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One fundamental question concerning the Hungarian uprising of
1956 revolves around the issue of causality. Twenty years have passed
since those heroic days in Budapest but this question is far from re-
solved. Not only is there a basic disagreement between official Hun-
garian and Soviet historians on the one hand and Western or émigré
scholars on the other, but there are also a number of contending schools
of thought among Western liberal and Marxist academics. The aim of
this paper is much more modest than to provide a comprehensive answer
to this question. It merely proposes to explore a specific and inter-
dependent group of hitherto neglected causes of the uprising focusing
on the roots of Soviet domination and Communist power in Hungary
under Matyas Rakosi. The paper wishes to show that certain powerful
pre-1945 demands for radical change, the effects of World War 11 and
of postwar Soviet economic exploitation, coupled with the Hungarian
Workers Party’s (HWP) economic strategy between 1945 and 1950,
created a very tight circle of constraints on Hungary’s political decision-
makers during 1950-1956, which greatly restricted the number of alter-
natives available for Hungary’s modernization. Indeed, they provided
a potent impulse for the political excesses of the Rakosi regime during
the six or seven pre-Revolutionary years.! These factors stand at the
gateway of the revolution.

The Need for Modernization and the Legacy of 1918-1945

The challenges facing Hungary’s post-World War Il leaders can only
be understood in the context of the social, economic, and political situ-
ation inherited from the Horthy era. While this legacy has been fairly
well documented, it often suffers from distortions, and is clouded by
rhetoric. Official Communist historians tend to overemphasize the
enormity of postwar Hungary’s burden in order to diminish Soviet and
Communist responsibility for the country’s political and economic
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crisis in the early and mid-1950%. At the same time, Hungarian émigré
writers often minimize the fact that the social and political system of
interwar Hungary had severely restricted the opportunities of most
Hungarians and that, generally speaking, the country’s interwar regimes
retarded its advance into the twentieth century.

What were the pre-1945 grievances that could be rectified only by an
immense national effort? They manifested themselves in many areas of
Hungarian life: in politics, the economy, in society’s structure and
norms, as well as in the country’s external relations. Politically, there
was the need to establish the foundations of democratic practice. The
1930’ witnessed a gradual shift towards fascism, so that by 1940, and
certainly during the war years, participatory democracy in Hungary
was but a fagade. By the time World War Il began, some of the funda-
mental civil and political rights taken for granted in many Western
democracies were, in Hungary (as well as in the other East-Central
European states), the privilege only of those who acquiesced in the dic-
tates of the regime, or who could be trusted not to go beyond verbal
protest. As a former director of the Hungarian National Bank pointed
out:

The interwar governments retained their power not so much by
genuine popular support, but by exerting pressure to achieve safe
majorities in the elections. . . Far reaching reforms could be advo-
cated . .. but the opposition . . . was never allowed to show its prowess
in taking over government, and the government could seldom be com-
pelled to yield or offer redress.2

The economic state of affairs was equally depressing and in need of
radical change. Agriculture, the mainstay of the Hungarian national
economy up to 1945, suffered from structural distortions, the most
visible of which stemmed from the uneven distribution of landowner-
ship. Over half of the arable land was owned by one per cent of the land-
owners. Beneath this thin veneer of wealth and privilege stood a large
peasant class—numbering about three million—comprising the so-called
“dwarf holders,” seasonally employed farmhands, and estate servants,
many of whom spent much of the year unemployed and in abject
misery.3 The Depression had a disastrous effect on the country’s econ-
omy generally, but particularly on agriculture. Struggling with out-
dated farming methods, and unable to compete with American grain
sellers in Europe, Hungarian agriculture served as an extremely shaky
foundation for the economy.

The late 1930’ witnessed a remarkable growth in industry. A thorough
examination reveals, however, first, that industrialization was largely
spawned by increased war preparation and primarily served Germany’s
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grand design; and second, that Hungarian manufacturing was over-
concentrated, that it rested on a shallow raw material base (resulting
from the dismemberment of Hungary by the Treaty of Trianon) and
that it was structurally uneven—pockets of modernity in a sea of back-
wardness. By the end of the decade, Hungary was Nazi Germany’s eco-
nomic satellite and her economic development reflected Germany’s
needs.*

Economic dependence was followed by political subservience. Fear
of Communism, a belief that Germany would assist in regaining lost
Hungarian territories, a feeling that support for Germany would be far
less costly than opposition and, finally, sheer economic necessity and
geographical factors, all contributed to Hungary’s involvement in World
War Il on Germany’s side. It is true that one premier, Pal Teleki, com-
mitted suicide in 1941 rather than submit to German dictates. Another
one, Miklos Kallay, during 1942 and 1943 strove in vain to unhitch the
Hungarian state from the Nazi bandwagon. During the closing stages
of the war the Regent, Admiral Miklos Horthy, himself made a last-
ditch effort to extricate Hungary from the fate of unconditional sur-
render by ordering his troops to join the Allies;3 but his attempt failed.
Within minutes of his announcement, he was thrown out of office by
the Nazis and their local supporters. A new government was formed by
Arrow Cross Party leader Ferenc Szalasi, which immediately rescinded
Horthy’s order and thereby committed the nation to go under with the
rapidly sinking German ship of state.

1945 was to be the beginning of a new era for Hungary. The country’s
progressive elements, with a few exceptions, were united in the convic-
tion that the old ruling class had had its day and that the new, sovereign
Hungary would live at peace with her neighbours and work arm-in-arm
with the other Central European states for rapid modernization, for the
betterment of her people, and of the region as a whole. They also be-
lieved that a fundamental modernization of Hungary’s polity, economy
and society simply could not be postponed any longer. Perhaps no one
was more willing to participate in this task of building a new Hungary
than the Hungarian working class and peasantry, which, during the
first steps of economic reconstruction after 1945, were to display a
superhuman effort. Often working on empty stomachs, frequently with-
out pay or roof over their heads, they were to work 12-14 hours a day,
sometimes seven days a week, hoping that, this time, the sacrifices de-
manded of them would be in their own interests.

The greatest obstacles to this postwar modernization were the ravages
and the accumulated debts of a lost war. Economic damage sustained
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during the early war years was slight, confined primarily to a mounting
German financial debt column to Hungary. Only after March 1944,
when German forces occupied the country in preparation for the coming
battle with the advancing Red Army, did allied bombing of Hungary
begin in earnest. And then, from September 1944 until April 1945, the
country became the scene of some vicious ground fighting as well. As
the German and Hungarian armies retreated westward under a constant
barrage of bombs and artillery, they blew up most of the country’s river
and railroad bridges.® Tracks were ripped up, and most of the rolling
stock taken to Germany. Some of the Danube merchant ships were
sunk by the Nazis, while the rest, including all barges and tugs, were
taken upriver to Germany, as were most automobiles and motor trans-
port vehicles.

In order to prevent the Red Army from drawing on Hungarian eco-
nomic resources the German High Command ordered a policy of sys-
tematic industrial dismantling and removals. As a consequence, about
500 important factories not severely damaged by Allied bombs were
either wholly or partially dismantled, their equipment requisitioned or
scattered around the countryside. Paralleling this action, a considerable
quantity of immovable property was destroyed by Nazi demolition ex-
perts. The list of removals and destruction is very long indeed, consist-
ing of vast amounts of industrial and agricultural goods. Even the
country’s entire gold and silver reserves were taken to Germany.

The removals did not involve merely equipment and articles. Ap-
proximately 500,000 people retreated with the Germans into Austria,
including members of the government, the bureaucracy, large numbers
of plant managers and owners, and thousands of ordinary citizens.

Statistical analyses published after the war claimed that financial
losses from the war owing to material damage or removals equalled
approximately 409 of Hungary’s 1944 national income,” The severest
damages, and the most significant for future development, were regis-
tered in heavy industry, primarily in iron, metallurgy and machine
building,® and amounted to 339% of Hungary’s total industrial losses.
Within this sector, losses in machinery far outweighed those in buildings
and stocks.

With the armistice agreement of 1945, Hungary was compelled to pay
a very stiff economic penalty for her invoivement in the war. The USSR
was given rights to war booty, and all formerly German or Italian-
owned assets were transferred to Soviet ownership. Moreover, the
country was levied a very heavy reparations burden payable to the
USSR, Czechoslovakia and Yugoslavia.® While most other states in
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East Central Europe (e.g., Poland and Czechoslovakia) received very
sizeable financial and material support from the UNRRA, Hungary
received scarcely anything.

Constraints of Soviet Economic Exploitation

1. Soviet Military Management of Hungarian Industry: 1944-1945

After 1945 the difficulties stemming from the economic havoc wreaked
by the war were accentuated unexpectedly by another obstacle: Soviet
economic exploitation. It came to equal, if in a different way, the in-
tensity of those pre-1945 constraints which had for so long denied
decent socio-economic standards for Hungary’s people.

As the Red Army advanced westward through Hungary, all enter-
prises falling within its territory—some vacated only a few hours earlier
by Nazi demolition experts—were assigned Soviet military commanders.
These saw to it that factories still in working order began producing
immediately for the war effort against the retreating Germans.!? Soviet
military personnel also supervised production in the coal mines, and
deliveries to the army began forthwith.

An illuminating collection of documents, shedding a great deal of
light, indirectly and perhaps unwittingly, on this period of Soviet mili-
tary management, has been published recently by the Hungarian National
Archives.!! Intended to illustrate—and they do so admirably well—the
self-sacrificing role of Hungary’s working classes, factory committees
and councils in the early reconstruction phase of the war-torn economy
during 1944-45,12 these documents also paint a vivid picture of Soviet
military management, providing clear-cut evidence of the following
(and hitherto officially denied) aspects of the Soviet military role in
postwar Hungary between November 1944 and July-August 1945:

1. The complete depletion of economic stocks by the Red Army;

2. Wholesale removal of all liquid assets from Hungarian banks and
enterprise safes by Soviet military personnel;

3. Widespread dismantling and removal of equipment from factories;

4. Breakneck production under difficult working conditions, heed-
less of the need for maintaining equipment;

5. Soviet requisitioning of industrial products without remuneration;

6. The difficulty of ensuring labour supply because of arbitrary street
arrests by Soviet patrols and deportation of large numbers of skilled
workers to the Soviet Union; and

7. The non-payment of workers’ wages by Soviet military managers.
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When Soviet military management ended in July-August 1945, the

affected firms were in utter chaos. Thousands of valuable machines and
tools were lost, stocks were used up, and machines left badly damaged.
Most of the firms were also hopelessly in deficit.!3 The magnitude of
direct Soviet military intervention in Hungary’s economic revival during
the critical first postwar months, and the immense strategic advantage
enjoyed by the USSR in shaping that revival, can be seen even in the
official Hungarian figures. According to Ivan T. Berend, during the
nine months of Soviet military management 75% of Hungary’s indus-
trial output was channelled directly by and for the Red Army.!4

The situation in agriculture was similar. The Red Army requisitioned
vast quantities of agricultural goods without payment, and drove away
tens of thousands of cattle, horses, and other livestock. From the middle
of 1945, requisitioning, in the main, was carried out by the Hungarian
authorities who compensated the peasants. Consequently, instead of
the peasants bearing the brunt of the occupation cost, the load was
shifted onto the Hungarian treasury.

There should be no misunderstanding here. A victorious power has
the right to exact certain payments from a defeated enemy. One should
also not belittle the sacrifices, the suffering and hardship of millions of
Soviet citizens, or the tremendous damage inflicted during the war on
the Soviet economy. Hungary’s belligerency against the USSR could
certainly not be suddenly forgiven or forgotten by the Red Army. Nor
could it be expected to ignore Hungary’s factories and rely on supplies
shipped over great distances. Our concern here stems from the fact that,
since 1945, Communist economic historians have consistently claimed
that the period in question was very brief, that it benefitted Hungary,
that it laid the foundation for rapid economic recovery during the Three
Year Plan, and that it showed great Soviet concern for the well-being
of the Hungarian populace. The evidence does not bear this out. On the
contrary, Soviet military management accelerated the collapse of Hun-
gary’s private sector, hastened the economic catastrophe of 1945-46,
impoverished millions of Hungarian workers and peasants, and con-
founded the country’s new and inexperienced public administrators.
The effects of Soviet military management were so devastating that the
most thorough and encompassing central planning and control were
mandatory. In 1945, the Communist Party captured a commanding
position in economic reconstruction—the Supreme Economic Council
(SEC). This important instrument enabled it to sever the jugular vein
of private capital and hasten the Stalinist type of command system.
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2. The Retribution Payments

The reparations agreement with the USSR, Czechoslovakia, and
Yugoslavia was signed on June 15, 1945. It established the various
reparations goods prices, designated the product mix of the reparations
package, and stipulated deliveries in six equal yearly installments. At
first glance the total sum of 300 million dollars does not seem excessive. !5
We must consider closely, however, the price structure, the total product
mix, and the timing of the deliveries, in order to gauge the true impact
of this agreement on Hungary’s postwar economic development.

When the Soviet-managed firms were finally returned to civilian
Hungarian control in July-August 1945, reparations payments began.
No sooner had Hungarian industry finished supplying the bulk of her
production gratis to the Soviet command than she had to begin all over
again, only under a different pretext. There was, moreover, no possi-
bility of deducting any of the earlier unpaid-for deliveries from the
retribution bill. Under the terms of the Paris Peace agreements, the
Soviet Union forced Hungary to waive all claims arising from the earlier
Soviet management of Hungary’s economy.!¢

a. Product mix:

War damages caused by bombing and Nazi sabotage were the most
severe in Hungary’s heavy industrial sector, especially in the engineering
and machine building branches. This fact seriously handicapped the
pace of economic reconstruction. The reparations agreement exacer-
bated this handicap by stipulating that the greatest share of reparations
goods to the USSR be composed of heavy industrial manufactures.
After the switch-over to civilian production during 1945 and 1946,
almost 90% of Hungary’s heavy industrial production was tied down by
reparations orders. Even at the end of 1946 and 1947, when (thanks to
staggering deliveries over eight years instead of the initial six years) the
quantity of yearly deliveries was reduced, retribution production still
claimed about 60% of heavy industry’s total output.'” The Hungarian
General Creditbank also showed that at the end of August 1946, 76,000
out of 95,000 employees in heavy industry were engaged in retribution
work, and in December of that year, 60,000.!% According to the Credit-
bank, production for civilian consumption rose only marginally, owing
to dismissals and a reduction in working time to forty hours per week.!?

Although agricultural goods comprised only 15% of total repara-
tions, these were also extremely difficult to procure and their delivery
caused many difficulties to the economy and the civilian population.
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From late 1944 until the beginning of 1947, when the Paris Peace Treaty
was signed, Hungary was required, under the terms of the Armistice
agreement, to supply all of the food requirements of the occupation
army. A severe drought in 1945, the low acreage sown at the end of 1944,
initial dislocations caused by the land reform in 1945, and the under-
mechanization of the new postwar land reform system, together with
massive requisitioning by the occupying army, were responsible for a
disastrous agricultural situation in the fall of 1945. Compulsory agri-
cultural deliveries for retribution compounded the damage and hin-
dered the development of the newly-formed farming system. The result
was widespread starvation.

b. Pricing:

The June 15 agreement reiterated the terms of the Armistice agree-
ment, namely, that the price of retribution goods be calculated at the
level of 1938 U.S. dollars. For many reasons (e.g., a 400% rise in trans-
portation costs and a 700% increase in the import price index)2® the
costs of producing the goods stipulated in the June agreement were
significantly higher in 1945 than they would have been in 1938. Accord-
ing to Hungary’s premier, the Hungarian delegation protested in vain
that the goods could not be produced at the rates indicated and that,
because of undervaluation, the deliveries would in effect triple or quin-
tuple the amount indicated in the retribution agreement.2!

Underpricing was not the only factor substantially raising the nomi-
nal costs of the reparations package. At the time of signing, the Hun-
garian currency, the pengd, was overvalued with respect to the dollar.
According to Berend, the real costs of the reparation package doubled
as a result.22 Nicholas Spulber has claimed that the new exchange rate
between the forint (the new currency introduced in August 1946) and
the dollar, quadrupled the value of the reparation package: “. . . the
average Hungarian ‘reparations dollar’ appears to have been equal in
1946 to 43 forints or nearly 4 current dollars. That is, to obtain credit
for one dollar of reparations, Hungary had to deliver goods worth
almost 4 dollars at the current exchange rate.” 23 It can be safely said
that the combined effects of these factors pushed up the reparations
bill’s real value to about 1.5 billion 1946 U.S. dollars.?

c. Reparations as a share of exports:

The share of foreign trade (and the dependence on imports for raw
materials) in Hungary’s national income had been already very high in
1938. One of the greatest negative effects of the retribution payments on
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Hungarian economic revival and modernization was that it kept ex-
ports to a minimum. For the first three postwar years, the value of
retribution deliveries exceeded the entire export trade and even in sub-
sequent years retributions consumed about 50-60% of exports. This
posed serious problems for Hungary’s balance of trade, monetary and
import policy, and economic reconstruction in general.

d. Timing:

The June 1945 agreement, the terms of which were retroactive to
January 1945, directed that deliveries be made in six equal yearly in-
stallments. This meant that reparations for 1945 had to be produced
and delivered in six months instead of the normal twelve. Should deliv-
eries lag, a penalty of 5% per month on the value of outstanding goods
would be imposed.

The pressure on the treasury had already been severe prior to the
signing of the agreement. There had been demands for government
investment in reconstruction, for government subsidy of firms with
large deficits under Soviet military management, for government fi-
nancing of the maintenance costs of the Red Army, and for a host of
other programmes. State revenues were virtually non-existent, the coun-
try’s gold reserves had been lost, and no export revenues were available
because of the collapse of foreign trade. In short, the six months target
for the 1945 reparations payments meant that considerable financial
outlays had to be made immediately, in the absence of appreciable in-
crease in state revenues, and that an inordinately large proportion of
current production would have to be exported gratis. Only a small
fraction of production would remain for home consumption. Faced
with the threat of stiff financial penalties and a stream of Soviet protest
notes about the slowness of deliveries, the treasury responded by print-
ing more and more money, in order to finance the companies producing
for retribution. This action quickly snowballed into the most severe
inflation ever experienced in world history.

It would be incorrect to assert that the Hungarian inflation started
only with reparations payments, the Red Army’s maintenance costs, or
with its printing presses churning out Hungarian currency during 1944
45. The rate of inflation had increased steadily already during the war.
It was with reparations, however, that the currency went out of control,
so that, by the end of 1945, the cost of living (excluding rent) was
mounting at a rate of 159% per hour. As will be seen in the discussion
of the Communist-controlled Supreme Economic Council’s practice,
these Soviet claims and pressures were fully integrated with the SEC’s
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secret policy of bankrupting Hungary’s private sector, thereby gener-
ating the need for ever greater state control over the economy, ostensibly
to safeguard the national interest.

3. Soviet Takeover of Formerly German and Italian-Owned Corpora-
tions and the Creation of Joint-Stock Companies

According to the Potsdam Agreement, the Berlin Foreign Ministers’
Conference, and the Paris Peace Treaty, all formerly German and
Italian-owned assets and companies in Hungary were to become the
property of the Soviet Union.?> Moreover, the Order in Council of
January 4, 1948 stated that “claims which arose before January 20,
1945, cannot be enforced against trading companies in which half or
more of the share capital or of the shares were handed over to the Soviet
Union as German property. The same applies to individual firms ceded
to the Soviet Union.” 26

On March 8, 1947, the Hungarian government published a list of the
fully German or Italian-owned companies which were transferred to the
Soviet Union,?? totalling 201 enterprises with over 3,500 plants and
premises. The large number of concerns in Hungary with partial Ger-
man-Italian shareholding were disposed of similarly. Through switching
and amalgamation, the Soviet Union created five new Soviet-Hungarian
joint-stock companies in 1946, each country having a 50% share. The
extent of these assets was enormous. Berend and Ranki cite Premier
Teleki, according to whom, “The German Empire in 1939 had such an
extensive and widespread network of economic interest in our country,
that through this she could check and indeed influence the whole of
Hungarian economic life,” 28

The share of German capital in Hungarian economic life increased
during the war, first of all in the manufacturing industry. Studies by
the Statistical Office have shown that between 1938 and 1942 the stock
of industrial and commercial shares held by German interests in the
Hungarian economy increased by 50%, and in credit concerns closely
associated with industry, the ownership of German shares went up by
100%. During these years, when the country became increasingly sub-
ordinated to Germany, beyond those companies in which Germany
had a total or majority shareholding, German capital also acquired
shares in all important Hungarian concerns.?
In short, all of these assets, through which Germany had exercised eco-
nomic control over Hungary, were transferred to the USSR after the
war. This enabled the Soviets to exercise stringent control over Hun-

garian economic life.
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The operative control of joint stock companies, like that of the fully
Soviet-owned firms, was vested in the hands of the general manager,
who, by law, had to be a Soviet citizen.3® The joint stock companies
were given preferential treatment by being placed in a much more
profitable position than any other companies in Hungary. Indeed, their
advantages and concessions surpassed even those which they had en-
joyed under German domination.3! For example, in monopolistic joint
stock companies (e.g., the Pécs and district coal mines, an affiliate of
Mészhart), a radical upward price adjustment was ordered by the Soviet
manager and approved unquestioningly by the Hungarian Price Office.32

It is well known that many of the formerly German-owned companies
had floated substantial debts with the Hungarian treasury during the
war. These were cancelled by the Soviet Union upon gaining control of
the shares. However, in formerly German-owned firms that were owed
payment by Hungary—in many cases incurred during Soviet military
management—the Russians demanded full payment with a substantial
mark-up to offset the effects of inflation. Initially, the Soviet Union
pegged the amount owed by the Hungarian treasury to these firms and
to Germany in general at 200 million dollars. Finally she settled for $45
million. Investments in the joint-stock companies were to be on a fifty-
fifty basis, shared between the two countries. The source of the Soviet
share was the above-mentioned $45 million. In effect, the Hungarian
treasury defrayed the full Soviet investment.33

Two of the joint companies, Mészhart and Maszovlet, apart from
controlling a number of diverse affiliates (such as Hungary’s best and
most productive coal-fields in Pécs), monopolized Danube shipping
and civil aviation. The other three companies—Hungarian-Soviet Crude
Oil Ltd. (Maszovol); Hungarian-Soviet Oil Works Ltd. (Molaj); and
the Hungarian-Soviet Bauxite-Aluminum Co. Ltd. (which controlled
two affiliates, the Hungarian Bauxite Mine Co. and the Danube Valley
Alum Earth Industry Co.)—were also privileged companies. They vir-
tually monopolized bauxite mining (Hungary’s major mineral industry),
aluminum processing, petroleum refining, and oil prospecting.

Respecting the concessions won by the joint-stock companies, Nicholas
Spulber has written that the . . . exemptions amounted to a virtual sub-
sidy by the local governments to each of these companies. .. [Moreover
they were given] complete latitude in the utilization of their foreign
exchange. . . Enjoying complete extra-territoriality, they could cut
across both the local frontiers and the local planning. Although in
principle they were supposed to adjust themselves to local economic
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plans, in practice the local economic planners had to adjust their plans
to the objectives of the joint Soviet companies.” 34

It is a well-known fact that, as a consequence of the Treaty of Trianon,
Hungary had lost all of her important mineral deposits, and that, after
Denmark, she is the poorest European country in mineral resources.3%
In this bleak picture there are four bright spots: Hungary’s bauxite
reserves are considered to be the second largest in the world; after 1946,
significant uranium deposits were found in western Hungary; the Komld
region of Pécs boasted good deposits of high-grade black coal (Hun-
gary’s other coal fields all yield the low calorific, brown coal, or lignite
variety); and she had limited oil deposits. After 1946, the USSR ob-
tained control over all of these mineral resources for a decade. The
uranium fields, by now largely depleted, are still under Soviet manage-
ment.

After 1946, the Soviet Union became Hungary’s major trading part-
ner, absorbing about one third of that country’s foreign trade. It is
noteworthy that the servicing of this commerce was nor carried out
through the Hungarian-owned Foreign Trade Bank, which, under Hun-
garian law, must handle all foreign transactions. Until 1955, all business
deals with the USSR were channelled through the Hungarian Com-
mercial and Industrial Bank, which was under Soviet ownership and
management from 1946 until 1955.3¢ Having profited handsomely from
these formerly German-owned companies for a period of 8-9 years, the
Soviet Union began to se/l her shares to Hungary not long after Stalin’s
death, in order to finance her investments in some of her other holdings
in the country. One official source tells us that in 1952 the Soviet Union
estimated the value of her fully owned assets in Hungary to be 3.6 billion
rubles, or $900 million at the going rate of exchange.38

It is impossible to calculate the Soviet Union’s net financial extrac-
tion during the first post-war decade. It might amount to approximately
2.5 billion dollars.*® Currently, only two other “informed guesses” exist
on the net financial cost of Soviet economic imperialism to the Hun-
garian economy between 1945 and 1955. Jan Wszelaki hassuggested $1
billion, which he admits is a very conservative estimate, and which
excludes amounts incurred after 1947. His calculations, which are un-
fortunately impossible to check, “point to an amount in excess of $1
billion. By 1954, when mixed companies were dissolved, they must have
been much higher.” 4 The other figure, $1.3 billion, suggested by Paul
Marer is, undoubtedly, also a conservative estimate.4! However, owing
to the secrecy surrounding Soviet-Hungarian economic transactions,
none of the figures is verifiable, at least not yet. Nonetheless, the USSR
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had an unmistakeable and irrefutable tendency to exploit the Hun-
garian economy during the first and certainly most critical decade of
socialist construction.

No country, poor in industrial raw materials and suffering from ex-
tensive war damages, can afford to lose such a vast amount of capital
and to have such a large percentage of her industrial capacity tied down
with reparations precisely when she needs to rebuild her economy and
begin a long overdue process of rapid political, economic, and social
modernization. This burden on the Hungarian national economy de-
manded great sacrifices from Hungary’s long-oppressed working classes.
The targets of modernization and the payment of external debts could
only be exacted and maintained by ruthless police methods and strict
political regimentation. Democratic practices and fair wages could
simply not come into effect under such constraints. The roots of the
Rakosiite police state, its political excesses, were deeply conditioned if
not determined by Soviet demands and exploitation in the immediate
postwar period. It was not accidental that the primary aim of the 1956
uprising was to terminate this Soviet exploitation of Hungary’s economy.
Yet even these two interrelated variables—the need for rapid moderni-
zation and reconstruction, and Soviet economic exploitation—do not
sufficiently explain the impulse towards Hungarian communist totali-
tarianism. We must add a third set of variables, that of the HWP’s own
postwar economic strategy.

The Hungarian Workers Party’s Postwar Economic Strategy

From December 23, 1944, Hungary’s “liberated™ territories and its
affairs not directly related to the still raging war were to be administered
by a coalition government appointed by the first National Assembly in
Debrecen. It was instructed to follow the economic programme enunci-
ated by the National Independence Front (NIF)—a loose coalition of
various anti-fascist groups, including the Communists. The NIF’s eco-
nomic programme was in fact drafted and then publicly endorsed by
the HWP# and by the other NIF parties as a reasonable and positive
strategy for Hungary’s postwar economic revival.

The NIF first of all instructed the government to introduce radical
land reform.43 Second, it stipulated that the country’s future economic
progress be based on respect for and guarantee of private property. The
government was to promote private initiative in reconstructing the war-
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torn economy. After reading these and other Communist-promoted
programmes, Oszkar Jaszi, a former prominent liberal politician and
commentator on Hungarian affairs who had taken up residence in the
United States after World War I, was moved to write:

The old demagogy of the first Bolshevik revolution was completely
absent: Communism has become respectable and gentlemanly . . .
Generally speaking, there is not much talk about Communism in Hun-
gary today. The leitmotif is democracy with intensely patriotic over-
tones.

In a sense, Jaszi was right—there was not very much ta/k of Com-
munism during those years. But he was greatly mistaken in assuming
that the absence of talk meant the Communists had given up their quest
for power.

Between 1945 and 1947, during the premiership of Ferenc Nagy (head
of the Smallholders’ Party), strategically important economic posts in
the administration were diverted to Communist control. The economic
policies applied by the HWP from these commanding heights contra-
dicted the NIF’s economic programme. Rather than promote free enter-
prise, the HWP, through the Supreme Economic Council and with the
tactical support of the USSR, secretly and deliberately worked to ruin
the private sector of the Hungarian economy. The HWP’s real aim was
to engineer a national economic collapse in order to discredit the ruling
Smallholders’ Party, to eliminate the economic power base of the bour-
geoisie, and to make the state’s expropriation of private enterprises
relatively easy. This is what was later referred to as “the dry road to
Socialism.”

Though immediate constraints did play an important role in the evo-
lution of these economic tactics, the general strategy for the liquidation
of all non-communist forces in Hungary, including the forces of demo-
cratic socialism, and the subsequent erection of the Stalinist type com-
mand system, had been carefully prepared in the USSR years before the
war’s end, during the halecyon days of Soviet-American relations. That
such a plan existed was denied by the HWP until 1949. Only when the
HWP had finally monopolized power did it admit that its strategy was
not designed to respond to certain bellicose actions by the Allies—
specifically the United States—after 1945, but was in fact part of an
earlier and longstanding Soviet-inspired blueprint. As Rakosi was to
state in 1951 — and those Western historians who argue that the Com-
munists were forced into instituting proletarian dictatorships in Eastern
Europe against their own earlier intentions because of certain aggres-
sive postwar actions by President Truman and other Western leaders
should pay particular attention:
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Stalin showed us . . . a new road to the building of socialism, and
with his help we worked out its theoretical problems. Those comrades
who did not know about our strategic plans, which we worked out
during the war, were frequently surprised later, and on more than
one occasion were hostile to our participation in the coalition govern-
ment . .. We did not mention this to the Party members at the time,
since to mention even theoretically that our goal was the dictatorship
of the proletariat would have created great difficulties for our winning
the support of the petty bourgeoisie, and even that of the majority of
the workers. As we have said, the Hungarian Communist Party, al-
ready duringthe war, had worked out the strategy that it was to pursue
during its fights with the fascist, imperialist and feudal elements . . .
We formed the Supreme Economic Council with which we gradually
won control over all of the key economic areas.s

Apart from the need for economic modernization, the rebuilding of
the country’s war ravaged economy, and meeting the exacting repara-
tions schedules, there were four specific economic conditions necessi-
tating vigorous state intervention in the economy after 1945:

I. Most of industry, and especially heavy industry, depended entirely
on state credits to finance deficits and reparations production. This
dependence on the treasury required close central supervision of enter-
prise behaviour in order to ensure a judicious utilization of the state’s
scarce resources;

2. The transmission of state credits to enterprises through the coun-
try’s banking houses also required that banking activity be closely regu-
lated and supervised by the central authorities;

3. Economic collapse brought on by the inflation and the demands of
maintaining financial stability necessitated strict state control over
prices and wages, foreign trade, monetary and credit policy;

4. The widespread scarcity of industrial raw materials and energy
resources required tight central supervision of the allocation of these
resources to ensure the fulfilment of state priorities.

The Supreme Economic Council (SEC), a supra-ministerial commit-
tee, was established in 1945, ostensibly for the purpose of coordinating
the above tasks. The powers granted to the SEC were formidable. It was
empowered to supervise, control, and direct any economic activity in
the country if it so wished, according to its own judgement, to ensure
the successful completion of reparations schedules, uphold the interests
of the national treasury, and maintain financial stability.4” The chief
executive and initiative powers of the SEC were vested in its Secretariat,
headed by Zoltan Vas, one of the leading Muscovite members of the
Hungarian Communist Party.

The SEC Secretariat, through its control of export-import licences,
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tax, credit, price and wage policy, and the distribution of vital energy
resources and raw materials, was in a position to prepare the way for a
radical restructuring of industrial production well before January 1950,
the date generally identified as the beginning of Stalinist type economic
policies in Hungary. Although the SEC Secretariat frequently stated
publicly that the stringent deflationary policies it pursued after the
1944-45 inflation were governed by the need to maintain financial
stability and confidence, one of its confidential internal memoranda
clearly points to the opposite objective: driving the private capitalist
sector into bankruptcy:

We must make the widest possible use of the situation which exists,
whereby most private enterprises have taken state credits or will have
to rely onstate credits. We must force these enterprises, with the threat
of bankruptcy, that in return for postponing payment, they should
hand over to the state, or to the nationalized banks, a significant por-
tion of their shares. Until the time that we can rely on wholesale
nationalization we must increase state control so that private capital
should be forced to convert into the state capitalist sector.8

Both the “situation,” i.e., the forcing of enterprises into a one-sided
dependence on state credits, and the way out of this situation—free
enterprise or state ownership—were under the firm control of Soviet
and Hungarian Communists. And they were able to regulate these
parameters easily to ensure that political-economic developments in
Hungary progressed in conjunction with the strategy devised in Moscow
during the war.

The overwhelming powers of the SEC and its true intentions can be
illustrated by another example. During the stabilization period follow-
ing massive inflation, the government created an Office of Prices and
Materials (OPM) for the purpose of gaining more control over the
allocation of scarce materials and to better regulate price formation.
Because it was headed by a non-Communist, the OPM soon found itself
on a collision course with the SEC. The executive powers vested in this
body by an order-in-council in May 19464 were severely curtailed in
practice by the SEC and later by the Ministry of Industry (headed after
1947 by a high-ranking officer of the Red Army, Istvan Kossa).
Throughout its existence, and under the chairmanship of the Small-
holders’ Party’s economic adviser, Istvan Varga, the Office of Prices
and Materials was frequently condemned by the HWP and the SEC for
“supporting capitalist speculators and profiteers,” when it merely at-
tempted to regulate prices in order to stave off widespread bankruptcies.
On a number of occasions when the OPM had wanted to institute price
changes to reflect shifting scarcity conditions, its decisions were vetoed
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by the SEC. For example, in December 1946 the OPM decided to in-
crease industrial wholesale prices in order to align them with the sharp
price rises of raw materials from the USSR, and to counterbalance the
huge wage increases engineered by the Communist-dominated trade
unions.’0 This was vetoed by the SEC, and rather than increase the
wholesale industrial price index it forced through a reduction. This
action bankrupted a large number of firms, while the HWP and the
union leadership blamed the collapse on speculation and financial em-
bezzling. Ivan T. Berend, after consulting Party archives, has pointed
out correctly that this “. . . battle against increased prices was not at all
simply a question of economics,” but a consciously applied mechanism
in the battle for political power.5!

After the signing of the first postwar trade agreement with the Soviet
Union, Hungary’s foreign trade policy came under close Soviet and
HWP supervision. The enormity of reparations had made state control
imperative during the first three postwar years. Whereas granting of
export and import licences to individual firms was the prerogative of
the SEC Secretariat, that of foreign currency for all trade transactions
came under the aegis of the National Bank, and its department for the
allotment of foreign currency was headed by a high-ranking Muscovite
member of the HWP, Laszlo Hay.52 By 1948, all movements in the
volume, destination, and structure of foreign trade were undertaken
strictly in response to central Communist Party commands. But the
greatest acceleration towards the Stalinist type command economy
came with the introduction of the first Three Year Plan in August 1947,

The Plan was drafted jointly by the Social Democratic Party and the
HWP. Both had evolved separate plans of reconstruction in late 1946
and early 1947.53 The finally adopted Three Year Plan was an amalgam
of the two variants. The visible differences between the two were not as
marked as might have been expected. The Communists postulated a
greater percentage of total investments accruing to the capital goods
production sector, and less to consumption, and they also desired a
higher share of investments for agriculture. The Social Democrats en-
visioned that some of the investments could be financed through loans
in the West. The Communists opposed this idea, which resulted in a
great deal of haggling in the coordinating committee. A compromise
produced two versions. Variant “A” would feature foreign loans, Vari-
ant “B” would omit them. In the end, no Western loans were contracted
owing to Communist pressure, and Variant “B” prevailed.’*

The nature of the Three Year Plan is generally misunderstood in
Western literature, as most analysts consider 1950 and the first Five
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Year Plan to be the beginning of the policies and mechanisms of the
Hungarian command economy. There are a number of reasons for this
misunderstanding. First, the original Plan lacked the well-known Soviet
type “steep ascent” industrialization policy, which had been first un-
veiled in the USSR in 1928. The Plan objectives accented equilibrium,
agriculture, reconstruction, and increasing real wages—the antithesis of
Stalinist developmental policy.53

Second, the HWP vigorously denied that the Plan augured the build-
ing of socialism. On the contrary, its purpose was to engender a planned
and proportionate reconstruction of the war-torn economy, to guide
economic development through the hurdles bequeathed by the war and
reparations. Even in a speech to comrades at the HWP’s Academy Erné
Ger$ maintained:

There are those who will say that what we really want to achieve
with this Plan is nothing less than socialism. What we say to these
people is: No! There is no question here of socialism, but only of laying
the basis for the peaceful progress of our economy. Not only do we not
want to interfere with the private property of the little people, but the
Plan will even protect such property from the encroachment of the big
capitalists. Even more, the implementation of the Three Year Plan
cannot even be imagined without the enthusiastic cooperation of our
200,000 artisans and handicraftsmen. . . Their skill and ant-like dili-
gence is greatly needed by the country. . . And there is no question
whatsoever of the elimination of the big capitalists. . .56

Four years later Geré admitted that his statement was a lie, necessitated
by tactical political considerations. In fact the Party was already laying
the economic basis for socialism during the Three Year Plan:

Naturally, in 1946, when that speech was made, the Party couldn’t
show all of its cards . . . because it would have helped our class ene-
mies. . . This is why it was necessary during the introduction of the
Plan to mention merely that we were trying only to reconstruct our
war-torn economy, and not to build socialism. . . But in actual fact
we were, already during the course of the Three Year Plan, building
socialism in Hungary.5”

There are additional reasons for the existence of the mistaken view
that the Three Year Plan “. . . did not contemplate any major structural
change in the economy . . . [and that it] resembled more the plans of
Western Laborite Governments immediately following World War II,
than the Soviet Plans or the subsequent Hungarian Five Year Plan.”s8
In 1948, Hungary introduced a moratorium on statistical information,
and consequently there were no accurate data available on the nature
of economic restructuring achieved by the end of the Plan period.>
While the Planning Office had issued a 180-page statistical analysis of
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achievements at the end of the first Plan year, at the end of the Three
Year Plan only a very general and brief document was published. Ac-
cording to Timar, the Hungarian Central Statistical Office was not
completely certain, even in 1968, about the situation at the end of 1949.60

The SEC carried the lion’s share of the responsibility for these devel-
opments for, as George Kemény has pointed out, it had usurped for
itself the strategic role in the application of the Plan:

Clause III [of the Parliamentary Act on the Three Year Plan]
authorized the government to establish a Planning Board and a
National Planning Department for the elaboration of the Plan and
for controlling the work of carrying it into effect. [But] the Planning
Board never acquired a leading role. It was but an interdepartmental
advisory body. The power of decision was vested in the Supreme
Economic Council.®

The SEC also had a very good statistical “cover”in Zoltan Vas who was
not only general secretary but also editor of the prestigious statistical
journal, Gazdasdgstatisztikai Tdjékoztato (published by the Central
Statistical Office), and hence could conceal statistical evidence about
the SEC’s deviations.62 We also know that a later official eulogy of the
Plan’s accomplishments, again written by Vas, contains statistical falsi-
fications exceeding 100% in some crucial areas.® For over twenty-five
years Western commentators have been using this document as their
primary source on the Plan’s achievements, investment ratios, and in-
dustrial restructuring.

What was the actual extent of deviation from the Plan? As Timar has
pointed out, we cannot be really precise since the statistics were scrambled
by the Party. We do know, however, that the general strategy laid down
in the Plan was not implemented. Agricultural investments, which were
to constitute the largest overall share, actually came to less than 159,
and instead, military expenditures received the largest share—over
309%.5¢ After August 1948, industrial investments were drastically in-
creased—by 60% —of which over 909 was used for the development of
heavy industry.55

In the handicraft and artisan industries, similar deviations had begun
to emerge by 1948. Rather than relying on what Gerd had called the
“ant-like diligence” of the little people, by the summer of 1948 we find
the state busy cancelling about 1,500 permits per monthé and insti-
tuting a series of discriminatory credit, tax, and price policies. As a
consequence, the percentage of workers employed in this sector rapidly
declined during the Three Year Plan.¢’

Radical transformations had also occurred in wholesale trade by the
end of the Plan period in 1949. In a confidential memorandum, the SEC
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stated that the prospective nationalization of the wholesale sector must
be implemented with great circumspection lest the suspicions of the
other political parties be aroused. “These decisions must be imple-
mented in such a way that to outsiders and superficial observers they
should appear as merely fragmentary decisions.” ¢ Through a combi-
nation of “dry road” policies (i.e., driving wholesale dealers into bank-
ruptcy through the denial of state credits, or by setting a very high
interest rate on commercial credits, and discriminatory pricing) and
outright nationalization, almost the entire wholesale trade sector was
absorbed into the state sector by the end of 1948.

Paralleling the Three Year Plan, the HWP demanded that all of the
banks be nationalized. Only thus could Plan targets be realized and
financial control maintained. But since the SEC could already exercise
extensive control over banking activities, it would seem that this motive
for nationalization was not the true one. According to Ranki, the Party
was in fact motivated by the political goal of delivering “another blow
to the power of the bourgeoisie.” ¢

After nationalization, a radical reorganization of the banking system
was introduced in 1947, patterned on the USSR. All enterprises were
instructed to convert to the single account system, through which the
state could practice (via the National Bank) extensive financial control
over the behaviour of borh nationalized and private firms.70

Once the National Planning Office and the Planning Board had
established themselves and had collected and compiled comprehensive
statistical information on all enterprises, a widespread nationalization
programme was introduced. With the slogan, “The Factory is Yours,
You're Working for Yourselves,” suddenly and without giving prior
notice—even to Parliament-—all firms employing more than 100 people
were nationalized at the beginning of 1948, only six months after the
introduction of the Three Year Plan. All these firms were assigned new
managers on the eve of nationalization. Appointed by the Communist
Party, they had no advance notice of their promotion, had not applied
for the jobs in advance, and were not selected on the basis of their
administrative skills. Indeed, they possessed no such skills. They were
physical labourers at the enterprises concerned, and had been selected
on the basis of their political reliability and their record of active coop-
eration with the Party during the preceding three years.

Within a matter of days, the new managers were made largely sub-
servient to the central planning bureaucracy. Ostensibly because of
their entrepreneurial inexperience, the authorities considerably ex-
panded their own already extensive regulatory rights, arguing that the
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new managers were to receive all of the “expert guidance” they needed
to carry out the great national tasks ahead. In May 1948, without any
prior debate or popular participation in the formulation of the new
administrative structure, the government established 20 industrial direc-
torates of the branch ministries to exert strict economic control over the
units of production.”

And so, having been given “control” over their factories, and having
had the private ownership of the means of production eliminated, the
working classes still found themselves back where they had started in
terms of their decision-making powers. Instead of dominating the pro-
cess of production, the workers were overwhelmed by the forces and
relations of production. The new working-class manager’s sole privilege
was to supply the central bureaucrats with requested information and
fulfil to the letter all the detailed instructions from the industrial
directorate’s “experts.” The Plan, which had not been formulated by the
workers but was, rather, the product of the political preferences of their
self-appointed vanguard, became sanctified. The new managers had
thus been given a “new kind” of freedom: they had to place “all moral
and material means at their command” in the service of the Plan. Those
who failed to cooperate were either dismissed or, depending on the
nature of their opposition, persecuted “with the full rigour of the law,
as enemies of the Hungarian people, enemies that might seek to thwart
the aims of the Three Year Plan.” 72

The HWP, which hitherto maintained that the proletariat had been
working like slaves under capitalism, suddenly began to proclaim that
the workers should work even harder now than before:

We looked at the statistics . . . and it turns out that our workers are
producing much less for our democracy than they did for Horthy. But
we cannot progress this way comrades. . . Increasing productivity;
this is the decisive question for our democracy. We must create order
in this area.”

And “order” they did create. Upon his return to Hungary with Soviet
troops in 1944, Istvan Kossa was immediately appointed (under Soviet
pressure from the Allied Control Commission and without a polling of
the rank and file union membership) general secretary of the Hungarian
Trade Unions. In 1948 he was appointed Minister of Industry. From
being the “representative” of labour, he suddenly became the agent of
management. By 1948, the trade unions were placed into that well-
known “transmission belt” function which only the Stalinist type com-
mand economy has been able to reserve for them. Their primary function
became to fulfil the central planning authorities’ preferences speedily.
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Wage levels were centrally determined and not negotiable. Act no. 34
of 1947 revoked the right to strike, and labour union opposition to
centrally defined wage or norm levels and to any other plan directives
was outlawed. This measure provoked hostile reaction from some mem-
bers of the working class, especially when they had overfulfilled the
centrally-designed piece rate norms, and instead of receiving the pay-
ment stipulated in their contracts, they were informed that the norms
had been erroneously set too low by the “experts” and that no payments
would be made as a consequence. The most celebrated case of this kind
involved the series of wild-cat strikes in the Csepel industrial center
during October 1947. Csepel had a long tradition of being the center of
radical trade unionism in Hungary (a position that was reaffirmed in
1956 and holds true even today). The ring-leaders were arrested and
shot, and once the situation was safe, Rakosi informed the Csepel
workers in person why there should never be a repetition of strikes and
other acts of opposition to the Party:

The question had cropped up that if striking is a good thing in
France, then why isn’t it a good thing in Hungary. These comrades,
due to their poor theoretical knowledge, didn’t recognize the dif-
ference between the anti-people government of France and the people’s
democratic government of Hungary. And they didn’t recognize that
what is a necessary and correct defensive battle in France, is nothing
but a reactionary manifestation in Hungary. . . One has to be blind
not to see that those people who started this strike were members of
that same general anti-people reactionary offensive . . . who wanted to
weaken the basis of the Hungarian democracy. . .7

By the last year of the Three Year Plan period, the traditional Stalinist
methods of boosting production by labour competitions, “voluntary”
labour donations, holiday, overtime, lunch hour or extra shiftwork—
all without remuneration—had become commonplace. These commit-
ments were not spontaneous, they were exacted by centrally-directed
commands. The planners had calculated this measure to be essential for
achieving their plan indices.”> Labour competitions and donations
would be ordered by the party on virtually any pretext—Stalin’s or
Rakosi’s birthday, the execution of the “Rajk Gang,” to celebrate a
victory by the national soccer team, or just to celebrate the celebration
of another factory. Hundreds of thousands of workers were bullied by
roving bands of Stakhanovites—elite “shockworkers”—whose feats
were widely publicized and whose achievements—conducted under the
most favourable possible conditions—all workers had to emulate. But
even this was considered insufficient by Rékosi, who decided that even
the Hungarian Stakhanovites were not productive enough. And so,
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Soviet “heroes” who surpassed the Hungarian Stakhanovites by leaps
and bounds were imported, and this then became the level for which
everyone had to strive. As Rakosi pointed out:
I know that some of our comrades are getting worried about this
excessive drive, and had said “all right, all right, but there must be a

limit to the increase in production.” To this I simply reply: “The sky is
the limit.” 76

There was no talking back to this totalitarian mobilization. “When we
say Rakosi, we mean the Hungarian people. And when we say the Hun-
garian people, we mean Rakosi! On Rékosi, on the Communists, and
on the words of the Hungarian Workers’ Party, one can build as securely
as on solid rock.” 77

The HWP’s final act in this series of betrayed promises involved the
collectivization of agriculture. During the first year of the Plan the col-
lectivization of agriculture was never contemplated publicly. Anyone
even daring to mention that the Party was thinking along these lines
was condemned as a reactionary scaremonger. As Rakosi himself so
clearly put it: “The reactionaries are trying to frighten the peasants with
the ‘kolkhoz story’, but the peasantry can be certain that we communists
will protect their land and private property with all our strength™;# and,
“ . . we do not want kolkhozes, but strong and prospering small
farms.” 7 Another member of the HWP’s leading triumvirate, Jézsef
Révai, also went on record as late as August 1947: “We declare: the
system of private farming must be made even stronger.” 30 And finally,
Ernd Gerd, the Party’s chief economic administrator and policy maker,
also proclaimed that “the history and traditions of the Hungarian
peasantry differ from the Russian peasants. We would be extremely
foolish, indeed insane, if we did not realize that our peasants want to
progress by way of private farming.” ! And to those who doubted the
sincerity of such declarations, Gerd frequently asserted that such sceptics
“. . .should realize, that in this country the time has ended once and for
all, when decisions would be taken behind the scenes, and behind the
people’s backs, on questions of vital importance.” 82

These and similar statements, on which everyone should have been
able to build “as securely as on solid rock,” were merely designed to buy
the votes of the peasantry-—unsuccessfully, as it turned out—in the
elections of 1945 and 1947. By the end of 1948, the collectivization of
agriculture was in full progress. As Rakosi pointed out:

Once our Party had secured for itself all strata of our working
people, we brought up, during the fall of 1948, the question of large
scale collective farming and the socialist transformation of the country-
side.83
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The Kolkhozes show the true way to the socialist transformation
of our economy . . . this is the road which the Soviet peasants are
Sfollowing with great success, and this is the road that the masses of
private farmers in the people’s democracies must follow t00.%4

External Accelerators

In this rapid progression towards the Stalinist type command system,
three external political developments must be pointed out as having
played an important role between 1947 and 1949: (1) The deteriorating
relations between the USA and the USSR during 1947-49; (2) Stalin’s
veto of a proposed coordinated industrialization programme for Eastern
Europe; and (3) The Soviet-Yugoslav dispute.

One of the important functions of the “dry road” strategy had been
to give outsiders the impression that Communism could function within
a parliamentary system.Until 1947, it seemed that some of the Western
European Communist parties might prevail at the polls, and great
efforts were made by the Eastern European Communists to give no
pretext for alarmist stories. With a change of fortune for the Western
Communist parties during mid-1947 and the growing Soviet-American
tension, the “dry road” became increasingly unnecessary. It was above
all this change in international politics that accelerated the transition
to the command system in Hungary in early 1948—as is admitted in one
of the Party’s own confidential memoranda:

As you know, our original plans were that socialization was to be
carried out by way of the “dry” road. At that time we did not count on
such a rapid transformation in the international situation . . . and did
not calculate that in our plans. In my opinion we would be making a
mistake if we stuck to our original schedule and [did] not utilize the
favourable situation.8s

Stalin’s veto of a Bulgarian initiative to coordinate the economic
plans and industrialization of the East European economies was the
second external accelerator.8¢ The effects of the imposition of industrial
autarchy were extremely costly for Hungary, which lacked the raw
materials needed for the Stalinist type industrial structure. Under these
circumstances the process of system maintenance required increasing
use of authoritarian measures in Hungary.

Third, Stalin’s 1948 quarrel with Tito greatly escalated the negative
effects of the other two external accelerators. By the beginning of 1948,
good working relations with Yugoslavia had become of considerable
economic importance for Hungary, since that country was rapidly be-
coming the most important supplier of the raw materials needed in
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Hungary’s expanding iron and steel production. During 1946-48 a
series of bilateral economic agreements had been signed concerning
trade and the joint development of resources and industries. After the
circulation of the Cominform letter criticizing the behaviour of the
Yugoslav Communists,8” Hungary broke off all relations with Yugo-
slavia. At once, the Soviet Union consented to deliver the necessary raw
materials and to purchase goods destined for the Yugoslav market.
Thus Hungary not only became even more hopelessly entwined in the
Soviet economic net, it was also cast in a considerably worse financial
position. Soviet raw materials fetched a much higher price than the
Yugoslav commodities, reflecting the cost of shipping over huge dis-
tances. Henceforth, Hungary’s heavy industrial production became
even more of a financial burden, even more uneconomical, and once
more increased the sacrifices exacted from Hungarian workers.

The Soviet-Yugoslav break had another escalating effect on Hun-
gary’s postwar transformation into a Soviet-type command system.
With Tito’s expulsion from the socialist “peace camp” came an intensi-
fication of the drive to pattern all aspects of life in Hungary on the
Soviet model. The single most serious crime that anyone could be
accused of became “domesticism” or “deviation” from the so-called
authentic and only true form of Marxism-Leninism, 7.e., Stalinist prin-
ciples. Of all the East European leaders, perhaps Rakosi was most
fanatic in demonstrating subservience to the Soviet Union. Quite apart
from the tens of thousands of non-Communists who were imprisoned,
tortured, and executed in Hungary on all sorts of trumped-up charges,
200,000 HWP members were purged, i.e., 18% of the total.’® The most
celebrated case was that of the former Minister of the Interior, Laszl6
Rajk, whose trial and “confessions” in 1949 served as the basis for
hounding and persecuting “deviationists” and “imperialist saboteurs”
throughout the socialist world.® After Rajk’s execution, Rakosi pub-
licly bragged about his own role in the affair:

We read of the 1936-38 experiences of our model, the great Bolshe-
vik Party ... and yet here in Hungary we merely talked about vigilance
in general terms. . . We had no practice in wrapping up these kinds of
cases, but we knew that we could not proceed light-headedly. It was
not easy to work out the way, and I must confess to you that it cost me
many sleepless nights, until the plan of executing it finally crystallized.
(Applause)

By unmasking and rendering harmless the Rajk gang, our Party has
earned great respect from our people. .. It is no exaggeration to say
that the trial, which was broadcast on the radio, and whose transcripts
were printed word for word in the newspapers, was followed with
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extreme interest by all of the people. 100,000 copies of the special book
that we published on the trial were bought up in a couple of days.
250,000 copies of the lecture given at a meeting of the Great Budapest
Party Activists were also sold out within a few days, and we were
forced to print an additional 150,000 copies. All of this shows with
what great attention the masses followed this case.?

And indeed the people did follow the development of the Rajk case with
great interest. Scarcely two weeks after Rajk was officially declared
innocent and his remains ceremoniously reburied in October 1956, the
workers replied not with another series of labour donations, but by
smashing the Rakosiite political system, and by demanding an end to
Soviet imperialism, which had derailed the long overdue political-
economic modernization of Hungary between 1945 and 1956.

Conclusions

In 1945 Hungary seemed to be on the threshold of a new era of mod-
ernization. With varying degrees of intensity most members of the
country’s intelligentsia and professional elites, as well as the leaders of
all progressive parties, recognized the need to part with many of the
outdated pre-1945 social, political, economic wisdoms and practices.
We can certainly include in this group most of the country’s landless
peasants and industrial proletariat. The need for deep-going reforms
and modernization did not express itself simply as a demand for a new
political regime. A new regime was to be but one of the postwar era’s
many important elements. Additional and comprehensive reforms were
also needed: an industrial revolution, an agricultural revolution, a
social revolution as well as a revolution in Hungary’s relations with
Germany and the other Central and East European States.

It is important to realize that the success of this modernization de-
pended on an immense national effort which in turn demanded the most
optimal and judicious utilization of scarce human and material re-
sources by the modernizing elites. The dynamics of modernization all
over the world have demonstrated that the scarcer the resources, the
greater the obstacles on the path to modernity, or the more that re-
sources are squandered by national leaders, the more likely it is that
this process will degenerate into totalitarianism and a new kind of
backwardness. And this is precisely what happened in Hungary. The
social, political, and economic costs of constructing this new era were
sky-rocketed out of all humanly attainable proportions by the combi-
nation of the following factors: massive material and human losses
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suffered during the war, vast Soviet extraction of resources and capital
from Hungary, and the destructive economic policies of the HWP be-
tween 1945 and 1950. The neglect of Hungary’s own developmental
necessities, the imposition of Soviet fiat, the derailment of reconstruc-
tion and modernization, and the betrayal of the hopes of millions of
working people during 1945-1950 opened the door to the large-scale
utilization of terror and political ruthlessness during the 1950. The
Soviet-designed “model” of a new Hungary could not be sold to the
populace by any other means than the force of machine-guns and tanks.
Herein lie the roots of the political oppression which prompted Hun-
garians to revolt in 1956.

NOTES

1. This should not be construed to mean that the causes of the uprising were
political rather than economic. In fact, the economic and political forms of
administration prior to 1956 mutually reinforced each other. The causes of the
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Hungary (manuscript), National Planning Association, Washington, D.C.,
1950, pp. 7-8.
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1938; Matyas Matolesy, Mezdgazdasdgi munkanélkiiliség Magyarorszdgon
[Agricultural Unemployment in Hungary], Budapest, 1933; and Gyula Hlyés,
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4. While in 1921 Germany’s share of Hungary’s imports and exports was 12.9%
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