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The General Situation

1. Hationalization of "ungarian Indusiry bepan in 1946 with the coal mines and
the heavy industry. Then, in the spring of 1947, nearly 2ll industiry ms
notionalized under ‘the law +Aich rrovided for the nationalization of all
entorprises wvith rarve than 100 erployees and of the rost vital industries

snrloyinn less than 100 workers.

As a result of this, six of the largest 1

; . plants produeing most of the iron and steel and nost of the machinery and ships
- were placed under the Heavy Industry Cemter (UIK). The root important recon—
struction work (commnications) and the reparations to be raid to the USSR and
to Yugoslavia were fio be taken care of by these plants which, due to war damages
and to the inflation, vrivate canital was unable +n =k intn nroduetion raridly
The state thus had to intervene.
The state, or rathedy the ~overmnent, vhich was already hall Comrmnist s had
no inclination to help private capital with loans, so that there ms no ale
ternative mt to make these plants state promerty. The UIX was ereated to
take care of this situation which s also brousht about by the following
contributing factorg, Five large companies, which previously had heen com—
peting with each otler, were umable to attain the desired outrut until
their sroduction hafl been coordinated under a unified ranarenent. .Thore
The production program was primarily deter-
nined ly the requirements of foviet reparations and by reconstruction vorlk,
and the installatiors ani the production rotential of the plants uould meet 50X1-HUM
only half the requitements. It was necessary to plan a reorranization and
redistribution of work arong the various rlante. | |

or to bring to a hiih rate of rroduction.

was a need of reorgnization.

|:| this 'ms realized during the fir-t half of 19448,

50X1-HUM

\ 2, The success of heavy indushry wns the pride of the Mungardan government. Its
| production attained pre-var levels and in gone fislds even excesded it. But
\ this was - brousht atout by rreat sacrifices.

"angarian aconory was hurdened

by the large udsetsry allocations which were set aside for heavy industry,
to the detrirent ofother branches of national eeonomy. These amounts bone-

fited »rimarily the recipients of rerarations — with the Zoviet Union in the
fore. During the firs% year, no 7reat change in the orzanization of rlants
took place, Hach plant retained it manaperent and adrministration, an? only
tistribution-of the work aron~ the difforent rlante apd the raw ratarials
allocations were the jo» of the NWIT, Iven the for—er rorrs-entative body of
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industry, the Industrialists' Assocliation (GY0SZ) contimed in offiecs, Thus,
for example, the quistion of mges was discussed between the different plants,
the NI, the trade unions, and the plant owmers. The NIK had over 1,000 em-
ployeesz and the administration of the plants was even larger. This over-
bureaucratization wms the ceause of flagzing productlion and of enormous pro-
duction costs. This double administration not only caused delays, bat, accord-
ing to complaints Y the trade unions and statements hy the government, the
managers of the different plants sousht only to protect the interests of their
owm plants, and the Industrialists’ Association sought only to protect the in-
terosta of eapitalism (although its majority consisted of veprasentatives of
nationalized entam'ises), s0 that the government had to intervene and national=-
ize the KIK also. "he Industrialists' Association was dissolved and wage dis-
potes were settled henceforth by the neuly eroated wage boeard. The measures
for nationalization of the NIK were as follous:

a, Nationalization of the production by coordination of the plants, divizion
of operations bstueen the different plants aceording to their facilities,
and lowering of cost price by economy of coal and electricity and lowering
of the overhead. .

b, Reintegration of work discipline, suppression of the political activities
of the workers, prohibition of salary increases and of overtime payments,
introduction of production quotas, inorease of individual output of the
workers by reans of production econtests and payment of bomuses.

¢. Teduction of the number of employees, reduction of the purber of managers
and members of the board and of their dividend payments, abolition of non-
essential jobs created for politiecal ressons and of the cost of entertain-
ment.

3., According to a bulletin of the NIK administration which appeared 1 May 1948,
the nationalization measures were successfully put into effeet, and the
deficits of the pldats, vhich had been avidenced for years, were eliminated.
Technical measures, particularly the national redistrituticnof work among the
plants, had a great deal to do with this; but, on the other hand, the defieit
could not have heen eliminated without keoeping wages om the same level, despite
the higher prices, so that, beeause of the enforced rate of production and the
higher individual output, wages were lowered with respect to. production.
Also the capacity of the rlants was almost completely utilized, and the ad-
ministration costs, written off against surplus production, were therehy re-
duced. By the peneral mationalization of 31 March 1948, other plants of heavy
industry vhich had not been part of the NIK (including the aluninum industry
whlch, strictly speaking, did not belong to heavy industry), became state =

 property. The whola industry, 80 percent of which is nationalized, is divided

" into over 30 industrial departments, wulth heavy industry and five other branches
making up main group no. 1. For each main group, the Ministry of Industry or-
panizes the general management whieh is charged with the oyer-all direction
of the industry.

Deaerivtion of the principal heavy industry plantg
4. The Heavy Industry Center (NIK) is composed of the following plants:

1) Hungarian Staté Iron, Steel and Machine Puilding Plant (MAVAG) with ons
plant at Budapest, one metal products plant at GyBr , a metallurgical
plant and rolling mills at DiosgyBr (near Miskole). These plants mke
armaments. The Budapest plant produces railrcad englnes, agricultural
machinery, various machine parts, metal structures (bridges), etc.

During the war it also built about 100 tanks (7-ton and 15-%on vehicles),
trucks and buses. The production of ballbearings was also started in this
plant and at . present it provides all of Tunpary's requircments. ' The
retreating German trocps derolished the factory, Wit ar damages have been
repaired and ths plant has been enlarred through larpe investments., The
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MAVAG personnel is 23,000 at the present. The most important production
fioures for 194% wers as follows: )

Pig iron 12,000 tons per month
Rav steel 18,000 * v n
Cast iron 2,000 " "
Cast steel 800 " " e
Forgings 2,000 * w n
Sheet iron 9,000 " n "
Railroad engines 60 per month
Apricultural machines 1,000 per month
Metal constructions 500 tons per ménth

2) ¥anfred Weiss Plant at Gsepel near Budapest

Forging and rolling mills, forging and stamping shors, drawn steel tube
shops, metal goods, bicycles, motors, tools, sewing machines, agricultural
machinory. Before the war, the plant also manufactured ammunition and air-
eraft. During the war, the plant also built eeveral hundred 1light tanks,
cross—-country veiaicles and trucks. In 1944, the plant was seriously damaged
by bombing and saffered from other war damage and from dismantiing by the
Russian troops. It was rebuilt through large investments and at the same
time enlarged. ''he first Hungarian aluminum plant wvas alsc assoeciated with
this enterprise, but since 1ts capacity was low, the nev aluminum plants are
more important. The plant employs 21,000 persons at present, Its most
irportant producsion figures as of the end of 1947 were:

Ravr steel 12,000 tons per month

Cast iron ’ - 2,000 " " n

Cant steol . 200 " & w
Forgings and stampings ©1,500 * n n

Drewn products 8,000 * " "
Agricultural products 1,500 " (sic) per month
Tools 200 n a "
Biuycles 5,000 © n " "
Bivyele motors 700 # " " "
Seving machines © 1,000 " " " "

3) Rimamurany-0Ozd Steel Mills (RIMA) at Ozd (Northern Hungary)

Forging and rolling mills, foundries, forging and stamping shops, with 14,000 em-
Ployessat present. The plant was slightly damaged by the retweating

Gasrmans, but the damage vas quickly repaired. Production figures as of the

end of 1947: ; :

i

Pig iron 19,000 tons per menth
Ravw steel 25,000 © "o
Cart iron goo ¢ no.n
Cast stoel 400 *# non
Forgings and stampings - 350 " L
Sheet iron 17,000 *® woon

4) Gapz & Cof, Electromechanic Products, Railrmd Cars, and Shipyard at Budapest

Consists of three plants: the machine plant, the railroad car. and eleetrical
equipment plant at Budapest, and the shipyard at Ujpest near Budayest. The
machine factory builds Diesel engines and cenerator gas ongines, gears, smelt-
ing and roiling equipment, turbines, pumps, reduction motors, brick moulders,
threshing machines, railroad cars, and self-propelled railroad cars. The
¢lectrical equirmant rlant manufactures Fensrators, dynamos, elsetric motors,
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transformers, circuit breakers, and electric meters. The shipyard builds
barges (500 to 1000 tons), river boats, boats for the Danube shipping
(1200 tons) dretiges, metal strustures, bridges, boilers, pulleys, foundry
equipment, and steam hammers, During the war, the rlant also made several
hundred light tenks, shells, and anti-aircraft instruments. The shipyard.
has tnilt 4 ships of 2500 and 4000 tons. In 1944, the plant machinery ms
s1lishtly damaget by bombing and the electrieal equipment plant was parti-
ally destroyed furing the siege of Budapsat, Most of the damage has been
repaired, and the plant has 10,000 employees at = ~ present, Production
figures as of the end of 1947 weres: : .

Motors 50 per month
Varicus machinery 20 " "
Reilroad cars 300 " n
Buses 4 " "
Eleectric motors and

generators 500 " "
Tyransformers 20 " n
Electric meters 2,000 © "
Ships 20 " year
Bridges 6,000 ¢ "
Cnst iron 1,400 tons per month
Cust stesl 600 " " n
Forgings FAs o I n L

5) Hungarian Railroad Car Ractory, GyBr (RABA).

Construction of railroad cars, bridges, motors for self--propelled railroad
cars, trucks, and buses. 1In 1944, the plant was badly damaged by bombing
and most of it had to be retuilt. At present it employs about 5,000 workers.
Productions ficures as of the end of 1947:

Ruilroad cars 200 per month
Tyucks and buses 50 n "

Metal structures 3,000 " ‘year

Cast stesl 350 tons por menth
Forgings 300 ® n "

%0 The heavy industry plants not associated with the NIK are the Lang factory,
the Hungarian Steel Mills, and the Hofherr-Schranz Works; the last two em=-
ploy 2000 workers each. Lang produces Diesel engines and generator gas
motors, steam turbines, steam engines, boilers, equipment for chemical
plants, and metal constructions. The Hungarian Steel Mills male mostly
steel forgings and stampings and steel alloys. Hofherr-Schranz produces
agricultural machinery and tractors, but, in comparison to the NIK plants,
its production is very small, After the organization of the Hungarian
industry, the aluminum industry was made part of the chemical industry.
Hungarian dexite raserves, assuming a production of 1 milliomn tons per
year, will last 200 or 300 years. At present, not even half of that amount
is being exploited, because the domestic aluminum plants are not capable of
treating that mich ore. Frior to the occupation of Hungary, most of the
bauxite went to Germany. It is planned now to increase the exports to the
USSR as soon as sufficient Danube shipping facilities are availabls. During
the war, a plant for treating bauxite was constructed on the Damubs between
Esztergom and Komarom, with an anmmal production capacity of 60,000 tons of
aluminum. This plant vas not completed during the war and was also damaged
by bombings, tut it wes put into operation during 1948. The plant at Magyarovar
has a capacity of alrmost 10,000 tons. There are alsc aluminum plants at
Csepel, AJ%a, and Szekesfehavar, all of them in the mining and industrial
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vegion between the Danube and lake Balaton. Present production seems to be
around 60,000 tons per year. It was plannsd to incremse production through
the use of cheap eluetric rowsr to he obtained from Yugoslavia, Agresments
had been concluded with Yugeslavia .for the construction of hydroelectrie
plants vhich would Yransmit powsr to Hungary, tut these agroements are sus-
pended at the pressnt,

The Finaneial Situajion and_the Three-Year Plan

Outside of the maticnalized steel mille (MAVAG), the former plants of lang,
Ganz and Hungarian Stesl Mills . belonged to the interests of the Humgarian
Croedit Bank, RIMA ard RABA belonged to the Hungarian Commerce Bank, and the
MW plant was in the hands of the Weiss family, slthough, during the war, bank
capital also acquired an Interest in it. The banks also furnished the neces-
sary credits for the plantes, while MAVAG wvas maintained by the State. Most
of the plants operated at considerable loss:. 1in the period between the two
wars, and MAVAG, esjeeially, was a heavy burden on the State treasury. The
situation began to improve in 1936, and by the outbreak of the war, most of
the plants were showing a profit; heavy indusiry obtained its maximum profits
during the war. After the collapse, the conpanies found themselves in an
extremely bad situation. Although production had already started in 1943, war
damages, lack of raw materials, and lack of work diseipline permitted only a
low level of production. In the same year, inflation occurred which caused
the companies to lopme their cperating capital. Bowsver, the greatestlosses
were causad by reparations which, for the most part, had to b2 borne by heavy
industry. The USSR cormiputed the reparations in torms of 1938 prices, and de-
liverdies at the prevailing price. 1In that manner, the plants were reimbursed
by the Reparations (ffice,in charge of regulating the delivories for the State
treasury, only for cms<half or one-third of their production costs. The State
granted credits to the compenies until it took them over in 1946. At that
time, they were indebted almost to the full walue of thelir agsets. After
nationalization, the losses contimued to incrsese, mostly for the following
reasonss

8. Plant capacities were only partially utilized.

b. Production costs incrensed, beesuse of the inereasinglmrosucracy and the
growth of the aféministration.

#

c. The output of the workers was only 70 or 80% of the pre-war level.

d. Because of the high cost of living, wages had to be increased (on an average
of 15 percent after the stabilization), while the prices of the main products
of the heavy incustry remained the same.

o. The plants which had previously produced expensive machinery and exported
it at pood pricus mostly to the West and overseas, had lost their export
markets and had to tum to cheap mass-produced goods for the East.

At the end of 1946, the Reparations Office owed 103 million forint (the official
rate of exhange, $1 - 15 forint, the actual rate, %1 - 20 to 22 forint) to the
NIK plants alone for their deliveries, and in 1947, it could pay off only half
its debts. The procuction defiecit of the NIK plants for 1947 was:

MEVAG 27 million

RIMA 50

MW, 1o =

Genz 5 #

RABA -~ 3 " (profit)
89 million

In the program of the 1947 Thres-Year Plan, 86 million were used for invest—
ments, and another 150 million have bhoen sarmarked for this purposs during 1948,
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8, Aeccording to the NIE management, the value of the producticn at the beginning
of 1947 reached 67 million permouth, with 65,000 workers employed, while by
March 1948 production had reached a monthly value of 168 million, with a per—
sonnel of 72,000. On the othsr hand, the 1948 prices are higher than those of
the past year, so that the real value of increased production is less tham the
figures indicate. The deficit was overcomes, and at the end of 1948, production
was to reach 200 million per month, Thus production should be high snough to
cover the investments planned under the Three-~Year Plan for the NIK plants.
According to the abuve data, the pre~war production of 1938 has alrsady been
egxceeded by 2 percent, but, in reality, this is not the case, since the figurss
were based on the official rate while the real value is approximately 20 percent
less, It should aleo be noted that the plants worked at full speed only during
the war, most of them with three shifts, and that the production figures ex~
ceaded those of 193% by 60 to 100 percent. Such production fisures could not
be obtained at . present even with the plants working at meximum capacity;
firat of all because of the lower individual output, secondly, because less
expensive products &re being made. The production goal set for the heavy in-
dustry in the Three-Year Plan may be realized in 2% years.

Maxkets

9, Befors ths war, heavy industry supplied the domestic market and also ex~
portad goods having an annual value of 60 to 80 million pengh (15 to 18 million
dollars%f \ |
\ These exports brought in large sums of
sound foreign currercy. Items exported were mostly machinery, railroad engires,
motors, finished metal and elsctrioal rroducts. During the first ysars of the
Soviet occupation, the only supplies to the domestic consumers went to publie
enterprises, primarily for rebuilding communications, A large part, approxi-
mately 25 percent of’ the reparations to be furnished, had to be gupplied by
hegvy industry, so that some plants had to work almost exclusively on repara-
tions contracts. As & result, exports went doun nearly to zero. Since 1947,
heavy industry has yesumod exporting, but mostly only to the Soviet Union and
Yugoslavia, countriés which, in order to have reparations deliveries continued,
have ordered the netessary products (mostly only railroad squipment and elec-
trical apparatus) or the basis of reciprocal trade agreements. Because of
Hungsry's need for vital materials from the Yest and also for Western currencles,
the government ig therefore insisting on the resumption of former trade relations
with the West. Contracts for the shipment of motors, bicycles, and sewing
machinsa are about to be conciuded with South American countries

50X1-HUM

| The value of the exports should be about
150 to 200 million Forint {8 to 10 million dollars) per year. 50X1-HUM

Bay Material Surely

10, The most important raw materials required by Hungarian heavy industry were
suprlied before the war, by neighboring countries, mt its greatest supplier,
Gerrany, no longer ¢xists. Coal comes mostly from domestic mines, but coke
rmust be imported. After the war, coke was imported from Peland for a vhile, hut
deliveries were halted in 1947 and the Seviot Union has promised to supply it.

, Iron ore came mostly from Czechoslovakia, crude iron came frem Germany and from
’ Rumania, At present, domestic production is being increased to the utmost, btut
it cannot cover mor¢ than a part of the demand. Under the trade agrcement with
Yugoslavia, that cotintry, as well as Russia, will surply iron and manganece.
There is diffieulty in getting supplies of copper, electrie insulating material,
:gza;agtés, instrumerts, measuring equipment, ete. which used to be imported from
e
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toole. Because of political events in Yugoslavia, export snd also import of
raw matorials have guffered seversly. In accordance with the decislon of the
Cominform, Hungary bas joined the boycott agasnst Yugoslavia and has halted
deliveries. Uowever, since Yugoslavia was ahead in her deliveriss of raw
materials, and thus has large credits in the trade balance with Hungary, it
is to be expected that she, too, will halt all deliveries. '

Eersonno]l Guegtions

The heavieot losses of heavy industry, for which there is no compenaation,

are the losses of kay personnel, Not only the active managsrs of the plants,
but also the qualifiod technicians have left. The best~knoun ones f£led %o

the Yest before the Soviet occupation, the others one or two years later,

after they had come to the conclusion that, althoush they held a privileged
poaition under the Comminist regime, their position was untemable. Many also
became victims of the purge. The strength of the Hungarian heavy industry

lay in the ability of its specialists, since the plants, as compared to world
industry, were neithor very large nor very well equipped, but quite obsolete.
Nevertheless, the excoptional ability of the engineers wms always sufficient

to keep the factories on a very high level by their technical perfection,

These men are now ldcking, and therefore progress is impeded. At first, the
members of the "ancicn regime" were left at their posts by the new sovernment.
These were the men who would go along with any rogime and who hecame convineced
Communists where thay had been convinced capitalists bafore. But sooner or
later, one after the other, they were disrissed to make room for a Party mem-
ber, Furthermore, once the plant was running again, the Communist government
had no further use for their ability. The Plant Councils and the Trade Unions
gained rore and rore influence, They should have conecarned themselves equally
with the production program and the administration of busime 83, but they limited
themr selves to personnel questions and conc trated on the reroval of their
hated superiors. However, the new Communist substitutes, o were charged
with enforcing to the letter the prescribed quotas, were worse bosses than

the men they had repiaced, and against them the workers were powerleass. The
level of individual oubtput has also gone down greatly, and there are many more
non-qualified workers than before, and fower spaclalista, aince the prime ob-
Jeciive 1s no longer the mamufacture of precision machinery tut mass production,
The wages correspond to 50 percent of the pre-war wages, but their actual walue
is much less; on the other hand, greater and greater output 1s demanded. Pro-
duction contests, backed by a great publicity, exhaust the workers. On the
whole, the morale of the workers and; even more so, of the specialists, of the
vhite-collar workers, and of the engineers, is very low.

Fogalblitiog of Davelopment:

As already stated, tte plante are utilized almost to their full capacity, and
in some casss even overworked; but despite this, becauss of low individual
output and productior of lower-grade goods, production does not reaeh the high
level previously atteined. There can be no doubt that the rational redistribu-
tion and strict delimitation of production betuwen plants and botween the vari-
ous nroduction operations, the unified nanagement of an enterprise employing
80,000 people, the exchange of technical experience » the suppression of compe-
tition, etec., are means which stimilate production and whose advantages are un-
mistakable. Thua, for instance, the production of ore in the Ozd mines has been
inereassd by 10 percent in one year and the coke consumption of the blast fur-
naces at Ozd and DiosgyBr has boen decreased by 7 to 9 rercent. Furthermore,
the proper distribution of work to the different plants and the proper utili-
zation of waste products have done ruch %o increase production and reduce over—
head. DBut at present, the possibilities are nearly exhausted, From the point
of view of quality, production ean hardly be improved; new plants would have to
be built and the raw material supply developed., Mass production is also limiteq.
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As far as quality and technical perfection are concerned, no great improve-
ment has been evident and there ean be nono, sinee there is a lack of quali-
fied personnel. Hungarian heavy imdustry is not geared to mass-production;

it is quite similar to the Swiss machanical industry., Primarily, 1% should
have the place that it used to oceupy in the world market due to its high
technical standards. But when compared to the gigantie industry of the Soviel
Union, it can never play more than a secondary role as a supplier of mass
producad goods for the Eastern ccuntries.
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