rate state subsidies for the 
farming of low quality land. However all co- 
operatives receive subsidies and it is only the 
types that differ. In 1979, ‘advantaged’ co- 
operatives received 3828 forint/ha in state sub- 
sidies, and ‘disadvantaged’ co-operatives re- 
ceived 3984 forint. Disadvantaged co-operatives 
got 2040 forint in support of ‘everyday account- 
ing’ (i.e., to cover operating losses), 934 forint 
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for fertilizer and pesticide, and 1010 forint for 
investment. The corresponding figures for advan- 
taged co-operatives were 1166, 1392 and 1270 
forint respectively.40 

Second, state-fixed prices still cover a large 
share of total agricultural production, making 
them more important than in industry. Fixed 
prices apply to maize, wheat and beef cattle. 
Prices for pig sales by large-scale producers (state 
farms and co-operatives) are also fixed. In 1981, 
these categories accounted for 39.3% of the total 
value of agricultural products.4’ At present, 
domestic producer prices are based on world 
market prices for products which rely heavily on 
inputs derived from hard currency imports, are 
exported for hard currency or, increasingly, are 
substituted for hard currency imports. But the 
prices of products primarily intended for dom- 
estic consumption are based on domestic input 
costs. To hold down retail prices, producer prices 
for basic foodstuffs are set to cover only costs in 
average or better than average enterprises. This 
practice holds net income of ab;ricultural enter- 
prises lower than in industry. 

The pricing policy places some lines of agri- 
culture production at more of a disadvantage 
than others. As one recent study reported: 

grain producers would receive 30 percent more for 
their products if world prices were adopted, while 
fruit and vegetable producers would receive 15 
percent less and live animal and meat producers 10 
percent less.” 

Hungary is not planning to adjust these prices in 
line with the world market, in part because the 
Hungarians consider world market prices dis- 
torted by protectionism, and in part because the 
country cannot afford reduced incentives for 
producing hard currency earning exports like 
meat. 

Third, as Nigel Swain points out, the low level 
of agricultural producer prices has forced co- 
operatives to rely on credit or government aid for 
a large (but decreasing) portion of their invest- 
ment. In principle, bank credits are granted on 
the basis of co-operatives’ creditworthiness and 
in keeping with government investment prefer- 
ences. The two criteria may clash. with a resulting 
limitation on enterprise autonomy. An enterprise 
that chose to concentrate investments in more 
profitable lines of production. going against 
government preferences, runs the risk of ‘ignor- 
ing present government requests’ and thereby 
losing ‘its future “creditworthiness”‘.JJ 

Finally, although this is compatible with mar- 
ket considerations, much agricultural exchange is 

arranged well in advance. Since both agricultural 
enterprises and household producers must plan 
productive investments in advance, and because 
price stability and export planning are important 
goals for the government, both producers and 
purchasers generally prefer to use advance con- 
tracts (with durations from one season to several 
years) to arrange sales of agricultural products. 
These contracts specify the price and quantity of 
the product. Deliveries may vary by 10% from 
the amount stipulated in the contract, but only at 
the producer’s discretion. Approximately 70- 
80% of Hungary’s agricultural products are 
traded under such advance contracts. This in- 
cludes approx. 9&95% of pig production, 85% 
of poultry, 80-90% of sugarbeet output and 50% 
of the vegetable needs of the canneries. Produc- 
ers are generally free to conclude these contracts 
with the purchaser they choose or to take their 
chances on the current market.” 

The agricultural enterprise in Hungary thus 
does not enjoy -or suffer - the full freedom of 
market competition. So long as government 
policies (such as low fixed producer prices) place 
agricultural enterprises at a severe disadvantage, 
various compensatory bailout mechanisms will 
continue to rescue those foundering due to 
imposed handicaps. Nor does any realistic 
appraisal suggest a form of economic triage for 
enterprises handicapped by inhospitable natural 
conditions. However, agricultural enterprises’ 
‘soft budget constraints’ are generally ‘harder’ 
than those in industry.j’ During a conversation 
with several Hungarian economists in fall 1982, it 
was even remarked upon as a point of pride that 
an agricultural co-operative had recently gone 
bankrupt, which was interpreted as a signal to 
others that ‘responsible for own losses’ meant 
just that, and as a healthy jolt for the entre- 
preneurial behaviour of agricultural enterprises. 
Ongoing revisions of regulatory mechanisms, for 
example of those to transfer much of the weight 
from subsidies onto taxation policies. are ex- 
pected to clear the arena for more such entre- 
preneurial behaviour.47 

But entrepreneurship is not a novel concept in 
Hungarian agriculture, and in the years since 
1968. the sector has evolved a number of new 
organizational and managerial approaches to 
meet its challenge. In particular, these include 
the continuing changes in the co-operative form 
of agricultural organization, the development of 
a set of high-technology packages for agricultural 
enterprises and a symbiotic arrangement be- 
tween large-scale collectivized enterprises and 
small-scale, household-based production. 
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(b) Agricdturul co-operatives 

Hungarian agricultural co-operatives had a 
difficult infancy. Collectivization’s first stage in 
1949-56 was characterized by administrative 
orders for the formation of co-operatives and the 
consolidation of land-holdings, by compulsory 
deliveries of produce and by low producer prices. 
While the new co-operatives were popular with 
many formerly landless peasants, many of the 
landowning peasants responded to co- 
operativization by leaving the agricultural sector 
entirely. In the 4 years from 1949 to 1953 the 
number of agricultural earners fell by l/j 
million.JX (As an illustration of the magnitude of 
this change, the co-operatives at their zenith had 
fewer than 1.04 million members.)” A large 
proportion of those who joined the co-operatives 
had done so unwillingly and the work on collec- 
tive lands suffered accordingly. As Ferenc 
Donath describes the situation, many former 
landowning peasants ‘backed into’ the co- 
operatives while focusin 

B,, 
most of their energies 

on their household plots: In 1956, after the 20th 
Congress of the CPSU and the HSWP’s ‘open 
admission of injustices that had been committed 
also in Hungary’, and in the general national 
political turmoil, resistance to co-operatives be- 
gan to spread. Most former landowning peasants 
left the co-operatives in the course of the year 
and over half the co-operatives dissolved entire- 
ly. At the end of June 1956 there were 3911 
co-operatives with 294,000 members; by year’s 
end there were only 1617 co-operatives with 
96,000 members.” 

In lYS7 the HSWP adopted a new approach 
towards co-operatives by abolishing compulsory 
deliveries, compulsory insurance, state dictation 
of cropping patterns (to a limited extent); raising 
agricultural producer prices; suspending land 
consolidation; and revising procedures for 
establishing co-operatives to reassure the private 
farmers who still produced 80% of agricultural 
output.” As agricultural production recovered in 
1957-58. the HSWP geared up for a new round of 
collectivization which, carefully organized 
beforehand. began in January 1YSY. Persuasion 
rather than coercion was the norm, but pcrsua- 
sion assisted by selective state investment. price, 
subsidy and taxation policies; by the availability 
of social insurance in the co-operatives; and by 
the greater freedom of members’ choices in 
selecting leaders and determining remuneration 
and work organization. The transItion was prob- 
ably made all the smoother by the outmigration 
of many of the old landowning peasants in 
reaction to the earlier wave of collectivization. 
By 1961. nearly 94% of the agricultural earners 

were in the socialist sector.‘3 
In the several years between the completion of 

collectivization and the 196X reforms. agricultu- 
ral co-operatives were plagued by a number of 
problems: the need for large investments merely 
to replace labour which had moved to the cities, 
various forms of state interference with the 
managerial autonomy of the co-operatives. diffi- 
culties in motivating members to work conscien- 
tiously at their tasks on the large-scale farms and 
a shortage of skilled managers and technicians.“’ 
In addition. due to both ideological and pragma- 
tic considerations, the government pushed for 
consolidation of co-operatives into large units 
which sometimes took in several villages. The 
number of co-operatives fell from 4507 in 1960 to 
327X in lY65, and then to 2341 in IY70. even 
though total membership in lY70 excecck~i that 
in 1960. The average farm size more than 
doubled.” Rapid and repeated farm consolida- 
tion. particularly those combining weak with 
healthy co-operatives. strained organizational 
coherence and managerial abilities in many units. 

Since 196X the economic health of most co- 
operatives has improved substantially. The NEM 
reforms brought the first real autonomy most of 
these units had experienced. Still. it was not until 
late in the 1970s that co-operatives stabilized in 
size. Consolidations continued throughout the 
decade and an especially rapid transformation in 
197476 resulted in a 25% drop in the number 
of co-operatives.‘” By 1981. the average co- 
operative size was more than double that in 1970. 

These organizational changes resulted from a 
confluence of ideological, political and practical 
pressures. Co-operatives received confusing sig- 
nals from above during the merger peak of 
1974-76. On the ideological side, the HSWP in 
the early 1970s briefly leaned towards larger scale 
and eventually state ownership as higher forms of 
socialism. Alarmed at the rapidity of the merg- 
ers. the party in early 1975 began officially to 
caution against such arbitrary mergers. But at 
around the same time. the Ministry of Agricul- 
ture had issued projections of some 500 co- 
operatives to be merged early in 1975 (leaving 
only 160(~1620) - which sounded very like a 
target.” Other reasons for the mergers included: 
arm-twisting by over-zealous party and state 
officials in county, district and village posts; the 
desire of smaller and poorer co-operatives to 
merge with larger and more prosperous units, the 
preferential treatment given to richer co- 
operatives which accepted poor ones and the 
incentive effect of large size in providing better 
economic and personnel conditions for entre- 
preneurial activity (greater ease in attracting 
qualified managers and skilled workers); and 
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ortunities for ancillary industrial 
In sum, there were some strong 

reasons for voluntary acquiescence by members 
and co-operative managers, but the merger 
movement was strongly promoted by party and 
state functionaries. In recent years, however, the 
party has acknowledged once more that co- 
operative ownership is as genuinely socialist in 
form as state ownership.” Future organizational 
changes, which may or may not involve further 
size increases. are expected to grow in response 
to the emerging technical and economic needs of 
agriculture as resource availability, markets and 
labour supply dictate. 

There is still a great deal more organizational 
variety within the co-operative sector than over- 
all trends suggest. (See Fig. 1 for an organization- 
al chart of an ordinary, medium- to large-size 
co-operative.) However, certain developments 
common to all co-operatives in the period after 
1968 have permitted their transformation from 
entities responding to imposed requirements for 
quantities of production to enterprises which are 

more profit-oriented, efficient enough to pro- 
duce internationally competitive products, flex- 
ible enough to adjust quickly to changing market 
situations (or to government regulatory mechan- 
isms calculated to spark an adjustment) and still 
able to provide security of employment and 
increasing incomes to their members. 

Five developments in particular have enabled 
co-operatives to make this transition: the in- 
creased technical skills of both managers and 
co-operative workers, the adoption of new 
compensation methods, the growth of ancillary 
industries run by agricultural co-operatives, 
participation in ‘technically operated production 
systems’ (TOPS), and a new approach to expand- 
ing household-based production. The latter two 
will be treated separately in the next two sec- 
tions; the technical work force, compensation 
and ancillary industries will be discussed here. 

Most co-operative managers now generally 
have specialized technical training. By the late 
197Os, two-thirds of co-operative farm chairmen 
had received university-level professional 
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training.“” About half of them were university 
graduates by the early 1YXOs. Some LX)‘% of the 
agronomists in co-operatives were university 
graduates. The co-operatives compete nationally 
in attracting agricultural and technical specialists 
of high calibre. Poorer farms and those in remote 
areas find it quite difficult to attract qualified 
personnel. while those near Budapest can take 
their pick.“’ Although the greater technical skills 
for managers have been required by the applica- 
tion of modern technology and the implementa- 
tion of NEM, some sociological research indi- 
cates that the introduction of new technology 
(regardless of cost) was used by the ‘agrarian 
intellectuals’ to enhance their own position r&L 
vis the older and more traditional ‘peasant 
leadership of the co-operatives.“’ The 1970s 
mergers of co-operatives provided these experts 
with a better chance of winning in this power 
struggle. In a sense. therefore, agricultural ex- 
perts have created some of the ‘necessity’ for 
themselves. 

Whatever the reasons for the growing role of 
experts in management. the combination of large 
size and technocratization of agricultural enter- 
prises has carried political costs, particularly by 
eroding the sphere of co-operative democracy. 
Even early in the lY7Os. as the trend towards 
expert managers became apparent. a sociological 
survey demonstrated these costs. Although 
managers and other strata in the co-operatives 
professed roughly the same opinions on which 
issues required membership consultation before 
decision, on the question of whether co-operative 
members actually exercised influence over deci- 
sions a large gap existed. Over half the manage- 
rial group considered such influence significant: 
while not even 20% of one of the manual worker 
categories thought ~0.‘~ The gap may be due to a 
differer .t definition of influence (managers may 
consider objections to their actions ‘influence’. 
while workers recognize their influence only in 
concrete results); or it may be due to the 
managers’ mediating demands and interests of a 
diverse membership. 

On certain issues of general interest. and 
particularly those related to overall performance 
or general production plans. the membership 
may participate quite vocally in plan discussions 
and may dismiss a manager who is not discharg- 
ing responsibilities adequately.“’ However, as 
one agricultural expert pointed out. the annual 
plan of a co-operative is worked out by the 
chairman, economic vice-chairman. engineers 
and all those directly involved in management. 
The plan is brought before the Assembly of 
members’ representatives, which theoretically 
could challenge or alter the plan. But. as the 

expert remarked, ‘Who could argue for a pro- 
posal to change something in a complex plan 
prepared by professionals?’ Some increase in 
members’ decision-making power is promised by 
recent experiments which return plan control to 
‘complex brigades’ within the co-operative which 
control their own machinery and income.“’ For 
the time being, however, the issue of members’ 
power in most co-operatives remains problema- 
tic. 

Below the managerial level, the complexion of 
the co-operative labour force has changed as 
well. Among those classified as manual workers 
in agriculture in 1981, 28.6% were classified as 
skilled workers, and 42.1% as semi-skilled.“” 
Because of the greater skills required. for exam- 
ple to operate grain combines. and a shortage of 
those with the requisite skills, co-operatives have 
even found it necessary to bid competitively for 
manual workers. Thus not only may professional 
managers not be co-operative members, but a 
significant part of the manual workforce in 
co-operatives are classed as ‘employees’ rather 
than members. Employees cannot vote in the 
co-operative assembly and are not eligible for 
certain social benefits granted to members. On 
the other hand, there are compensating factors 
for the employee. as Antal Gyenes reports: 

First and loremost. an employee works for a 
prcagreed sum. whereas a member’s income de- 
pends on the overall success of the co-op. The 
employee risks nothing. in the case of the pcrma- 
llent employres. the co-op guarantees year-round 
employment. whereas members get work only 
during certain parts of the year. Lastly. social 
sccurtty arrangements arc more favourable for 
employees. for example, the so-called ‘industri;d 
rctircment nge’. which is h0 for men and S5 for 
women.” 

The average annual income of co-operative 
employees was 38% higher than that of members 
in 1976; now it is more roughly equal. with 
employees generally making more in the poorer 
enterprises and members making more in the 
wealthier ones. In 1981, employees were 18.8% 
of the work force in agricultural co-operatives. 
According to Gyenes, the proportion of em- 
ployees is particularly high in areas with many 
industrial workers and in co-operatives with low 
membership incomes.‘” 

Expanded technical decision-making and the 
complexity of the work force in co-operatives 
have complicated the issue of incentives. Man- 
agerial incentives arc perhaps the least problema- 
tic aspects of this issue. Those whose expertise is 
much in demand can command high salaries by 
Hungarian standards. Effective managers have 
received additional incentives. Since the early 
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lY7Os they have received salaries as a basic 
annual wage and earned year-end supplements 
equalling perhaps 25-30X of their yearly in- 
come. The size of the supplement depends upon 
the overall performance of the co-operative. 
including its performance in raising members’ 
incomes.“’ 

Compensation for the general membership 
constitutes one of the more hotly debated agri- 
cultural policy areas. The remuneration methods 
which came into general use with the NEM 
reforms do provide some incentive for increasing 
the quality of labour efforts. However, co- 
operative members and policymakers alike re- 
main dissatisfied with the current remuneration 
policies, though for different reasons. 

The remuneration issue must be seen in the 
context of earlier compensation methods. Two 
forms of compensation were prominent in 
Hungarian agriculture in the 1950s through the 
mid-1960s. The first was the ‘distribution of the 
residuum’ method, which placed members’ in- 
come claims last in priority. The ‘residue’ of the 
co-operative’s net income was distributed at 
year’s end on the basis of the work units 
(measurements of labour input) accrued by each 
member. Having little control over the size of the 
residue (it will be recalled that co-operatives still 
had largely to respond to state production 
demands). members tended to maximize their 
individual incomes by earning more work units. 
sacrificing quality of work for quantity and 
wasting inputs. Later, many’ farms turned to a 
sharecropping system whereby households were 
assigned plots and kept a proportion of the 
product. This method elicited more productivity, 
but obviously was more suitable in small-scale 
and unmechanized operations.” 

With the 1967 Co-operatives Law. co- 
operatives were authorized to pay members 
guaranteed annual salaries which take preced- 
ence over liabilities to the state or material 
replacement costs. These salaries amount to 
about X(&YS% of members’ personal income for 
the year. The remainder of the income is paid as 
a year-end dividend based on the co-operative’s 
net profit.” The dividend system is thought to 
increase members’ ‘interestedness’ (a term one 
hears frequently, in Hungarian discussions of 
incentives) in rarsmg the efficiency and profitabil- 
ity of the co-operatives as a whole. The 
‘interestedness’ must be seen in the light of rn*~ 
goals at which incentives must aim: first, obvious- 
ly, to induce cjfort; but second - and for 
Hungarian agriculture more fundamentally - to 
induce enrplo~nzrrrt. With the effective shortage 
of skilled labour and the mobility of young 
workers, agriculture must be able to attract 

workers with an option of industrial employ- 
ment. As Gyenes pointed out, younger agricultu- 
ral workers require ‘a fixed. guaranteed income, 
year-round employment and appropriate social 
security measures’.72 

On the other hand, rapid increases in the 
profitability of a co-operative do not automatic- 
ally translate into large income increases for 
members. Due to the government’s concern with 
maintaining a modicum of equality between units 
and keeping effective consumer demand roughly 
in line with supply, the degree to which a 
co-operative distributes profits as income is 
regulated. though indirectly, through a steeply 
progressive tax system. The co-operative 
must pay taxes commensurate with members’ 
increased incomes. Depending upon the co- 
operative’s average wage, these taxes are trig- 
gered when labour remuneration increases from 
2% (in the wealthiest co-operatives) to 6% (in 
the poorest). The taxes then paid by the co- 
operative are figured according to both the size 
of increment in the co-operative’s average wage 
and to the wealth of the co-operative. The tax 
can range from 50% to over 500% of the 
increased remuneration paid to members.” 

Several experiments are now in progress for 
altering wage regulation to improve incentives. 
Taxes on individual incomes rather than at the 
enterprise level are being tested in about 100 
enterprises. Other agricultural enterprises were 
given a new option in 1983 of either staying with 
the old wage regulation system or altering the 
balance between distribution and other funds.” 
The Ministry of Finance, which enforces the tax 
regulations, may also give special dispensation 
for other experiments. 

Such a dispensation has been granted to a 
co-operative at Baksa, which began experiment- 
ing in 1980 with incentives for specialized work 
groups.” These groups negotiate a profit target 
with the co-operative. They receive a guaranteed 
wage for the unit as a whole based on the 
previous wages. If they overfulfill their profit 
targets, they may keep 40% of the surplus for 
distribution among the group members. By 
special Ministry permission, the co-operative 
does not have to pay the usual tax penalties for 
the income increases that result from this method 
of compensation. 

The Baksa experiment was prompted by 
stagnation in the co-operative’s profits in the 
lY7Os. Up to 197Y). it had proved impossible to 
raise the profit level above I4 million forint. The 
experiment rapidly succeeded in its aims. In 
lY80. profits rose to 20 million forints; in 1981 to 
24 million: and in lY82 to 29 million. Members’ 
average income from the large-scale farm was 
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43,000 forints in 1979; by lYX2, it had risen to 
58.000. The results were so encouraging that the 
Finance Ministry in 1083 decided to permit 
another 38 co-operatives to try arrangements like 
Baksa’s. although this permission, as for Baksa 
itself, is for a limited time only. 

Most of the economic literature on Hungarian 
incentives tends to emphasize the ‘more pay for 
better work’ principle of remuneration. It is 
important to note, however, that experiments 
such as Baksa’s, relying as they do on organiza- 
tional as well as incentive changes. incorporate 
the remunerative incentive with two other fea- 
tures: more participation in decisions affecting 
work and possibly the more appropriate 
planning of activities due to the work group’s 
autonomy. These may have important incentive 
effects on co-operative members. On the basis of 
available information, it is impossible to deter- 
mine the relative weight of each factor in the 
results, but we should at least not assume that 
remunerative incentives on their own will pro- 
duce the desired result. 

Ancillary industries are the third development 
within agricultural co-operatives of relevance to 
the Hungarian model. Space does not permit a 
thorough treatment of them. but their import- 
ance for co-operative employment and income 
must be noted. Ancillary activities (industry, 
construction, etc.) by co-operatives averaged an 
8.5% annual increase in gross output (at constant 
prices) during the lY7Us. By 1981, these pursuits 
produced 24.3% of the gross production value in 
the entire agricultural branch (co-operative. state 
and private) and 31.4% of the gross production 
value of the co-operatives (excluding private 
plots). tiungarian experts stress various functions 
of the ancillary activities, which include provid- 
ing off-season employment for co-operative 
members (and as my field observations suggest, 
regular employment for many women in the 
co-ops). raising the income of the membership 
and the development funds of the co-operative. 
providing services and simple manufactures 
(e.g.. spare parts) otherwise unavailable and 
arresting the drift of Iabour to urban areas. The 
ancillary industries alone range from those more 
directly related to agriculture. such as food 
processing or machinery repair (originally the 
only type5 of ancillary activity approved by the 
government). to relatively sophisticated manufac- 
turing of specialized electronics products.7” 

Improved management and member incentives 
do not alone explain the improved economic 
performance of the co-operatives after lY6X. The 
huge increases in yields for grain and other crops 
farmed on a large scale have also come about 
through co-operatives’ participation in pro- 

grammes bringing technological packages to the 
farms. These programmes, the ‘technically oper- 
ated production systems’, have brought a new 
form of large-scale organization which has mod- 
ernized Hungarian agriculture with breathtaking 
speed. 

‘Production systems’ originated in Hungary in 
the 1960s with the development of automated 
livestock production technology adapted from 
Western techniques. As Hungary’s livestock 
production expanded, the lack of feed grains 
quickly became a serious drag on further dcvel- 
opment. With government encouragement. 
several organizations began in the early lY7Os to 
develop technical production systems for grains 
such as maize and wheat; others later were 
developed for many other crops. The systems 
have grown at a phenomenal rate. By lY75, they 
organized production on 19.0% of Hungary’s 
croplands: by 1977 the proportion had risen to 
over 30% of the arable land with 86% of all state 
farms and 78% of co-operatives participating in 
at least one system.” By 1982, Hungary had 
some 70 production systems, 20 of which were for 
crops such as grain, sugarbeets and oilseeds. 
These systems now organize production on about 
80% of Hungary’s arable land in major crops. 
Another 20 systems have been developed in 
animal husbandry and 30 in horticultural and 
orchard crops.7S 

Because these systems have been developed 
and are independently marketed by many differ- 
ent sources, they are far from uniform. But all 
seem to share four common characteristics. First. 
they absorb the most advanced technology avail- 
able in a given line of production be it from East 
or West. Second, they adapt such technologies to 
Hungarian economic and natural conditions. 
Third, they provide integrated packages of inputs 
- seeds or breeding stock, fertilizers or feeds, 
machinery, and so on. Participating farms are to 
use these inputs as not piecemeal but integrated 
s~.sten~.s. hence the name ‘production systems’. 
One principal aspect of this integration is that 
units of production must be in multiples of set 
sizes: perhaps one hundred thousand broiler 
chickens or 600 ha of maize for a system contract. 
Finally. the production system centres (the 
developers of the technology package) must 
market their packages competitively. No agri- 
cultural enterprise is required to join one, or any. 
production system. If it chooses it may join 
several, perhaps for different production lines. 
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Participating enterprises have the freedom to 
change or abandon production systems within the 
terms of their contracts. The competition among 
production systems is seen as one of the main 
sources of their dynamism, pushing their 
developers towards continual improvements in 
technology.“’ 

Peter Elek has distinguished two principal 
types of TOPS characterized by their legal 
structures as ‘proprietary’ and ‘technological 
transfer’ varieties. The proprietary type 

is an operational unit with a separate legal entity. 
formed for the exploitation of profit. The profit 
will be earned by the publicly owned proprietary 
TOPS. which in turn will disburse a certain perccnt- 
age of such profits, in the form of dividends. to the 
shareholders. The shareholders are collective and 
state farms. The proprietor (TOPS) owns all the 
equipment. The shareholders pay for leasing 
such equipment.“’ 

A prime example of such a proprietary TOPS is 
I.K.R., one of the first and also one of the largest 
production systems enterprises in Hungary. 
I.K.R. grew out of technologies developed by the 
well-known Babolna State Farm in co-operation 
with Western agribusiness firms, but 
is now an independent company. It developed 
minimum packages for maize production in the 
early 1970s consisting of hybrid seeds, machin- 
ery, pesticides and fertilizers. Labour needs were 
also calculated in the package. For this type of 
package, a minimum land area of several hun- 
dred hectares had to be planted in maize in order 
for all of the inputs to be used most efficiently. 
This was especially important for the use of the 
expensive machinery, much of it of Western 
manufacture. Participating farms had to contract 
to abide by all terms in the technical package. 
They leased the machinery and received the 
other inputs from I.K.R.: in return. they had to 
pay I.K.R. a percentage of their increased maize 
yield. Because I.K.R. is a profit-oriented 
enterprise, its leasing charges and levies on yield 
increases are calculated to provide a profit. 
I.K.R. began with maize technology, but now 
provides integrated technical packages for other 
crops as well.“’ 

The technological transfer type of TOPS 

sell know-how and arrange easy credit terms to 
acquire equipment for associated member farms. 
[T]heir role is more that of middleman. promotion 
agent. than the profit maximizer. The role of 
members joinmg this type ol TOPS differs. h~crrtsr 
llzey pu”hu.sr rheir OMW eqn+m~/. [This type of 
TOPS] could be classified loosely as co-operatives 
with independently operating profit-seeking 
members.“’ 

The premier example of the technology transfer 

TOPS is K.I.T.E.“’ K.I.T.E., based at the model 
Red Star Co-operative in Nadudvar. was found- 
ed in 1972. Legally it is still a part of the 
co-operative, but organizationally it is complete- 
ly separate. K.I.T.E. was founded by a group of 
co-operatives to assist in their technical develop- 
ment and has not been profit-oriented, At 
present, 50% of its costs are covered by the 
member co-operatives and 50% from its earnings 
on purchases of inputs or on sales of products on 
behalf of member co-operatives. K.I.T.E., like 
I.K.R., tries to develop advanced technical 
packages of inputs. However, unlike I.K.R., it 
helps to organize financing for member farms’ 
purchases (by evaluating and combining their 
applications for state bank credits), and orga- 
nizes the purchase of inputs (as in negotiating a 
better price on large purchases) rather than 
purchasing the inputs itself. In addition to 
helping members obtain these inputs, K.I.T.E. 
also provides extension services to member farms 
such as technical training and machinery main- 
tenance and repair. These are offered primarily 
through regional subcentres of the K.I.T.E. 
system. 

Because much of K.I.T.E.‘s purpose is to 
develop the technical expertise and intelligent 
enterprise planning of its member farms, it 
stresses development of membership by stages. 
The first stage is a l- or 2-year period in which 
the regional K.I.T.E. specialists visit the co- 
operative, and the co-operative’s managers and 
technicians participate in training sessions 
offered at the system subcentres. At the second 
stage. member co-operatives are advised by 
K.1.T.E on the best technical methods for 
specific crops. In the third, most advanced stage, 
the member co-operative has its entire produc- 
tion planned by K.I.T.E. The system now has 
about 380 member co-operatives (a quarter of 
Hungary’s total), of which about 80 are at the 
third stage of membership. 

Given their emphasis on technological inputs, 
the production systems can be quite expensive 
for member farms. However, they have in 
general proven economically worthwhile to 
members because they have brought large in- 
creases in yields. K.1.T.E system grain yields, for 
example, are about 1615% above the national 
average. and I.K.R. yields have enjoyed similar 
success. Moreover, since member farms may 
change to another system, there is an incentive 
for each TOPS to keep its costs down. An 
additional inducement to joining a TOPS is that 
it may be the only way for a farm to gain access to 
more sophisticated machinery. AClROKER (the 
state firm distributing agricultural machinery) 
gives priority to systems enterprises.“’ Thus 
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although a farm may choose among TOPS, it 
may find the choice not to join at all more 
expensive (in lost investment opportunities) over 
the long run. 

(d) Sttdl-scctlr frrrttlit7g 

Among the collectivized agricultural systems 
of Eastern Europe and the USSR. ‘private plot’ 
farming contributed a large proportion of agri- 
cultural gross output until the late IYoOs. The 
private plot, a small area allotted to a collective 
farm member once membership obligations were 
met, served several functions: complementing 
incomes from collective work which might be 
inadequate for subsistence. utilizing unproduc- 
tive l&our reserves. contributing to urban food 
supply, and relieving the state or collcctice retail 
outlets of the need to supply rural food. How- 
ever, by now only in I iungary and Romania does 
the ‘private’ sector in collectivized agriculture 
still contribute more than 30% of total agricultu- 
ral output.“’ For Hungary, the 7.6% of total 
arable land classified as either ‘household plot’ or 
‘auxiliary and private farms’ still accounted for 
31.4% of gross agricultural production in lYI( 1 .‘I’ 
At a time when the rest of Eastern Europe’s 
collectivized agricultural sectors tended to phase 
out or discriminate against household-based 
production, Hungary has been actively encourag- 
ing and materially assisting its ‘small-scale agri- 
cultural production’ within collectivized 
agriculture, and side-by-side with the large- 
scale production which TOPS entail. 

Small-scale production in Hungary includes 
three types of units: the 800,000 household plots 
of co-operative members, the nearly I million 
small auxiliary farms of non-agricultural or state 
farm employees and the few remaining private 
farms. Altogether I.8 million families are 
producing in the small-scale sector. which means 
approximately half the national population.“’ 

The auxiliary farms form a diverse group, 
including plots of land provided as part of the 
remuneration of state farm and other workers. 
areas of home gardens and corntyards and land 
still being tended by former agricultural workers. 
Only 75,000 of these units are larger than 1 ha.“” 
Auxiliary farms have been gradually increasing in 
number. 

To be eligible for a household plot, co- 
operative members must work a specified num- 

ber of days for the co-operative. between 
180 and 280 days annually for- men and between 
130 and 150 days for women. Only one house- 
hold member need perform this work to have 
access to a plot and retired members riced not 

meet any labour requirement. Present regula- 
tions limit the size of plots to 0.6 ha of crop 
(‘arable’) land or 0.23 ha of vineyard or orchard 
per worker (thus some households may receive 
1.2, or I .X ha). Government-imposed ceilings on 
the number of livestock on household plots have 
long since been abandoned. Co-operatives then- 
selves are legally permitted to set a limit.“” but 
tend not to. 

Official policy in Hungary has in the past 
vacillated over the status of small-scale farming. 
The effects of the most recent vacillations prob- 
ably guaranteed the small-scale farms a secure 
niche in the agricultural sector. In 1973-75, the 
press reported statements by party and govern- 
ment officials which led farmers to believe that :I 

crackdown on their small-scale activities was 

coming; a tax on household plot earnings was 
also introduced. Peasants’ swift response - 
slaughtering many livestock and drastically 
curtailing production - quickly made itself felt 
in shortages of meat. fruit. and vegetables. The 
party rushed to reaffirm its commitment to 
small-scale farming, first in its lY75 Congress, 
and then in a speech by Party Secretary Janos 
Kadar to the Congress of Agricultural Co- 
operatives in December lY76.“” 

Agricultural officialdom has partrcularly 
emphasized that (unlike the early experience of 
the co-operatives) production in small-scale 
farming complements rather than competes with 
large-scale farming. Small-scale farming’s labour 
force and its means of production are usually 
unsuitable for large-scale operations. Surveys of 
household time allocations have shown that most 
of the work on small-scale farms is not performed 
by the active agricultural earners. These contri- 
bute only 20.1% of the total work time invested 
in household and auxiliary plots; of the rest. the 
major proportions are contributed by pensioners 
(24.9%) and family dependents, mostly house- 
wives (33.2%). The remaining 21.9% of work 
time was mainly contributed by non-agricultural 
employees. intellectuals and students. Applying 
this otherwise unproductive time to agriculture 
provides 2.3 billion work hours annually - more 
than the total labour invested in large-scale 
farming.” 

That small-scale agriculture uses buildings, 
machinery and other moans of production unsuit- 
able for large-scale operations - and incident- 
ally. uses households own funds for investments 
- means a considerable economizing on invest- 
ments by the government or agricultural enter- 
prises. In 1976, for example, it was estimated 
that: 

it would take 100-l IO billion lorints to replace the 
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animal quarters and plantings of the small farms 
with production equipment suitable for the large 
farm. Furthermore. it would require tying up 45-50 
billion forints in working capital.“’ 

In the economic difficulties occasioned by the 
international oil price shocks and now the global 
recession, Hungary cannot afford to entertain the 
notion of supplanting small-scale with large-scale 
production. 

That small-scale production is still significant 
for the food economy is obvious from the figures. 
The share of small-scale production in total 
agricultural products declined from 54.8% in 
1960 to 31.4% in 1981; the decline has been 
consistent over time. (See Table 5.) Despite its 
declining percentage share, small-scale farming’s 

absolute value of output has been increasing. 
Hungarian policymakers hope to sustain those 
increases as much as possible, while assuming 
that the share in the total will fall throughout the 
1980s and beyond. As one might expect, the 
share of small-scale production varies by pro- 
duct. This is reflected in the fact that 85% of total 
horticultural (mainly vegetable) area. 52% of 
vineyards and 26% of fruit-growing area are 
under small-scale production. Concentration is 
higher in livestock production (40.2% of total 
output)‘than in crops (27.2%). But among crops. 
small-scale production accounts for over half the 
potatoes and vegetables, nearly half the fruit and 
almost two-fifths of the wine grapes.“j (See Table 

6.) 

Table 5. Share oJ small-scale agricullure it? lotal gross qricullural produlim 

Year 
Gross production of 
agricultural branch 

Gross production of agricultural products 
Auxiliary & 

All small-scale Household plots private farms 

I960 53.1% 54.X’): 2 I .3x 33.5% 
1965 _ 43.1 24.‘) 1X.2 
1970 20.7 36.0 23.4 12.6 
1979 _ 35.5 16.5 IY.0 
1981 22.0 31.4 16.7 14.7 

Source: Data for 1960, 1970. 19x1 are from Kozponti Statisztikai Hivatal. S/ari.czriktri Et~l\orry~’ /%S/ 
[Statistical Yearbook lYXl] (Budapest: 1982). p. 26: for 1965 and lY7Y. from Misi (19x1). p. 21. 

Table 6. Share of Hungarian small scale producrion in rota1 agricultural production. 10x1 
(by value, at current prices) 

Product 
Share of total production produced hy 

small-scale units (per cent) 

Wheat 
Maize 
Sugarheet 
Potatoes 
Vegetables 
Fruit 
Wine grapes 
Other crops 

Total crops 

Cattle 
Pigs 
Sheep 
Poultry 
Other livestock 

Total livestock 

I .3% 
16.X 
2.1 

57.1 
59.3 
47.X 
3x.x 

8.3 
7 2 .7 “/ _ u 

25.8 
51.6 
17.5 
40.7 
61.0 

40.2 

Total agricultural production 31.6 

Source: Kozponti Statisztikai Hivatal, Stalisztikai Evkonyv IYXI [ 1081 Statistical 
Yearbook] (Budapest: 19X2), p. 158. The figures given here relate to the combined gross 
output value of co-operative farms’ household plots, auxiliary farms of non-agricultural 
employees, and private farms. 
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Hungarian agricultural economists see their 
small-scale farming sector as different from those 
in other socialist countries where self-sufficient 
provisioning of households from the private plot 
is stressed. In such systems, large-scale farming is 

-for commodity production for the national and 
especially the urban food system, while house- 
hold plots provide for the farm families’ own 
consumption needs.“’ For Hungary, there is 
indeed a division of labour between large- and 
small-scale farming, but it is of an entirely 
different order. Large-scale farming concentrates 
on the types of production which are capital- 
intensive and where economies of scale are 
significant. Small-scale production concentrates 
on the more labour-intensive products or in the 
activities where the risks of investment are best 
assumed by those doing the work. Both scales of 
operation are oriented towards commodity 
production - large-scale entirely so. and small- 
scale about half so. Moreover official policy 
encourages expanding this commodity produc- 
tion as much as possible.“’ 

The integration of small-scale farming with the 
large-scale farming sector has made possible the 
rapid development of household-based commod- 
ity production. As one source described the 
situation: ‘The large-scale co-operative enter- 
prise and its members’ homeplot farms are . 
not independent units but essential parts of one 
single entity: the co-operative farm’. State policy 
requires the co-operatives to render assistance to 
members’ household plot production - an assist- 
ance which appears to have been extended to 
many auxiliary farms as well.“” 

Several types of assistance are rendered. For 
example 1000 (or about 75% of the total) 
co-operatives buy inputs on behalf of their 
small-scale producers; SO0 co-operatives pick up 
and deliver green fodder for household livestock. 
Twelve hundred co-operatives or nearly all of 
them organize pig production through ‘basic 
lease contracts’ whereby the co-operative pro- 
vides the piglets, the fodder or veterinary ser- 
vices and picks up the fattened pigs for slaughter. 
Ninety per cent of these contracts are long-term. 
which provides households with an incentive to 
invest in better facilities. Poultry-raising may be 
conducted under similar arrangcmcnts.“7 
Other arrangements for household/co- 
operative links vary from enterprise to enter- 
prise. For example. at the Arpad specialized 
vegetable co-operative, the ‘housrhold plots’ 
produce vegetables under heated plastic tents, 
which are set up by the co-operative in one place 
and heated by the co-operative power plant. The 
co-operative‘s own greenhouses are adjacent to 
the ‘household plots’. This arrangcmcnt ccono- 

mizes on energy and thus helps maximize net 
income for both co-operative and households.“” 

As incentives for household-based production. 
those who produce under a labour contract on 
the household plot and sell their product to a 
co-operative or other large-scale enterprise be- 
come eligible for pensions from the co-operative. 
I louseholds producers are eligible for subsidies 
on certain inputs: for purchase at discount prices 
of machinery, agricultural chemicals, and so on; 
for the state subsidies for cattle-raising; and for 
loans from state banks. They also receive special 
tax breaks.“” 

The development of commodity production on 
household plots has meant that small-scale 
production continues to provide a large share of 
household incomes even as real wages in the 
large-scale agricultural sector have risen. In the 
early lY7Os. an agricultural census showed one- 
third of the income of co-operative members’ 
households derived from their household plots. 
This was significantly below the high point of 
54.4% in 1961. There do not seem to be any 
recent national figures available in English on 
this point, but in general the impression given is 
of a slow. gradual decrease.““’ As the proportion 
falls. even if the absolute income contribution 
rises, one might expect the incentive for 
household-based production to fall as well. 
Nevertheless, small-scale farming for some time 
will continue to have an important income- 
incentive function for agricultural producers. 
Taxation on incomes earned in household and 
auxiliary plots is negligible to nil. and income 
increases are not limited as in the large-scale 
sector. “‘I Indeed, one Hungarian economist pri- 
vately confirmed that many co-operatives have 
used the expansion of household production as a 
way of increasing member incomes rapidly with- 
out incurring the severe tax penalties on co- 
operative salary increases. The logical conclusion 
would be that to the extent the incentive prob- 
lems are solved in large-scale farms. the salience 
of small-scale producer income will decrease. 
However, no Hungarian informants seemed to 
expect experiments such as Baksa to become 
common practice in the near future. 

Sooner or later, in any open discussion of the 
Hungarian experience someone will express the 
opinion that the newer elements in the system 
(often dubbed the ‘capitalist’ elements) deserve 
the credit for the progress of Ilungarian agricul- 
turc. while the older and more traditional social- 
ist elements deserve the blame for any remaining 



HUNGARIAN AGRICULTURE 131 

difficulties. Yet although it may be the depar- 
tures from traditional socialist agricultural in- 
stitutions which are immediately striking. the 
most distinctive feature in Hungarian agriculture 
may well be its successful melding of new 
elements not only with each other but also with 
traditional socialist forms. 

Hungary uses both plan and market, but in 
novel fashion. It is common for socialist systems 
to use the market to supplement the central plan, 
and Hungary does indeed do this. But in addi- 
tion. the NEM fosters a market which, rather 
than replacing planning, is used in order to plan. 
As the NEM is extended, planning is likely to be 
no less important. The country’s involvement in 
the world market makes old-style command 
planning inappropriate and unwieldy. But as 
many Hungarians see it, the very involvement in 
international trade, in the context of a volatile 
international economy and a low level of dom- 
estic development, makes some kind of planning 
essential. 

The autonomy of producer enterprises, a rarity 
in socialist settings, has been a crucial component 
of Hungary’s agricultural progress. Yet the agri- 
cultural co-operatives also constitute essential 
parts of the planning process. Without the annual 
production plans of enterprises and without the 
follow-up consultation with some enterprise 
managers, the ‘regulators’ would have to be 
devised in ignorance and planning would be a 
series of shots in the dark.“” The co-operatives 
also provide a conduit for rapid transmission of 
household producers’ intentions to policymakers, 
and of policies to households. 

The relatively recent development of ancillary 
industries within the co-operatives might be seen 
as a non-traditional element. but in addition to 
promoting the co-operatives’ autonomy (by add- 
ing to the coffers of the development fund), 
ancillary activities help the co-operatives dis- 
charge a traditional obligation to provide 
employment for members. 

The high productivity of small-scale produc- 
tion is sometimes adduced as evidence that, as 
elsewhere in the Soviet Union and Eastern 
Europe. private production works better than 
collective. But the complexities introduced by 
the pricing system and the specialized division of 
labour between large- and small-scale producers 
should at least raise doubts on this point. 
Moreover, with so many transfers of inputs and 
services from co-operative to households. it is 
impossible any longer to establish a clear dividing 
line between collective and private production. 
Hungary has accomplished in this regard a 
symbiosis of ‘industrial’ and traditional ‘peasant’ 
production which has eluded most modernizing 

agricultures, capitalist or socialist.“‘” 
Elsewhere in Eastern Europe and the USSR 

large organizations are devoted to the dissemina- 
tion of new technology, but nowhere else is this 
achieved, as in the TOPS, through competitive 
marketing by organizations autonomous from the 
state. And yet, because of their size and due to 
the allocation of scarce machinery through the 
state channels, the TOPS mix flexibility and user 
choice with a channel for government influence 
over the trend of development. From the tradi- 
tional socialist perspective, TOPS also satisfy a 
traditional assumption linking size and progress, 
while at the same time providing an alternative to 
unwieldy gigantism in producer organizations. 

Because of the complexity and interlinkages of 
these organizational aspects of Hungarian 
agriculture, it is impossible to attribute the 
success of the agricultural sector to any one of 
them, or even to disaggregate the precise 
contribution of each to Hungarian agricultural 
productivity and growth of agricultural incomes. 
Although they were introduced at different times 
and their interrelations have changed over time, 
the parts do now fit together as a relatively 
smoothly functioning whole by blending old and 
new elements in planning and enterprise auton- 
omy, competition and control, private endeavour 
and collective productivity. If the foregoing 
survey of key organizational elements of the 
Hungarian system can be taken to demonstrate 
anything, it is not the bankruptcy of socialist 
approaches, but the lesson that it is possible to 
put new wine into the old bottles. The co- 
operatives of today are on the average much 
stronger, more vital, and more dynamic than 
their counterparts of 20 years ago. The house- 
hold producers of today are much more closely 
tied into the network of state-dominated 
commodity exchange and co-operative organiz- 
ation of production than their predecessors a 
generation ago. State plans probably come closer 
to meeting their objectives than they did before 
the NEM reforms. 

As noted in Section 2, and as should be clear 
from the discussion in Section 3, not all that has 
grown out of the Hungarian ‘model’ is positive. 
But neither can all that is inefficient or unsatis- 
factory be laid at the door of the more traditional 
aspects of the system. The system, like any 
developing system, must continually strike a 
balance between conflicting demands and objec- 
tives: between employment and efficiency, be- 
tween equality and incentives, between the 
expansion of expert management and the realiza- 
tion of membership control in the co-operatives, 
between technological decision-making and the 
autonomy of enterprises, between economic 
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growth and political acceptability. The ‘model’, 
more than exemplifying some static organization- 
al ideal, lies in the process of continual organiza- 
tional change and adaptation to balance such 
conflicts as the demands and the level of develop- 
ment change. 

4. IS IT TRANSFERABLE‘? 

Most of those responsible for the success of 
Hungarian agriculture would be aghast at 
the suggestion that Hungary’s institutions and 
practices should be applied elsewhere just as they 
are in Hungary. In any discussion of this ques- 
tion, the unanimous view was that Hungary’s 
practices were worked out for Hungarian condi- 
tions and objectives and could not be adopted 
wholesale elsewhere. However, it is at least 
conceivable that one might apply elsewhere an 
appropriate combination of the elements of the 
model: planning by regulating market indicators 
combined with enterprise autonomy and 
competition. organization of large-scale produc- 
tion through medium-sized units controlled by 
their members. compensation methods linking 
individual incomes to profitability. the packaging 
and competitive marketing of new production 
technologies, and the use of household-based 
production for flexibility in production structure. 
The TOPS element has attracted the greatest 
interest elsewhere in the socialist world. but if the 
foregoing analysis is correct. its results will prove 
to be less than magical if it is applied without the 
other elements of the model. The question then 
becomes: are the other elements of the model 
transferable. and if they are, what are the 
chances that other socialist systems might 
consider them seriously‘? 

Two features peculiar to the Hungarian con- 
text cast some doubt upon the appropriateness of 
the model in most other settings. First. the 
country‘s small size offers what may be a rare 
opportunity among socialist nations for the type 
of planning approach and enterprise autonomy 
for which Hungary has opted. With a population 
of only 10 million. basically homogenous both 
ethnically and linguistically. I lungary does not fact 
the potential problems of regionalism and ethnic 
conflict which could be exacerbated by 
decentralization of economic decision-making. 
Nor. with a rc~lutivclv (and one must stress the 
relativity) equal distribution of natural agricultu- 
ral resources within the country. Hungary need 
not fear the enormous regional inequalities that 
relaxation of central control and enterprise 

autonomy could entail under other circum- 
stances. In addition, and paradoxically. the very 
homogeneity of the country probably makes 
acceptable the considerable organizational 
flexibility and wide range of organizational 
diversity found there. 

The response to a request to visit a typical 
agricultural co-operative in Hungary is that 
there ix no typical co-operative. What is perhaps 
more accurate. and very much true. is that there 
is no ided type of co-operative. In a larger and 
more diverse country, organizational and 
administrative diversity might be even more 
conducive to efficient economic performance, 
but at the same time it would seem far more of a 
threat to central government’s capacity to direct. 
or even guide, the agricultural sector.“” 

Size alone may have a great deal to do with a 
government’s ability to guide, as Hungary has 
done, through indirect regulatory mechanisms. 
As Elek points out. building on Kindelherger. 
the ‘small size’ of the national market ‘reduces 
the “recognition gap” and “diseconomies of 
scale” and increases the perception of plan 
adjustment, and thus such “elastic planning” 
becomes feasible’.“‘5 Moreover, the small num- 
ber of units which must be affected would also 
seem to make Hungary’s planning methods 
peculiarly practicable. Common sense suggests, 
for example, how much easier it would be to 
make up the annual planning calculations based 
on producers’ plans for Hungary’s 1400-odd 
agricultural enterprises than for China’s 5 million 
production teams. 

The size issue might seem to suggest that 
something like the IIungarian approach would be 
more appropriate for the younger and smaller 
socialist countries of Africa and Asia. Iiowever, 
a second feature in the IIungarian context is 
woefully lacking there and that is economic and 
technical expertise. Even much of Eastern 
Europe and the USSR would find it hard to 
match the superbly trained economists whose 
talents were essential. first. to working out the 
NEM and devising successive stages of it. and 
second. to managing planning within the govern- 
ment and production within the enterprises. 
Hungary also stands out in its agricultural scien- 
tific talent. In this respect, numbers may not 
count for quite >o much as quality. and it must 
strike anyone who enjoys ;I firsthand encounter 
with the Ilungarian food system that the quality 
of personnel responsible for its workings at all 
levels is unusually high. That quality is apparent 
not only in their technical skills, but also in their 
energy and their deep interest in making agricul- 
ture work well. 

Neither of these contextual factors may be a 
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sine qua non for another country to start adapting 
the Hungarian approach to its own conditions. 
Most of the limitations imposed by size may yield 
to intelligent and adroit political leadership; and 
experts, of course. may be obtained the same way 
they were in Hungary. by training them carefully 
and placing high priority on motivating them to 
work well. Moreover, not all elements of the 
Hungarian model were simultaneously acquired; 
experts could be cultivated in conjunction with a 
gradual transformation. (The exception may be a 
planning mechanism like the NEM, which re- 
quired an initial comprehensive implementa- 
tion .) 

But what are the chances that other socialist 
countries might want to try introducing some- 
thing like the Hungarian model? The most likely 
candidates, for the near future, would be the 
USSR and the rest of Eastern Europe, which at 
least have a respectable technical base in agricul- 
ture. Many of these countries are already discuss- 
ing some types of agricultural reform or even 
general economic reforms (some even dubbed 
New Economic Mechanism).‘Oh The Soviet 
Union has recently introduced a Food Program 
which incorporates some elements reminiscent of 
features of the Hungarian system.“” The ques- 
tion is not whether these countries will consider 
reforms, then, but what might impel them to 
adopt reforms of the Hungarian type und to act 
upon them effectively. 

Here a brief consideration of the factors which 
impelled the reforms in Hungary may provide us 
with some (though not certain) clues to this issue. 
Part of the motivation in the Hungarian case was 
caused by the country’s recognition by the 
mid-1960s of the necessity of improving the 
standard of living of its people, demonstrably and 
regularly, if social peace and political stability 
were to be guaranteed. In Hungary, the commit- 
ment engendered the NEM; in other contexts, it 
has engendered stepped up agricultural imports 
and sometimes sharply increasing international 
debts. There is therefore no one-to-one 
correspondence between the commitment and 
the choice of mechanism for realizing it.“lX 

The crucial variable determining Hungary’s 
choice (and its enforcement) is held by many 
scholars to be a political one: the willingness of 
the party leadership to contemplate, and indeed 
encourage, bold reform measures; and the polit- 
ical capacity to sell those reforms to powerful 
interest groups (workers, bureaucrats, intellec- 
tuals, etc.) who might otherwise have stymied the 
reform attempt. Most stress the role of Kadar 
particularly strongly in this regard: his prior 
successful consolidation of control over the party 
apparatus (which eliminated serious factionalism 

within the party) and his willingness to back the 
reformers publicly. I”‘) Even in Hungary, political 
pressures in the early 1970s forced a retrench- 
ment on the NEM which was only reversed at the 
end of the decade.“” 

Of course other socialist countries contem- 
plated reforms during the 1960s and even attemp- 
ted to implement them. Czechoslovakia 
offers the most striking case of failure - perhaps 
by ‘going too far’. But in his analysis. Korbonski 
suggests that the speed of the reforms 
might have doomed them even in the 
absence of the Soviet invasion.“’ As Nyers 
points out, the ‘reform wave’ in the rest of 
Eastern Europe ‘died down by the early seventies 
-a strong reflection of political forces at work as 
well as of the economic difficulties of the 
transition’.“* What gave the reform coalition an 
added boost in Hungary? A number of analyses 
(and my informal conversations with Hungarian 
economists) suggest that it was Hungary’s need 
to make its exports competitive. Certainly one 
crucial factor influencing Hungary’s choice 
was its strong and unavoidable involvement in 
international trade. With some 4@50% of its 
gross national product depending on that trade, 
Hungary had to make internal adjustments which 
permitted efficiency, profitability and quality of 
production matching world levels.“’ However, 
one might argue that other socialist countries will 
increasingly find themselves in a situation very 
like that which helped determine Hungary’s 
choice of reform and in part due to their previous 
pursuit of very different policies. Other East 
European countries have just about exhausted all 
the other measures which might insulate them 
from the need for reforms in planning and 
production organization, and by doing so they 
have amassed debts which require their continu- 
ing involvement in the international economy. 
Serious austerity measures or reform would 
appear to be the next logical alternatives.“’ 

There is one remaining question which must be 
addressed here. That is whether the Hungarian 
model of the past 15 years can even be trans- 
ferred to the Hungarian future. Already, as 
noted earlier, there have been a number of social 
and demographic changes which indicate the 
gradual diminution of small-scale farming. With- 
in the large-scale farming sector, there are new 
problems for incentive systems if younger and 
more skilled workers are to be attracted; and 
there are tendencies to technocratic administra- 
tion of the co-operatives which may increase 
their economic efficiency at the price of the 
non-participation and even decreasing incomes 
of segments of the co-operative membership. For 
the not too distant future, as agricultural enter- 
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prises sink more investment into capital-intensive 
improvements, they will find their degrees of 
freedom to change lines of production or switch 
between TOPS decreasing. If the policy of 
increasing the role of market factors persists, the 
subsidies and other benefits which have 
cushioned the effects of competition upon the 
poorer or less well-endowed co-operatives will no 
longer insulate them from the wear and tear of 
market competition. As one agricultural expert 
remarked to me, ‘Everyone is in favour of more 
competition, but no one thinks that in the 
competition they may lose. But it is the nature of 
competition that someone always loses.’ What 
many in Hungary see as the next difficult decision 
is to what extent it can afford to maintain its 
commitment to equality and employment if - as 
seems likely, and is certainly stressed by the IMF 
- further improvements in efficiency and flex- 
ible adjustment to international markets dictate 
the opposite tack. 

To a considerable extent, the painfulness of 
that choice, and the degree to which equality and 
efficiency become either-or alternatives, depend 
upon factors beyond the control of the food 
sector itself. The opportunities in the inter- 
national market, now increasingly constrained by 
protectionism i:lpotential markets for Hungarian 

food products, ~111 have a decisive influence 
upon the demands made on the food sector. In 

addition, the profitability of agricultural produc- 
tion, and the availability of employment outside 
the food sector, are integrally related to the 
health of the industrial sector domestically. A 
more efficient industry would lower costs and 
raise profitability in agriculture; it would also be 
more competitive on the international market 
and thereby relieve agriculture of some of the 
burden of furnishing foreign exchange. Over the 
long run, the very developments in the domestic 
economy which might help solve agriculture’s 
present problems will decrease it importance 
relative to industry in national economics and in 
economic policy. Such a transformation might 
indeed make it less costly for the Hungarian 
leaders to discard the ‘Hungarian model’ in 
favour of one which more emphasizes increasing 
scale, state ownership, and centralized control. 

For the short-run future, however. such a 
development is highly unlikely. As a result of its 
past successes, and the changes in organizational 
structure and technology which it has occasioned, 
the present model will encounter some growing 
contradictions between efficiency and equality 
and between technological improvement and 
flexibility. But until the circumstances respons- 
ible for the reforms themselves change quite 
materially, the present system still seems the best 
solution to bridging the contradictions in a manner 
which enhances forward movement. 
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110. Knight (19X4), pp. 65-66. Swain notes that this 
trend was accompanied by increased central control 
over agricultural enterprises. Swain (1981). p. 233. 

111. Korbonski (lY76). p. 14. 

112. Nycrs (lYS3). p. 213. 

113. For example, see Knight (1984); Hare ef ul.. pp. 
6-7. 

114. Nyers (1983). p. 213: see the debt estimates 
given in Insrir~rrionnl Invesfor (International Edition) 
(January lY82). p, 80. Of course it is always possible, 
particularly if delay in readjustment stretches out. that 
hofh will prove necessary to solve the difficulties. 
Hungary too has debt problems due to its borrowing to 
keep up consumption levels of industrial goods during 
the 1970s world price inllation. Those current prob- 
lems. while not of such a serious order as those of say 
Poland or Romania, arc likely to impel further 
implementation of the NEM. Its external finance 
problems have mainly been the result of withdrawal of 
short-term deposits by foreign hanks in early 1082 
(when all East European countries were having trouble 
getting new credits Iron1 commercial bank\). Ilungary 
did not need to reschedule. drawing rather on short- 
term credit from Western central hanks. In August 
1982 it got a three-year US$260 million Euro-loan from 
commercial banks. The country joined the IMF and the 
World Bank in 1982. Towards the end of 1982 it got a 
$600 million standby arrangement with the IMF, but 
under stringent conditions about the economic policies 
to be pursued. OECD (1983). p. 26. 

1 IS. A recent UNCTAD study shows that agricultu- 
ral protectionism - ‘agricultural trade barriers’ ~ falls 
particularly heavily on the Eastern European socialist 
countries. See Olechowski and Yeats (19X2). p. 24. 
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