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ABSTRACT 

By compari ng South Korea and Hungary, thi s s tudy attempts ta 

determine what effects power relations, economic structure and 

exogenous events have upon a country 1 s abi li ty to pursue an export­

fi rst strategy. 

South Korea performed better than Hungary 1) The South Korean 

regirœ was ab le to use i ts authori tari an pow~ore effecti ve ly th an 

,-the Hungarian regime against its political opponents. This facilitated 

both the introduction and defence of its export-first policy. 

In addition, South Korean entrepreneurs responded to govemmental 

pressure and incentives"to export, favourably. In Hungary, the branch 

m1nistries were the chief obstacles ta the effective implerœntation of 

an export- fi rs t po li cy. 

.. 
Finally, while bath countries were subjected ta protectionism, 

the degree of di ffe ren ce was not sufficient to explain the better 

performance of South Korea. This reinforces my thesis that the 

pplftical and systemic variables carry the greatest explanatory power. 

/ 

/ 
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RESUME 

Cette étude comparée de la Corée du Sud ... et de la 

Hongrie vise à déterminer les effets des relations de 

pouvoir, de la structure économique et d'autres facteurs 

exogènes sur la capaci té d'un pays à poursuivre une 

strat8gie de promotion des exportations. 

D'après notre étude, la Corée du Sud a connu plus 

de succès que la Hongrie dans l'application d'une telle 

stratégie. Le régirre sud-cor~en a réussi à utiliser son 

autorité contre ses ennemis poli tiques de façon plus 

efficace que le régime hongrois. L'application et la 

défense de sa politique d'exportation rien a été que plus 

faci le. 

En outre, les hommes d' affai res sud-corpens ont 

répondu avec plus d' empre'ssement aux pressions et encou­

ragements de gouvernenent.' En Hongrie, les di vers rninistêres 

en charge de l'économie se sont opposés avec succès à 

l'application d'une politique d'exportation . 

Mêne si les deux pays faisaient face à des degrés 

différents de protectionisrœ dans la promotion d~ leurs 

exportati ons, la di fférence n'étai t pas asse z grande pour 

expliquer le succès de la Corée du Sud. Cela supporte 

notre hypothèse que les variables poli tiques et systémiques 

ont la plus grande capacité d'explication. 

\ 
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,CHAPTER 1 

INTRODUCTION AND LITERATURE REVIEW 

The economic viability of many developing and semi-industrialized ... 

countries depends to a large extent upon their economic efficiency and 
export effectiveness. This is especially true for the medium developed 
countries of Hungary and South Korea. The purpose of this essay i s, 
therefore, to assess and explain the differences in export performance 
between the modified, centrally planned economy of Hungary and the mixed 
economy of South Korea, from a polit i ca l eco nomy pers pect i ve. The study 
covers the perjod stretching from 1969 to 1980. 

These two countries have been selected for comparative study for 
a number of important reasons. First, each embarked upon an export pro­
motion strategy in the 1960s. Secondly, each is short on natural resources 
and is consequently unable to base exports on the exploitation of ~atural 
endowments. Thirdly, the existence of a small interna1 market 1imits the 
feas ibil i ty of an i f'riIard development s trategy. Fourth ly, with exports 
constituting a fair share of gross national product in each country, they 
can justifiably be referred to as export sensitive countries. Final1y, 
and most important of all, one is provided with an opportunity because of 
the above mentioned similarities, to assess the influence of political, 
systemic and exogenous variables, in determining the difference in export 

~ 

performances between these two countri es. 

In comparing the export performance of Hungary with that of South 
Korea, a certain amount of caution must be exercised. A look at Hungary's 
total export performance ma~ be misleading and unimportant. lt has been 

well established that the countries of Eastern Europe an! loathe to run 
a trade surplus with each other, because, given the absence of currency 
convertibil ity, it amounts to an economic loss.l 

P. Marer correctly points out that it is the total hard currency 
trade of Hungary, rather than its total trade, that is significant in any 
analysis of its export perfonnance. 2 Hard currency, whatever its source, 

l 
t 

" 
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can be used to ,purchase Western technology. raw materials and components. 
> 

'It can alsO-,be used to service Hungary's considerable debt \-lith the Wes~. .. ' 

on~ of the major objectives of the economi.c refonTIS introduced in 1 

~1968 was to enable Hunqary to penetrate the markets of ,the Organization of 

Economi c Cooperatiôn and Deve lopment (O.E .C. D.). The latter accounts for 

about 90 percént of Hungary' s total bard cu rrency trade. The other 10 

percent is ,accounted for in intra C. H.LA. trade. However ~ en~rprises 

that increase their hard currency exports to the C.M.LA. are rewarded in 

the same way as if the increase had occurred on the O.E.C.D. market. The 

. well k'nown problems of currency inconvertibility, trade bi1ateralism, and 

the absence of market-type reforms in the other C.M.Llt countries weiqh 

heavily against any
o
en1arging of Hungary's intra-C.M.LA. hard currency 

trade. 3 References to Hungary, in the course of the study will" therefo~. . ~ 

be made in regard to the O.E .C.D. market . 

. ~Finally •. it roost a1so be pointed out that no definitive conclusion 0 

can bl made fram the study, bec~use with about 50 percent of, its total 

eXDorts 90ing to the C.rtLA. market, the abil'ity of the Hungarian 1eader­

shfo to expand exports rapidly to the ~Jest is, to begin with, constrained'; 

the production capacity that is used to satisfy C.M.E.A. demands cannot 

be used to boos t exports to the West. While the effect of Hungary' s 

rnembership in the C.M.E.A. is only dis;ussed here in respect of how it 

reduces enterprise autonomy, this phenomenon must a1so be kept in mind as 

a baa:kground constraint. ,,' 

After noting the limitations of the study, the following tables 
ij , 0 

will now bè used to,facilitate the analysis of these two èountries' eXPQrt" 

performances. 

To begi n our analysis of the export perfonnances of South Korea and 

Hungary we focus, fi rs t, upon the average annua 1 percentage change in the 

value of exports (see Tables 1 and II). For the entire period under 

consideration, South Korea ' s exnorts grew faster than ~those of Hunqary,. 

They increased at an averageJ annual rate of 37 percent, while those for Hungal 

t.ent up by 22 oercent. An examination, too, on the basis of various time periol 

Q 
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TABLE 1 

HUNGARY'S HARD CURRENCY EXPORT l>ERFORMANCE, 1969 - 1980 
. (MILlIOB OF U.S. DOLLARS) MERCHANDISE TRADE 

Sources: Paul Marer, "The Meehanism and Performance of Hungary's 
'Foreign Trade, 1969-1979" ,in Hun ar : A Decade of Economie Reform 
ed. "P. Hare, H. Radiee and N. waln London: Allen and Unwin, 981), 
p. 180, for columns (1) and (5), 1969-1979; columns (1) and (S) fo~ 
1980 cal~ulated from Data in The Economist Intelligent Unit, ltd., ) 
uarterl Economic Review of Hun ar : Annual Su lement, 1982 (London: 
e conomist Intelligent Unit Ltd., 1982 , p. 16; column (2) calculated 

fram data in Paul Marer, op. cH., p'. 180 and The Econamist Intell igent 
Unit ltd. op. cit., p. 16; column (3) from Adam Marton, "World Market 
and Hungari an Foreign Trade Prices, 1976-80, Il Soviet and Eastern 
European Foreign Trade 18(3) (1982): 86; column (4) for 1971 ta 1976 
ca1eulated from data in Anita Tiraspolsky, "The Terms of Trade of the 
East European Countries from 1970 ta 1977, Il Soviet and Eastern E;uropean 
Foreign Trade 15(1) (1979): 106, and for 1977 to 1980 from Patrick de 
~ontenay, et al., Hungary: An Economic Survey (Washlngton, D.C.: 
International Monetary Fund, 1982), p. 49 . 
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Year 

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

4 

TABLE II 

SOUTH KOREA'S EXPORT PERFORMANCE" 1969 - 1980 
(MILLIOM OF U.S. bOttARS) flËRClf NOISE fRAŒ 

Annual Annual Annual 
Percentage Percentage Percentage Merchandi se 

Total Change in Change in Change in l Trade 
Exports Value Volume Price Balance 

(1) ( 2) ( 3) (4) (5) 

623 37 46 -4 -1201 
835 34 26 3 -1149 

1068 28 33 0 -1326 
1624 52 50 0 -898 
3225 99 56 27 ... 1015 
4460 38 8 D 27 -2392 
5081 14 23 -7 -2193 
7715 52 36 12 -1059 

10047 30 19 9 -764 
12711 27 14 11 -2261 
lSQ56 18 -1 19 -5283 
17505 16 " 11 5 .4737 

Source: Columns (1) and (5) from Un,ited Nations Statistica1~olc for 
Asia and the Pacific, various years;l'column (2) calculated ftOnrdata. ibid •• 
columns {3} and (4) calculated u from data ln United Mations: Yearboolc of 
International Trade Stat1stics, 1980, p. 557. 

~~r. tWR'~ .... """-" ~"""""'._-. ~~i·---
_. .. . .. ! ... . .t' .. 
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also reveals that So~th Korea's export performance has been c~sistently 
betiter than Hungary' s. From 1973 to 1980, exoorts in value terRIS rose 
by a, average amua 1 rate of 37 percent, as opposed to the 22 percent 
growth fi gure for Hungary. Fi na 11y, for the 1969-1973 peri od, South Korea 
experien,ced a 50 percent average annua1 increase in the vall1e" of goods ex­
ported. Hungary's increase in the value of 900d exported- for the SaIRe 

Pf!M od was 029 percent. 

As i ncreases in value of' 90005 exported can be the' resu 1 t of et ther 
changes in volume or priees or botti, 1t is essential for us"to deterrnfne 

~ 

the causes of the' mvement in the value of exports. Another trend becomes 

c1ear. It is growth in voll.111! that ilccounts for I!Ilst of the changes in 
export value in -both countries. In Southo Korea volume has qenerally risen 
faster than prices. 1 t must a1so be poi nted out, however, in respect of 
South Korea, that growth in prices also played an important role in 
bœsting exports. In the 1973 to 1980 period, volume increased by' 21 
percent, whi le pri ces went up by the respectable fi gure of 13 pereent. 

Increases <'lin volume and prices 1ri South Korea in genera1 have 
~ " sign1ficantly risen, faster than those in ~ungilry. FOr examp1e, aqainst 

the incr,eases of 21 arfd 13 pereent in volume and priees, respective1y, 
" 0 0 

for trie '1973 to 1980 period in South Korea, the figures ~re __ <m!Y_7 and 5 ~ 
percent," re:;pectively, for Hungary. 

Wh"ile our primary concern is with the expert s'ide· of these 
countries' trade regimes, a look at their trade

o 
balances throws some 

light on their-export promotion strategy. Thëse:two cout')tries have run ' 
large trade defic1ts, with the e~ception of Hungary in 1969 and 1973. ' The 
trade deficits are' related not only to the substantial priee ,increases 
that occurred on the world market in 1974 and after but more fun~amentally 
te the fact that export promtion for resource poer countries 1$ based _ 

, importantly upon the importing and p~ssing of raw materi~ls and other 
inputs, wh1ch are then exported. It is not surprising, then. ~at as 
exports have increased, imports have generally gone up faster. For 
exalQPle. in the iq>ortant period stretchi ng from 1974 to 1979, ex"orts . , 

increased by 30 percent in value in South Korea, while imports went up by 

~ +"~I...:;, .... .;t~~ ... i'-r .... ~ ... ~ ..... ~~~,._ .. __ ·_rf_."""_.-'-'4 .... _i_'ts_ .... ...-.. __ . __ ._5 .. l'rSJ_~' ... 1 .. 11 ___ ' .. -•• ,...-..,..--_., ".17"1. ---" ... : -.• .,.'5 .... ~,,~-:~\~1; 

~",,~,~. ~ _ ,.., ... : .. ~'~ '; rf<t~.X ... r·.i~'-~_~ ~ [..~_. _ ...... ': .. ~.tf·!",~. !~~n·IH'; 
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~ percent. For Hungary, in the s .. per1od, exports .ere rafsed by 16 . 
percent, wh1le imports fncreased by 20 percent. To pay for the1 r huge 

1~rt bills, both countrfes borrowed substantially from the West.4 

~41 
This study, however, seeks to go beyond the changes in export values. 

volumes and priees 1n an attempt to locate the underlying causes for the 

better export perfonnance of ,South Korea over tt.at of Hungary. In the 

course of the study ft will become clear that the above mentioned, 

changes are related to the under1ying causes or the poli tical. systemie 

and exogenous variables. For ex~ple, the low priees of Hungarian 
o 

products will be shown ta be ttte product of the power relations in that 

society, to weaknesses in its economic structure and to the exporting of 

goods that are vulnerable to trade protectionism. In South Korea, in 

eontrast, the important ioereases in volume and priees are the product of 

governmental pressure, entrepreneurial talent and the exporting of manu­

faetured products that feteh relatively high priees. 

Nevertheless. it is on the underlyfng causes that we' will foeus 

our attention. South Korea's ability ta signifieantly raise exports 

faster than Hungary ean be explained on the basfs of political, systemic 

and exogenous variables. Whfle these variables are separated for 

analytical purposes, it is recognized that a connection exists among them. 

After indicating the outline of the rest of this chapter, along with 

that of ehapter two, the three variables, each of which will be examined 

in a separate chapter, are then defined. 

To place the essay wi thi n the ,context of pas t research on this 

topic, the theoretiea(l section of thi 5 chapter examines the strategies 

of import 'substitution and export promotion. It focuses on the critique 

of import substitution that is made by the proponents of export promotion, 

as well as considering the main features of the latter. References will 

a1so be made ta partieular eountries' experiences with the two strategies 

of economic development. Consideration will also be given ta some of the 

politie.l diffieulties involved in transferting 'fram import substitution 
" 

~ to export p.".,tion. 

• 

If' 
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0:- Da.pter two inquires into the econOllic and poltt1cal factors 

that forœd Hungàry and South Korea to 1ntroduœ ecoftOllic refonl$ in the 

1960s as a .ans of boosUng the1r exports. The chapter a1so sets out the 
liai n features of these ecohollic refontl$ that made illlpOrtant changes in 
these countries 1 export reg111es. 

The po1i~1cal variable is discussed 1n chapter threè. It refers 
to the.distribution and exerc1se of polftical po.er in these societies and 
the ny 1"n wh1ch ft has pOsitiW!ly or negaUvely affec.ted their capabf1ity 
to pursue an export pronotfon strategy. In respect of pcM!r d1str1~tion, 
it concentrates on the intra-regitre division in each country. !he 
political variable a150 examines the relationship between eath regi .. and 
key groups 1 nits soci e ty . 

While the PQ]itical variable 'is concemed with power distributfo,!, 
. , ,,-

the systemic variable; which will he discussed 1n chapter four, focuses 

on the relation between economic structure and export promotion strategy 
in both countries. , It 15 true that Hungary inst1tuted certain market 

meGhanislDS in 1968 in an 'effort to improve its export performance. 
Nevertheless. these reforms still ooerated within the context of a 
centrally planned economy. The branch ministr1es still existed and were 
responsible for enterprise supervision. In addition, while modifications 

were INde in the 'system of centr:-à1 planning, the latter was still the 

pri.ry maans of etonomi c control. 

In South Korea, on the other hand,' the government intervened fre­

quently c4 n the market proœss. The pub 1 i c sector was not uni mportant. 
The governœnt affected business be,haViour through a system of incentives 

and disincentives. Nevertheless, the main features of a market econo~ -
pM va te ownersh ip, ttJe right of private bus i ness to enter and leave the 
market, as well as to ~ke its own production decisions - still existed. 
The purpose of the systemic variabl~ is, therefore, to determine whether 

certain characteristics of each'economic fYIOdel hinder, or facilitate the 
efforts of each of these countries to achieve ec~omic growth on the basis 

of an outward s trategy of deve lopment. 
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Finally, the exogenous variable 15 exatll1ned in chapter ffve. 

It refers to the protectionism and other fonas of trade discrimination 

that thf! exports of these countries encountered on the O.E.C.D. market. 
Ind which. in the short-run, were beyond the control of the policy makers 
in 81ch country. In addition, it as ses ses the po1icies adopted by the 

tNo countr1es to lessen or to escape protectionism, in terms of the 10n9-
run. The conclusion. the subject of chapter six, will assess,from a 

COIIIPIrative perspective, the importance of the thTee variables in accOUftting 
for the better export performance of South Korea. The conclusion a1so 
examines the connections between the variables. 

THEORETICAl REVIEW OF LITERATURE 

Fo11owing World Var II, the East European countries SQught to 
further economic development and industrializatfon by pursuing a strategy 
of import substitution. In this respect "ir trade pol1cy resembled that 
of ~ny countries in latin America and Southeast Asia. 5 

Against the background of fal1ing priees for primary products and 
a shortage of manufactured goods due ta Wor1d War II, Raul Prebisch 
published his famous 'manifesto' of 1949, which argued vigorously for the 

strategy of import substitution industrialization. 6 

Prebisch be lieved that i nternationa 1 trade could net lead ta 
industrialization for a number of important reasons. First, primary ex­

ports of latin America and other developing countries were unlikely to 
expand because they were income-Ïnelastic. Secondly, developed countries 
were economisi ng on inputs. Thirdly, agri cul tura l products were bei ng 

subjected to protectionist policies in the developed world. Manufactured 
goods were,also unlikely to penetrate the markets of the capitalist 
countries,Abecause, according to Prebisch, manufacturi~g industries fn 
the develoPinJ countries operated with higher production costs than those 
in the de~ped world. lastly, he concluded that this cost differential 
was due to the fact tha t advanced techno l ogy has been confi ned to the 
industrialized countries, vith very little making its way to the developfng 
countries. 



o 

9 

Import substitution may be defined as the replacement of certain 

1mports with domestically produced 900ds. 7 This strategy may be divided 

t nto an easy ,and a di ffi cult phase. The easy phase i s usually success ful 

because it- corresponds to the characteristics of the local economy. 

Invariably, consumer goods are the first ta he barred from entering the 

country 50 as ta create a market for local producers. Production of shoes 

and other consumer goods only requires a simple technology. Their pro­

duction is labour intensive and the domestic costs of production do not 

differ greatly from those in foreign countries. Results, therefore, can 

be seen quickly. A1so, because these goods were previously imported, it 

JEans that there is already an assured market for them. 

The difficult phase of import substitution involves the construction 

of local industries to produce capital and intermediate goods that were 

previously imported. 80th the industries involved in the easy and 

difficult phases are protected by high tariff wal1s, quotas and other im­

port restrictive machinerYt and in the case of cOll1Tlunist countries, such 

as the Soviet Union, by licensing and outright prohibition. 

It is primarily against the difficult phase that the critics of 

import subs t i tution di rect thei r attack. Lati n Ameri ca' s experience wi th 

the difficult phase also convinced Prebisch and the early advocates that 

economic independence and steady industrial growth had ta take place on 

another bas i s . 8 

It has been found in respect of latin Americaoand India, for 

o example, that ra,ther than reducing their need for imports, import sub- -

stitution actually increased it. 9 As the economy was sealed off to create 

a market for the production of consumer goods, the inputs, such as 

machinery and raw materials, had to be imported to keep the consumer 

factories running. The dependence upon these essenti al imports created a 
major problem for these countries. latin American countries oeriodically 

experienced fore; gn exchange shortages, and often had no a, ternati ve but 
\ 

ta' restrict imports. Thus, according to D.M. Schydlowsky, flafter import 

s\!J)stitution a reduction of imports rneans unemp10yment and a lower rate 
of growth. Il 10 
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Import substitution also led to economic inefficiency. Raul . 
Prebisch surveyed its negative effects on the Latin Alœrican countries. 

He pointed out that the benefits that flow from international trade. and 

the sUbsequent economies that result from producing for a larger market 

were denied to these countries because the large number of industries 

spawned by import substitution were shielded from foreign competition, 

for example, by extremely high tariffs and other restrictive machinery. 

But Prebisch left no doubt that the greatest cause of this inefficiency 

was the total disregard for cost effectiveness, in the estabF,shJœnt of 

these industries; "the criterion by which the choice-was determined was 

based not on consideratiofliof economic expediency, but on irrrnediate 

feasibility. whatever the cost of production." ll 

In the Soviet Union and the East European countries, planners also 

ignored cost considerations. In fact, even if they had wished to take 

cost into consideration, such a task would have been impossible, due to 
the absence of a pr; ce sys tem wh; ch regi s ters opportun; ty cos ts. ' 

Industrial expansion depended upon the decisions of planners and the power 

relations that existed among the planning office, the bran ch ministries 

and the enterprises. In arguing for economic reform in the Soviet Union, 

Versei Libennan noted that because of import substitution the country had 

suffered great economic inefficiency and sectoral imbalances. 12 

Lastly. countries that followed import substitution hardly exported. 

Despite the fact that the Latin Alœrican and Asian countries had excess 

manufacturing capacity, they did not actively engage in the exporting of­

manufactured goods. Several factors accounted for this. First. their
u 

industries would have faced difficulties competing internationally due 

ta the;r high production costs. which nesulted from operating in a 

; protected and uncompetitive market. Secondly, the typically overvalued 

exchange rate, while making imports available to local producers bel.(JW 

their real cost, also made exports more expensive vis-a-vis other 

producers on the world market. Finally, while the CM.E.A. countries 

traded manufactured goods among themselves, the eXDortinq of these goods 

to non-C.M.E .A. ment>ers was limited by the strict control of foreign trade 

by the state and the system of bilateral1 sm that regulated trade wi thin 
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11 

However, other studies have shown that the power distribution in a 

society can greatly affect a country's ability ta adopt and pursue a 

successful export drive. 14 In respect of Latin American countries. 

"irschman argued that it was the lack of political influence on the part 

of the business class, rather than the economic inefficiency of the 

region's industries, that was primarily responsible for an export promotion 

strategy not being attempted. He attributed the absence of local entre­

l>reneuria l influence to the fact that they exported very li ttle t were not 

members of the ruling elite and operated consumer rather than heavy 

industry. The latter was considered to be of crucial importance to the, 

import substitution process. The need for business influence on govemment 

policy is related to the fact that export promotion is a costly and risky 

bus i ness. Entrepreneurs t therefore t need assurance tha t the; r i!,ves ~nt 

will not only be protected but a150 will be viewed favourably by governrnent. 

The distribution of political influ6nce and its effects on export promotion 

strategy will be taken up in chapter three. 

Apart from their critique of the import SUbstitut~n process. the 

a'dvocates of export prorootion strategy a1so cal1 for a decentralized 

decis ion-maki n9 process and the pursui t of interna tiona 1 trade on the basis 

of comparative advantage. Due to the complexity of modern society and the 

nurœF'OUS decisions that must be made and coorditdt it ,is argued that 

it 15 "better if the se decisions can be made by those most closely con­

cerned with the operation of particular industries. fllS It;5 ir7.1evant, 

accord; ng to certai n authors, whether these i nd~stries are OWnedj by the ' 

state or by private individuals. The key poi is the existence! of 

various economic decisions should be coordina the priee system ( 

rather thaQ a state planning agèncy. The latter is held to have fai~d 

miserably in the pasto 

An export promotion strategy does oot discr1minate against pro­

duction geared to either the domestic or the foreign market. 16 Siml1ar 



c 

c 

12 

and tautoEI incentives are given to both import substituting and expo~t 
oriented ; . In addi ti on, while i ncenti ves are given ta i nfl uence 
firm beha lour, resource allocation 1s made through the market mechanism. 
The existence of 'automatic' incentives is very important, for it allows 
firms to make long-term investments. Examples of incentives are subsidies, 
the free importation of inputs used in the production of goods for exporting 
and the provision of market information by the government. 

To provide equal conditions for a11 industries and to facilitate 
international trade, export promotion advocates call for an end ta quotas, 
expert taxes and other impediments to free trade. They also call for the 
establishment of an equilibrium exchange rate, a10ng with production for 
export based on international cost advantage.17 

It must a1so be pointed out that export promotion strategy does not 
reject the need for industria1ization in the developing world; neither 
does it ca11 upon industrializing countries to specialize in the exporting 
of.primary goods as was done pneviously.18 Export promotion proponents 
point out tha t growth can be fas ter through the export; ng of manufactured 
qoods, because the world demand for the latter has constant1y increased 
faster than that for primary goods. They {go on to argue that since 
developing countries produoe only a smal1 fraction of the manufactured 
goods traded on the world market, that these countries can increase their 
output con5iderably. presumably without inviting protectionist measures 
from the developed countries. They a150 support their ca11 for speciali­
zation in manufactured goods by pointing to a number of countries. 

" including Taiwan and Singapore, that experienced high growth rates by 
specializing along these lines. 

Whi le Taiwan and "Si ngapore both swi tched ta an export promotion 
strategy in the first part of the 19605 fol1owing their experiences with 
the easy phase of import substitution, there. nevertheless. were important 
differences in their approaches. 19 

The smal1 size of the econonries of Taiwan and Singapore convinced 
the1r leaders that further import substitution would not lead to 
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industrialization and would on1y create further inefficiencies in their 
economies. In Taiwan, many industries were operating we11 be10w full 
capacity, wh11e in Singapore. economic growth had already slowed down due 
to the saturationof the economy. In Singapore. too, the authorities fe1t 
that their country could best connect itself to the international market 
by us 1ng multi na ti ona.1 corporations (M.N.C. s) as ; ntenœdi ari es. 20 

Soth countries offered similar condi ti ons to their eXpOrters. The 

latter were al10wed to purchase their raw materials and other inouts either 
fram the local or foreign market, without being subjected to a penalty. 
ln addition, inputs as well as outputs were exempted from indirect taxation. 
Final1y, domestic producers were given simi1ar priv11e~ those of 
exporters. if their output was used to produce goods for export. 21 

However. unlike Taiwan in which the export promotion drive was 
based upon 10cal1y owned and directed manufacturing industry, in Singapore 
i t was based predomi nant1y upon M.N .Cs. In Si ngapore, between 1967 and 
1970. Direct Foreign Investment (O.F.I.) increased by 46 percent annua11y. 
In 1980, it amounted te three billion, coming largely from the U.S.A. and 
Japan. In that same year, O.F.I. was slightly more than one-third of 
G.N.P. Taiwan a150 did not ignore the importance of M.N.Cs.; ;t established 
free trade zones to attract foreign investrnent and technology.22 

The free trade regirne established by the two countries a10ng with 
generous incentives such as low cost 
their export growth and composition. 

loans had a powerful effect on 
Between 1973 and 1980~ exports in 

value grew by 25 percent annually in Taiwan and by 33 percent in Singapore. 
Ta1wan's export composition was dominated by primary products in the early 
1950s. By 1978, however, 89 percent of total exoorts consisted of 
manufactured goods. M.N.Cs. accounted for 70 percent of the goods exported 
by Singapore as early as the beginning of the 1970s. These experts 
consisted of electronics and other manufactured goods. Lastly. both 
countries experienced rapid economic growth: For examp1e, bet:ween 1969 
and 1978. G.H.P. grew at an average rate of 9.1 and 10.1 percent, for 
Taiwan and Singapore respectively.23 
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ln SUII, it "as been shown that import substitution as a strategy 
of econamic development fell into disrepute because of the economic inef­
ficiency, unemployment and other difficulties it generated. It was shawn 
that the failure of many countries to abandon the import substitution 
process vas due not only to the uncompetit;veness of industries in 
countries that followed this method of development but a1so, fram a 
business point of view, to the unfavourable distribution of political power 
in these societies. 

Proponents of export promotion favour free trade, enterprise 
decision-making and the removal of quotas and other obstacles ta the free 
novement of goods based on cost differences. Importers and exporters are 
ta be treated equally. Final1y, export promotion advocates believe that a 
price system rather than a planning agency should be given primary res~ 
ponsib11ity for the coordination of decisions in a modern and complex 
society. 

• 
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DlAPTER 2 

ECOt(IUC REFORMS IN SOUTH KOREA AND HUN6ARY 

Both South Korea and Hungary ; ntroduced major economi c refo,,* in 
the 1960s in response to a number of pressing economic and politfca1 facto~. 
These reforms in both countries affected the relationship between the 

governnent and enterprises as wel1 as making important changes in their 
export regimes. In effect. the economic reforms shifted these economies 
fram an import substitution pa th ta an export-first strategy of economic 
de. ve 1 opnen t . 

SOUTH KOREA: CAUSES OF ECONOMI C REFOIMi 

Severa 1 factors were responsible for the shift to an export-first 
policy in South Korea. l First. the government had reaehed the 1imits of 

, its import substitution strategy that it commeneed in 1955 fo11owing the 

Korean war. The government realized in 1960 that the easy phase of impor~ 
substitution based on domestic production of consumer products and their 
capital inputs was at an end. It realized. too, that rapid economie growth 
eould not be aehieved by moving on to the more difficult phase of import 
substitution invo1ving the production of capital goods. such as maehinery, 
due to the small size of the econ~. Production of these capital goods 
.ould require the existence of a large domestic market, so that the plants 
eould operate at full eapaeity. This would enable them not only to spread 
the high cost of production invo1ved in the difficu1t phase of import sub­
stitution over a large number of units. but would a1so enable them to reap 
economies of sea le. 

Seeondly, pOlicy makers in South Korea recognized that an export 
promotion strategy was probably the most feasible method of economic 
deve10pment as it would enable them to utilize their country's low labour 
eosts,for the production of products requiring re1atively more labour than 
capital. Development proceeding on the exploitation of natural resources 
was ruled out because of the scant resource base. The existence of a large, 
disc1plined. and educated woTt force that got wages well belpw those of 
the H.S.A. and Japan also played an important rale in the decision to 

15 
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produce 'labour intens'1ve manufactures, such as textl1,~s and wigs fOr e~-
POrtfng.2, . Q 

Third1y, the student revolution of 1960, wh1ch removed the govem­
.. nt of Sigman Rhee, was an important po1itical factor facilitating the 
sw1tch ta an export-fiTst pOlfcy.3 The economic modernization of a 
separate South Korea was never seriously contemplated by the Rhee adminis­
tration. The latter held that the two Koreas would eventually be reunited. 

" 
This po1itica1 belief formed the basis for Rheels decis10n to fet~rd the 
deve10pnent of the heavy.and e1ectrical companies in the South, since 

" 

these were a1ready we11 developed in the North •. 

PoUtics h'ad a further influence on die ec~n~m1c pdHci'~ of the Q 

, " 

Rhee administration. Rhee had n~Yer forg·iven the Japanese for the 
colonial1zation and cruel treatment of his country. He, therefore. imposéd 
frequent embargoes on trade with Japan, whi~h had a negative effect on 
the export performance of hi s 
trade links with South Korea. 
the diplom~tic efforts of the 

country. Japan had a long history'of important 
Q 

In additi on,' Rhee refused and opposed al1 
U.S.A. to normalize relations between its 

two Asian allies. Nonnalization, as the Park regime would later 'Prove, 
meant the provision of financial aide and direct foreiQninve~tIœnt. Japan 
also became South Korea' s second l argest export market. 4, 

Fourthly, U.S.A. officials used Korea's economic dependence upon 
the U.S.A. to force i t ta make a number of 'économi c reforms. Rhee and 
U.S. aid officials held conflicting views on what economic policy was best 
for South Korea., The basis of Rhee's economic pplicy was the extraction 
of the maxirum amount of aid from the U.S.A. and the U.N." The So~th 
Korean leader pressed for an import substitution strategy based on the 
development of heavy industries which were protected from competition by 

restrictive machinery, such as tariffs. The Americans, on the other hand, 
favoured the de~elopment of light industries, greater use of market forces, 
and international trade. The Rhee regirne frequently charged that the 
AllJericans did hot wish to see South Korea self sufficient, as they 
placed little emphasis on capital imports, relying instead upon the impor­
tation of consumer goods. U.S. aid officials responded to the charge by 
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pointing out that the consumer produets were needed to pull exCèss money 

out of the eeonomy~in order ta reduce inflatfon.5 

B Y 1957 t des pi te the mas s ive doses of fore i 9n â'i d i njected in te the 

South K'orean economy, its econom!c performanceÎ'was poor and below that' of 

North Korea. Rhee continued to restst the economic po1icies put forward 

by the U.~: aid officials.' As ô result of these two factors, the U.S. 

increased its pressure on South Korea for economic reform by cutting back 

its eCQnQJ1Iic aid. At the start of..l957, then, the Rhee administ~ation 
, , 

was forced, "to agree ta a series of annua 1 stabi li zati on programs as a 

condition for cohtinued aid." 6 However, the most bitter disagreement 

betwe~Q the U.S. and South Korea over aid allocation'oceurred between 1963 

and 1964. In this perlod, South Korea could not hope to resist U.S. 

~ pressure for eeonomi C' reform. Not on ly was food in short supp 1Y, but 

this difficulty was compounded by increasing priee levels. Purehase of 

food from abroad was fo'recl osed as South Ko'rea suffered from a forei gn 

exehange shortage. The U.S. insisted that further aid'was dependent upon 

the adoption of stabi1ization measures and a drastie deva1uation of the 

won. These measures were accepted by the Park règime, so as to obtain a 
sufficient supp1y of food. However, accordi ng to Mason et al., the 

Korean leaders opted for economic reforms and the establishment of new 

diplomatie relations in order' to avoid "ever being trapped in sueh-.a 

4 compromising position again". 7 

Fina11y, the overthrow of the Rhee regime actua11y brought a 

government to power that was commi tted to economi c growth and on~ tha t was ' 

not opposed to the use of coercive methods to ensure that its economic 

reforms were imp1emented. Like the students that overthrew the Rhee 
-' 

regi~ in 1960, the Park government res~nted Korea's dire need for economic 

g assistance from America and the influence of its aid officials in South 

Koreais economic matters. Park argued, too, that the American strategy 

of economi c deve 10pment for South Korea was faul ty si nce it "was extreme ly 

tight-,fisted towards the productive facilities" that were c1early needed 

"and generous wi th regard to consumer goods whi ch (South Korea) di d not 
require'l' 8 
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Park further-poi nted out that in order to achi eve economi c 

independence .coercive methods could be used, since in his opinion, the 

people of South Korea and those of Asia dreaded "starvation and poverty 

more than the oppressive duties thrust upon them by' totalitarianismll
•
9 

To Park, the political and civtl liberties that accompany democracy were 

unimportant to South koreans because of their poor economic situation. 

As will be shown in a later'chapter, Park did re$ort to coercive and . , 

questionable constitutionalmeasures-to ensure implementation and adherence 

to his export-first policy. 

, , 

1 n sum, it has been s hown tha t economi c and po H t i ca 1 factors led 

to the adopti on of an export-fi rst pol i cy in South Korea. Economi c factors 

inc1uded the unbearable cost of going on to the difficult phase of import 

substitution, the'opportunity to exploit the nation's comparative advantage 

in ~abour intensiye goods and the infeasibility of pursuing a strategy 

based upon resource exploitation. Political factors included the nemoval 

of the Rhee regime"whi ch lacked a strategy of economic development. the 
/ 

coming to power of a government that favoured export-led industrialization, 

and, finally, the-pressure of the U.S. for economic reforms by reducing aid 

levels and making aid dependent upon economic reforms~ 

THE ECONOMIC REFORMS OF SOUTH KOREA 

The adoption of an export-first sttategy, as noted, began ~ith the 

-----5"tudent revolution, of 1960 that removed the Rhe~ regime wh'ich had pursued 

, \ 

. . , 

-" 

an import substitution strategy. By 1965. the transi.ti on ta an export 

promotion s'trategy had been completed. The reforms were made 1argely in 

the ateas of èxchange rate policy, the import control system, and the 

export incentive system. 

The switch to an export-first pOlicy was attempted by the Chang 

government thàt rep laced the Rhee regime. 1 n the latter part of 196'0" 

the new1y elected government issued an,economic statement which pointed 

out that i t favouned production geared for the export market. This 

strategy was based upon the aYailabili~ of a hard working and educated 

labour force. The statement a1so indicated that South Korea wished to 

fo1low the ~me path of export promoUoh pursued by Japan in its early 

• QI 
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phase of economic developnent. To fadl1tate this strategy, the Chang 

government wanted to put an end to the diplomatie impas~e with. Japan.10 

ln pursuit of the above objectives, the Chang govemment devalued 
• 

its eurrency on January 1, 1961. The exchange rate was nOw 100 won to a 
dollar instead of the previous fiqure of 65 won. In January of the sali! 
year, a further devaluation occurred; one U.S. dollar was DOW equfvalent to 

v 

130 won. 

The devaluation was temporarily successfu1. Alon~ with a 25 percent' 
jump in exports, imports fell by 8 percent. The govemment also realtsed 

a 50 percent increase in 1ts foreign exchange earnings. Hc:..ver, the effect 

of the deva1uatjon was soon wiped out by the expansionary DOlicies pursued 

by the multiple govemment that replaced the cfvilian one." 'In Darticular, 
a nu1tiple exchange rate was,t)in effect, reintroduced as a resu1t of in­

creased import controls and the establishment of an export-htpOrt link 
system. 11 

Nevertheless, in Mayor 1964, the govemment made a detennined 

effort to reestablish a realistic exchan9ê by devaluinq the won.12 One 
U.S. dollar was now equivalent to 256 won. The government fol1owed up 
the exchange rate reform by pursuing prudent monetary as well as fisçal 

po1icies and 50 managed to estab1ish a uniform rate of exchange. By 
Harch of 1965, the government fe1t confident enouqh to f1'oat the foreign 

exchange rate. 

The import control system a1so underwent important cha~ges in the 
transitiona1 period, passing through a period of libera1ization in 1962, 

one of restriction in 1963 and, finally, being liberalized considerab1y in 
1964 and onwards. 13 Two important changes were made in 1961, so that by 

the latter part of that year imports Iwere divided into three groups. The 

first group consisted of those commodities that did not require govern­
rœnta1 penni,ssion ta be brought into the country. The second group 

conslsted of those commodities that required an import license. Final1y, 

the 1ast group consisted of prohi,bited products. 

These measures led to a considerable 1ibera1ization of-imports in ~ 

) 
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1962, vi th the nuntM!r of goods fa 11 f ng i nto the Automati c Approva 1 (M) 
category nUlllbering l,3711n the 1ast six months of that year. In the first 

six JIIOI1ths of 1961, AA goods nunbered 1,015. This libera lization, however, 
vas abruptly halted due to reduced American eeonomfc assistance, which 

_de less foreign eltchange available for the purchase of grain, due to 
the bad harve5t. Thus, AA tllports during the latter part of 1963 fell = 

below 10 percent of the 1962 leve1. Also. approval had ta be sought for 
an lncreasl ng nulllber of goods. However, follow1ng the 1964 deva luation, 

the Park reglme liberalized the import regime eonsiderably. The numer of . . ; 

i tellS fa 11 i ng 1 nta the AA category, even by the fi rs t part of 1965, 
aIIOUnted to 1,447, surpassi ng the previous maxinun of 1,377. Because of 

its increased foreign exehange earnings, the govemment was able ta main­
tain and on certain occasions surpass the level of import liberaHzation 
effeeted 1 n 1965. 

, 
The deva luation of the won in 1964 led ta an improvement in the 

export performance of South Korea. This enabled the governnent as noted 
above, to libera l1ze i t5 import regime. Neverthe1ess, imports continued to 
be subjected to the tariff rates introduced in 1951 t apart from some minor 
changes. In addition. on top of the regular tariffs, imports were subjected 

to special tariffs introduœd in 1961, to prevent importers of rest~cted -
goods from benefiting because of the differenee between the damest;c and 

landed prices. Over 700 items were subjeeted ta quanti tath,.! regu1ation 
and divided into four categories, on the basis of non-es-sentiality and 

the difference between landed and domestic priees. Tariffs ranging from a 

high of 100 percent to a low of 10 percent were then applied to the res­
pective categories. 14 

Fina11y, the transitiona1 period invo1ved the increased use of 
inœntives .15 Prior to 1964. the exchange rate acted as a dis; ncentive to 

export. To counter this, di rect subsidies were granted ta. enterprises 
produeing for the export market. 8y 1963, the governrœnt strengthened the 

export regime by introducing an export-import link system. The latter 

enab1ed exporters ta sell al1 their foreign exehange eamings in the 

dOIIIestfc market or for the pumase or imports. Due to the estab 11 shJIIent -of a un1fied exchange rate in 1964. these two incenthes .ere discont1nued. 

" 

<J 
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Tbereafter. the goYenuEnt only used the export-import l1nk system to 

provfde incent1ves for the promotion of parti culàr goods. 
, . 

--- ---.. 

In additton. ttie follow1ng incenUves were either maintained or 

introduœd during the transition pertod. Raw ~~rials we1"e exempted fram 

tariffs, if they were tmported fer the purpose of producing goods for 
~ 

expert. Also, exporters vere giwn preferential access ta ered1 t. and 
1 

incoJll! generated fram exportfng activity was subjected to reduced levels 

of income taxaUon. Intermediate 1mports were also_ not sUbjected to in-
" di rect taxation if they were to Ile ~sed" for the production of exports. The 

1ncenthes al50 covered' local prodùœrs of interillediate products that were 

utilized for the export promotfon drfve. sinee they were exempted from 
taxes and tari ffs. 16 

In SUID, the swi tch to an export-ff rst pOlfcy i nvolved fmportant 

changes in the export regime of South Korea. 8y IRak 1 ng a nuftt)er of de­

valuations, the exchange rate was unif1ed in 1964 and subsequently allowed 

to f1oat. The govemment a1so liberalized its import control system, by 

1nereasing the scope of the AA category of goods, consfderably .. Incentives 

for exporters were a1so increased significantly to ensure that Korean ex­

porters could compete internationally. 

HlJfGARY: CAUSES OF ECONOMIe REFORM 

The econOllric reforms introduced in Hungary in 1968 resulted froll 1 

nunlber of pressing problems associated wHh the planning system of economic 

control, the isolation of dollll!stic industry from fore1gn competition, an 

altered relationship with the Communfst Party of the Soviet Union (C.P.S.U.) 

and the faet that Hungary had reached the limits of its extensive method 

of econonrie development. 17 

South Korea had pursued an import substitution strategy to the end 

of the easy phase and stopped. Hungary. on the other hand. had pushed it 

into the difficul t phase by deve Iopfng i ts economy on the basis of the 

. extensive _thod of econanric devel~nt, created and practiced by the 

Soviet Union two decades earlier. 8y the m1ddle s1xt1es. it was realized 

that Hungary could no longer continue with the extensive method of 



c 

t 

" 

22 

development. The latter may be defined as a developmental strategy 

.mereby growth is generated by large infusions of labour and capital into 
. the pr"oduction process. This method of development was based upon the 

avaflabflity of a cheap and p1entiful supply of labour, capital and raw 

mater1als. such as exfsted in the 1950s. 18 

'The extensive method was designed to praduce hfgh growth rates and . 
to transform the economy fram an agricultural to an industrial one by 

concentrating on a small number of heavy industries, such as steel and 

neta1lurgy. This method of economic development ignored cost 9 innovation 

and effieiency in its pursuit of rapid industrialization. 

However, by the early 1960s inputs needed to fuel the extensi1ve 
method of deveTopment were becomi ng i ncreasingly scaree and expensive. 

Hunga~ was now experiencing a labour shortage. The priee of raw materia1s 
1 

and fuel frolll the Soviet Uni on was g01ng up regularly. It was reali zed that 
given the snaall size of the economy, import substitution as a means for 

1 

further economic growth was infeasible. ~e Hungarians recognlzed that 
further growth could ooly oecur by switching to an intensive method of 

development. The latter involved the generation of econom1c growth on the 
basis of increased produetiv'ity fram the use of-rosting inputs .19 

In addition, pressure for economic reform resulted from the dif­

ficul'ties and cost associated with a strict central planning system. 20 

The planning authorities aggregated the input and o~tput possibilities of 

the economy in deciding upon the economic Objectives to be realized. Next, 
on the basis of a five year and a detai1e~d annual plan, enterprises were . 

instructed to achieve certain output targets. The enterprises were provided 

with a nunber of inputs the planners felt were sufficient for producing 

the assigned targets. At the theoretical 1eve1, a system of materia1 

balances was to be realized across the entire input-output sphere. 

A maj or prob 1 em wi th the pl ann; n9 sys tem wa s tha t it 1 e d to the 

developnent of a seller's rather than a buyer's market. Enterprises were 
given specifie instructions in their annual plans, regarding the types of 

goods ta be produced and the way 1 n whi eh they were to be produced. 
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Enterprises, therefore. concentrated the1r efforts on realizing and even 
surpassing the output targets assigned to them from the centre. Hardly 
any attempt vas made to produce goods demanded by the Hungarian consumers. 

Because it relied upon quantity of output as the main criterion of success. 
the planning system cou1d not ensure that "on1y tha~must be produced what 
is demanded 6y the users and in a qua lit y demanded" .21 

.. In fact. because enterprises and workers were judged by quantity of 

o.ftPut. they i gnored cos t of producti on and were not responsive ta demand 
and supply forces in their production decisions. Consequent1y, many 

products were produced that were not demanded by society or were of such a 
poor quality that they soon becarœ useless. In addition, because of the 

.:mopolistic position of Hungarian produœrs and the severe restrictions 
imposed on imports, consurœrs did not have a choice of goods and were 

forced to accept even inferior goods that were put on the market. Because 
of the ex; sten ce of th; s seller' s market, li ttle service was made available 

to consumers. If a good could not be sold under the central planning system, 
then it was taken over by a stock pilin~ company.22 

Another important factor giving rise to the economic reforms was the 
fact that the Hungarian reformers wished ta end the isolation of doeœstic 

industry from foreign competition, sa as ta stilOOlate new products that 
could c6mpete on the world market and to enable Hungary to react faster to 
foreign economic crises and opportunities. As most of its trade was with 
the C.M.E .A. countries, Hungary had estab1ished a series of bilatera1 
trading agreements with these countries to regu1ate trade. This led to the 

deve10pment of severa1 and different exchange rates that made it impossible 
ta calcu1ate gains from trading with one country as opposed to another. 

In addition, local enterprises were eut off from their foreign counterparts 
as Foreign Trade Enterprises (FTEs) were responsible for al1 trading 

activities. Even the relationship between FTEs and local enterprises was 
quantifiably regulated by the annual plan. The absence of currency converd­
bility also strengthened the isolation of local industries.23 

The reformers al so wished to rationa li ze the price system which made 
it impossible for them to select enterpr1ses or projects for developnent 
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or to caleulate Hungary's cDq)aratfve advantage in the production and 

export of various produets, sinee priees did not ref1ect opportunity eosts. 2-4 

There were severa1 causes for the irrational priee system. Flrst, the 

central planning system regarded oriees primarily as aeeounting un1ts and 

d1d not attach any importance to them as 'signposts' sinee na considerable 

part of produets moved a10ng a forced path aecordfng to the instructions 

from above". 25 Hungary as early as 1950 t' had opted for a cOJ'll'lland economy 

rather than a mi xed one, such as in South Korea, where pri ces 01 ayed an 

important a1locative role. Seeondly, in the planning system the priee of 

a product reflected the aroount of labour needed to produce it and the social 

pr10rities of the planners, not the interaction of market forces. The 

labour theory of value, therefore" ignored the cost of the land, along with 

the fi xed and va ri ab le cos t needed to produce the product. 

However, aeeording ta Gy Peter, the greatest cause of the irrationa1 

priee system was the wide spread use of subsidies given to different 

economic sectors, to different enterprises and to a wide range of products. 26 

He pointed out that these subsidies resulted in priees 10s1ng their measure­

ment value because they possessed different values in domestie as opposed 

ta foreign trade and in the fonner, agricultural priees measured different 

values to those in industries. 

The switch from an extensive to an intensive method of development 

created addit;onal pressure for econamic reforms designed to boost exports 

to the O.LC.D. market. Like South Korea, Hungary possessed a small 

domestie market and few natural resourees which ruled out further economic 

growth based upon inaport s.ubstitut; on. Wh; le Hungary could obtain SN 11 

but additiona1 amounts of ~uel and other inputs by engaging more extensive1y 

in C.M.E.A. joint energy projects" this was not an attractive alternative 

to the reformers who feared that further C.M.E .A. integration would 
compromise the New Economie Hechanism (N.LM.). 

To implerœnt its intensive method of development which was based 

upon the importati on of advanced Westem technology and sone material inputs. 

1t was clear that Hungary would have to export more to the O.E.C .D. market 

tn order to obtain the necessary hard currency to pay for its lmports. The 
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qualfty of goods exported. theTefore, had to be improved considerably.27 

, ' 

Fi na 111, we have seen that in South Korea the pressure appl ied by 

the U.S.A. for econom1c refonn was an important factor influencing the 

strftch to an export-first poli cy. Even more important for Hungary was the 

destalinization process tnat occurred in the Soviet Union and the way in 

which it altered the relationship between the Conrnunist Party of the Soviet 

Union (C.P.S.U.) and those in Hungary and the other Peoplets Democracies 

of Eastern Europe. 28 

During Stalin's rule, economic refonn and an attempt to establish a 

cooperative re lat; onshi p between society and any local cOrmlJnist party on 

the basis of mutual trust were impossible. Matyas Rakosi, the first 

secretary of the Hungarian Workers' Party in Hungary. dutifully fol1owed 

Stalin's practice of building heavy industry at all costs in Hungary. In 

addition, he used oppression to ensure that Hungarian society followed his 

dictates. He a1so followed Stalin in practicing the cult of personal1ty. 

The beginning of destalinization. which wou1d give Hungary greatef 

freedom ta manoeuvre domestically, began ln 1953 with the New Course. 'It 

was further deve10ped at the 20th congress of the C.P.S.U. Apart from 

revea li ng the cri mes of Stali n and denounci ng the cul t of personali ty. 

Khrushchev provided the'ideological basis for more diversity in the bloc. 

He argued that apart from the requirement of the party maintaining its 

leading role. there were dHferent ways in which soclal1sm could be 

constructed in the People's Democracies. Furthennore, socialism in Hungary. 

and the other bloc countries did not have ta be identical to that in the 

Soviet Union; "alongside the Soviet fOMII of reorganizing society on 

socialist foundations, we have the fonn of People's Oemocracies ll
•
29 

After the invasion of Hungary in 1956, Janos Kadar was chosen by 

Khrushchev to head the Hungarian Workers' Socialist Party because he was 

Inti - s ta li ni st havi n9 been impri soned and tortured by Rakos i and, further­

more, because he was not a tl rev islonist", such as Imry Nagy. It was 

not surprising then, that the cultural, as well as the political policies 

pursued by Khrushchev were closely follm.ed by Kadar in Hungary. In fact. 



c 

1
26 

(:) 
Kbrushchev gave public approva1 to the refomist ideas of the Hungarian 

Party Chief, when he last visited Hungary in 1964. The workers were to1d 

by the Soviet leader that while revolution was still necessary, there was 

a1so another signif;cant factor in life. -The important thing 15 that we 
should have more to eat - good gulash. schools, housing and ballet. .. "~O 
Kadar a 150 obtai ned the support of Brezhnev after he decl ared that ; t was 

imposs;b le for any Hungarian or other comnuni st to take a hos ti le a tti tude 

towards the Sovi e t Uni on . 

lnl sum, pressing economic problems and a changed relationship 

between Hungary and the Soviet Union gave ri se to the economi c refonns of 

1968. The Soviet Union in 1965 was a1so experimentiri~"with economic reforms 

to increase its industrial productivity. Its reforms, however, rejected 

the reli ance on market mechani sms that was 50 ; ntegra l to the Hunga ri an 
\ 

reforms. Wh; le denounci ng the Czechos 1 ovaki an refonTIs because they 

connected economi cs to poli tics, the Hungarian reforms were tolerated by 

Soviet leaders because Kadar made it clear that economic refonTI definite1y 

did not imply a shift away from the Soviet mode1 of Communist party 

dom; nance. 

ECONOMIC REFORMS IN ~UNGARY 

, Un1 ike the South Koreans who took four years to make the switch to 

an export-first policy, the Hungarians decided to introduce their economic 

reforms at one time and as a si ngle and coordi nated package. 31 The 

changes made by both countries in the; r fore; gn trade reg; mas affected 

exchange rate pOlicy, the import control system as wel1 as incentives 

offered. However, there were important di fferences effected by the two 

countries in the above mentioned areas. 

The New Economie Mechanism (N.E.M.). in theory, was supposed to 

have a1tered the relationship between the central planners and the enter­

pr; ses and subsequently the sys tem of economi c contra 1, by shi ft; n9 fram 

coraands to greater use of market forces. The N.E .M. abo1 ished the 

detailed annual plan instructions that branch ministr;es had 1ssued to 

enterprlses. The plan objectives of the state, according to the N.E.M., 
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were now to be real1zed indirectly through a cmZination of the social1st 
market and a fom of indicative planning. Market forces were not allOM!d 
to function uncontrolled. Control of the enterprises was ultimately in 
the hands of the central p1anners through a system of administrative and 
economic rygulators, a10ng with the retention of arbitrary power, which 
perlritted them to intervene fn the affairs of an~ enterprise at their 
own choos i ng . 

The enterprises, again in theory. within the limits of the economic 
and administrative environment built around it by the state, enjoyed 
considerable autonomy under the N.E.M. No longer subjected to a 
quantitative criterion of success, the enterprise manager was supposed to 
be motivated primari1y by the need to maximize profits. As 1. Friss 
pointed out, the enterprise manager alone was empowered to determine the 
assortment of goods to be produced as wel1 as new ones to be introduced. 
Also. the enterprise manager was responsible for making the investment 
decisions of the enterprise, a10ng with raising Hs credit. 32 

As noted earlier, the N.LM. still envisaged central planning as 
playing an important role in the economic control system of Hungary.33 
The IDacro-economi c objecti ves that the reformers hoped to accompl ish in 
,fifteen years were embodled in a 10ng-term plan. The latter dealt with 
such matters as the living conditions and the uti1ization of labour a10ng 
with the technical upgrading of the economy. But according to the reformers, 
the five-year plan was c1early the most important planning too1. In H, 
the central planners projected the macro-economic behaviour of the economy. 
Estimates were to be made of the growth, volurœ and composition of 
Hungary's ex ports to the C.M.LA., O.LC.D. and developing countries' 
markets. The five-year plan also enabled Hungary to fulfill its inter-
state agreements with the C.M.E.A. countries. These agreements were 
1ncluded in the five-year plan to make certain that the economic regulators 
could be used to influence the enterpri ses to fulfi 11 thei r i nterstate 
obligations. 

The most important function of the five-year plan, however, as the 
N.E.M. envi saged it, was the inclusion of the govemment 's policies for 

.. ~-_ .... - -'-'-._. ----- ,--- ""..-~- ,. __ . 
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tIlat planning period, in the fonn of econom1c regulators, wh1ch could 

be used to influence the enterprise into 1u111111ng the macro-econonric 

objectives of the state. These economic regulators 1nc1ude the pr1ce, 

credit, incarne, foreign trade and budgetary policies of the state. The 

degree of autonorny granted to enterprise directors cou1d drastically be 

reduced by man1pulating the economic regulators. Fi na 1,,1 Y , the s~ort-term 

plan was used to monitor the behaviour of the five-year plan and to make 

appropriate changes in i tif necessary. The short-term plan could he used 

to make changes in the economic regulators to steer the economy back on .. 
course, or to alter the macro objectives of the five-year plan. The sho.rt-

tenn plan could last from three months to a year. 

Changes in the pri ce sys tem of Hungary were a lso made by the 

N.E.M. 34 A multi-level priee system was established. Sone priees were 

fixed, others were subjected to a maximum height and finally, the rest were 
allowed to JOOve within the boundaries of an upper and lower limit. In 

respect of consumer pri ces, 23 percent we re freed and another 50 percent 

were either fixed or subject to a maximum height. The rest, consisting mainly 

of agricultural goods, were allowed ta fluctuate within prescribed 

boundaries. 

The state, nevertheless, contint,ted to set the priees for energyland 

some raw materials. The priees of many producer goods were freed. Of 

industrial end products, 78 percent of them fell into the free category. 

Inves tment goods were greatly libera li zed. The au thorites were re l,uctant 

to free many conSUltEr priees, because any sudden movement in the priee level 

could have had serious politieal consequences. The Materials and Price 

Office retained a veto power over any priee increases that fell into the 

free category. The Office on1y intended to veto disruptive priee increases 
and those resulting from'monopolistic situations. 

Apart from changes in the price system apd the relationship between 

enterprises and central planners, two major changes occurred in the foreign 

trade regime of Hungary. First" Ne saw that in South Korea, enterprises 

neYer had to go through an intenœdiary organization in their trade 

Ictivities vith enterprises in other countries. The reverse was true in 



o 

o 

29 

Hungary œfore the refoJ"ll of 1968. The N.E.M. illtered the relat10nship 

bebleen enterpr1ses producing for export and the Foreign n .. de Enter­
prises (~.T.Es.). Penrtsston to export directl.)' ta f~reign coyntries was 

gfven to 1 nU1llber of local enterprfses. In SGB! instances, too, these 

enterprfses ~re even allowed to 6ypass the F. T .Es. and import raw 
.terials and other imports directly frOID their foreign counterpart$. 
The other exporting en-terprises were linked to external markets by estab-, 
l1shing different business relations, such as joint ventures and éornnrlss1on 
contracts, with the F.T.Es. 35 

Secondly, the most important change resulted fram the fact that tt1e 
N.LM., "brf dged the abyss that formally separated inland producers and 
consumers from the foreign markets . .,36 A major difficu1ty that both . , 

countr1es had to address in their economic reforms was the existence of 
an unrealistic exchange system. The South Koreans succeecled not only in 
unifying their exchange rate in 1964, but eveF! allowed it to float. 
Hungary, on the other hand, was unable to establ1sh a un~tary exchange 

rate. It established a 1IIJ1tiplier coefficient, by which foreign priees 1 

cou l d be converted i nto Hungarian fori nts. Thus. according to 1.- Fri 5S t 

Hungarian producers and ~sumers were ,no lOnger isolated from the external 
market.-since importers ITlJst actua 11y pay the cos t of the; r foreign goods 
e,xpressed in Hungarian forints. He went on to maintain that exporters get 

the pri ces of the; r goods as detenni ned in the externa 1 market. They are t 
neverthe1ess, converted into forints by means of the multiplier coefficient. 

Different multiplier rates were established for the C.O.,M.E.C.O.N. 

and O.E.C.D. markets. The JllJltiplier was based upon the average, rather 
than on the margi na 1 cos t of acqui ri ng a uni t of forei gn exchange from 
exporting. The rooltiplier rate was a1so influenced by the direction of 
trade. An exchange rate of 60 forints to a U.S. dollar was established for 
cOlll1lOdity trade with the O.E.C.D. countries. However, it was only 40 
forints to a ruble for trade with the C.O.M.E.C.O.N. countries. 

The N.E.M. did not fundamentally affect the system of trade between 
Hungary and the C.O.M.E.C.O.N. countries. 37 Goods, priees and delivery 

dates of goods to be traded w;th the C.M.E .A. continued to be detenni ned 
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-h.Y--interstate' agreements. HungariarLenterpr1ses. despite tOO autonomy 

provjded to them by the N.E .M •• vere, néyerthel'ess. e.xcluded from the" 

intergoverrutJE!nte 1 trade discusstons and a9reements. Tech"1 ca l1y. wfth the 
/ 

" fomal abolition of plan instl"ucttons. it was the responsibility of the 
l' 

state. not the enterprt~e. to ensure tha1; Hungary's trade obligations
o 

tIIIe,re, 
, . 

honoured. However, the braflch mi nistries conti nued to order the enter-
, -

" prises to fulfHl the state oblfgati ons. ,The N.E .M. stated that enterprises 
, " 

that were ordered to fi11 these trade obligations, when it' was not in "their , ' 

financial interest to do sa, were to be financially compensated. 
F1nally, an important factor preventi'ng any change in the C.M.E .A. trade 
systefl was the fact that the ,economic ~forms carried out in. the other 
bloc countries did not allow the enterpr; ses to engage di rectly in 
foreign trade activities. Thus. the hope of tt)e Hungarian reforners, that 
enterprise 10 enterprise contacts woùld develop and so enhance C .M.E.A. 

" 
trade acti vi ti es, was not rea li ~ed. 

WMle the N.E.". made, important changes in the foreign trade regirne, 
it."lœVerth~less, left trading a~,tivities firmly under the control of the 

state. This control was maintained in part th;ough the retention of a 
, 0 

nUnDer of administrative regulators and the arbitrary right to intervene 
, ,--~ 

in,enterprise activity at any time. " . 

Foreign tra~ was tightly controlled b,y the Hungarian authoritie~. 
Therefore, before a company could engage in any trading" activity it first 

ha~ to obtain a license. The purpose of the latter was to make certain 
°that Hungary:s trade pattern developed in confonnity with the central plan .. 

"lastly, a10ng wi th gi vi n9 an enterpriSe pennissi on to purchase the forei gn 
exchange to effect i ts transacti ons, the 1; c::ense enab led Hunga ry to 
fulfill its interstate obligations, by deciding which enterpri~es would 

,engage in trade transactions. 38 

In South K9rea, the government lev,ied regular tariffs on all lm-
, ' 

ports, and resorted 'to special t~riffs to prevent importers of restricted 

goods fram benefitting as a result of ~he unified exchange rate. In 
Hungary, the govemment introduced a new three tiered tariff system in 

(1 h 

1968, that.; n sOtœ cases was intende'd to accQmpl i sh different objectives 

from that of South Korea. 39 

" " 
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Tne tariff was rea11y a custorn dut Y 1evied on the importation 

of a commodity~ By manipulattng ft, either South Korea or Hungary cou1d 

control the "quantit.Y, composftion and vaJue of imported goods. Also, the 

tar1ff could be used to shield local producers from foreign competition 

by driving up the cost of fmported~goods. 
1 

Apart from these basic uses, of the tartff. other objectives were 

intended for its use by the Hungarians. As noted, a three tiered tariff 

system was introduced in 1968. Fit'st, the preferentia1 tariff was used as 

a means of he1ping developing countries increase their share of Hungary's 

import market. Secondly, the M.F.N. tariff was used to obtain reductions 

in tariffs imposed on Hungary's exports' going to the O.Le.D. market. 

Fi,nally, the autonomous tariff was applied to those nations not covered by 

the above. 

Both Hungary and South.Korea made use of import quotas as an 

administrative tool for the re.gulation of foreign trade. Import quotas 

were imposed on parti cul ar goods, especi a lly those comi ng from the wes tern 

market. An estimated 10 to 15 percent of Hungary's total imports, in 1968. 
,-

were subjected to quota restrittions. Another important function of quotas 
, . 

in Hungary, while not in South Korea, was to ensure that the 1 atter' s 
enterprises purchase a certain amount of goods from the C.M.E.A., in o~der 

ta fulfill its interstate 0~ligations.40 

The South Koreans had introduced aQ number .of è'xport incentives to 

ensure that their local industries would be able to compete on an 

international footin'g with foreign companies. In Hungary, the authorities 

recognized that the introduction of a uniform multiplier would make ex­

porting activities un~nomical for sorne enterprises. Nevertheless, given 

the need for'hard currency, these uneconomical industries had to be kept 

operating. The authorities, therefore, introduced an incentive system 

called the State Refund System. The latter provided subsidies to enter­

prises that were obliged to export even though it was uneconom;cal to do 50 • . 
To force efficiency on enterprises, though, the refund system was set up • 

for a fixeod period of time. covered all exports. did not discriminate 
~ 41 

fletween foreign and domestic demand and was to be progressively phased oL;lt, 
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In sum, Hungary and South Korea made major changes in thei'r 

economic systems that were caused by a number of economic and political 

factors. The economi c refonDs occurred i"_ the econom; c con tro l sys tem 

and the foreign reg;~s of the two countries. South Korea connected its 
c 

i~dustries to its foreign counterparts by establishing a unifi~d and 
floating foreign exchange rate in 1964. Hungary established a uniform 

multipHer that was based on average cost and influe,\ce by the country's 

two main trade patterns. Finally, the two countries a1so made use of 
import quotas, tariffs' and'export subsidies ta influence the developrœnt 
of their export industries. 
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CHAPTER 3 

D 

EXPORT PRClfOTION STRATE GY AND ITS !=LATtONSHtP 
To sOct>ETAl GRO~ 

; 

In order to assess the influence of the power relations in 

society on a country's a6ilfty to adopt or mafntafn an export promotion 

,strategy, thts chapter will eonsider the polftfeal variable. It will 

focus on the division. wftfi1'n eaeh of the ru11n9 regfmes in Hungary and 

South "orea' and show how sueh 1 ntra- reg1œ eonf1i et affeeted eeonom1 c 

and po11t1cal polie1es. The po11tfeal variable a1so con,iders the ~r 
relationshfp between reg1me and 1mportant societal groups, and attellpts to 

detenni ne 1 ts s 1 gni fi cance for each eountry' s export perfonnance. 1 t wi 11 

be argued that the power relations 1n South Korea were better suited for 

the 1nstitut10n and maintenance of a successful export prœotion drive than 
1,n Hungary. 

KADARISM (J 

The pol1cfes of the Kadar regi_, covering the perlod f". 1956 and 

1968, can be dl vi de-d 1 nto three f IIIpOrt., t phases. 1 The fi rs t phase wu a 
I.J, t> period of oppression, desfgned to restore the leadfng role of -the party by 

neutra 11 zi ng the regi _' s opponen ts . The second phase was one of 

conciliation, intended ta unite party and non-party personnel. The last 

phase Was one of econœric refot:'ll, whidl re1nforœd the alliance policy of 

the second phase. 

c:J By the ti_ Kadar and h1s assoclates reentei'H Huftgary, safeg.Mrded 

by the Soviet anay, ln NoYellber 1956. the leading rol. of the local ca.-
.. n1st party was seriously COIIPrœ1sed. Mr»st of Hungary' s production 
capacity 1ay id1e and factones wre under the control of werken' councl1s. 

Occasiona1 fightlng stf 11 occurred after the Soviet anIY had gained 

effective control of the country. Supporters of the l'evolution battled on 
bralely agaf~st OYerWlell11ng odds. 2 

Appan!ntly after attelllPtfng to n!store the 1eading role of the 

Ift1st party. now rena_d the Kungarfan Workers Socialist Party (H.W.S.P.), 

(fo .. rly the "'garf an Workers Party) and to illp05e hfs vlew of law and 

33 
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order by the use of. persuasion, Kadar recognized the futility of hi$ 

efforts. By Deceni>er 1956, there was still widespread opposition to the 

Sovièt army amidst ca11s for its remova1. Kadar was unable to appease the 

population by removing the Soviet army, not on1y because the survival of 

his regine depended upon it but a1so because it was beyond his control. 
He therefore resorted to oppressive measures ta secure his regime. 3 

The Kadar regime denounced the revolution as a counter-revolution 
wh; ch was caused ;y the mi s takes of the Rakos; reg; rne, the work of 

revisionists and counter-revolutionarie~, a10ng with externa1 forces. On 

January 5, 1957, Kadar announced plans for the consolidation of his regime. 

At the forefront of the plans was the reestablishment of the leading role 

of the cOl1llaJnist party and 1ts monopolization of political and .. economic 

activit1es. Workers' councils were disbanded, the;r political parties out-

1awed and Imry Nagy, the former Prime Minister, denounced as a traitor. 

Repressive measures were used aga1nst the "counter-revolutionaries". 

Specia 1 courts were set up on January 5 of that year to dea 1 wi th "enemies" 

of the regi.. These courts were empowered to sumnari ly pass death 

sentences or issue five year prison sentences. ConfesSions were forc1b1y 

obtained by the use of torture, intimidation and other coercive means. 

Over 20,000 people wen! arrested, including intellectuals and artists. , 
Executions alIIOunted to an estimated 2,000 persans. The law profession, too, 
ca. under attack.' 720 l.awyers, out of a total of 1,600, were proh1bited 

froll practicing. Overseeing this reign of terrar was the security police. 

Professors and students .en! thrown out of universities (who were regarded 
as class enemies). Judges were ordered to pass sentences in the nille of 

the class struggle. 4 

The Prime Mi nister I .. y Nagy was ,also harshly treated. After being 

given assurances of safe cœduct out of the country, he left the Yugoslav 

elëassy where he had sought protecti on froll the Soviet anay. Neverthe less, 

he vas i1lllediately arrested and taken to Rcaan1a. In 1958, af'ter a 

worsen1ngoof relations bebleen the Soviet lnlon and Yugoslavia, Nagy was . 

take" b.ct to Hungary. wre he and two of his advisers were secretly 

tried and execuœd in June of the s .. year. These executions IIIrted the 
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end of the penod of oppresslon. The eOlllllUn1st party was once again the 

undlsputed leading force 1n Hungarian society. The revers~l ln policy to 
follow was symbolized by Kadar's slogan. "he who is not Igainst us 1s 
with us".5 It marked the launehing of the alliance pollcy. 

THE ALLIANCE POLICY 

The alliance poliey was based upon 1 prag~t1e assessment of 
Hungarian poli tics, whieh led Kadar to publiely rejeet the Rlkosl model of 
economic and political control. Kadar admitted freely that the Rakoski 
model of using coerc1ve methods to ensure eompllance with party poliey and 
the rigid control of the econ~ were counter-productive, and had led ta 
the a1ienation of the Hungarian people fram the party. The Hungarian 
economy, too, was on the brink of near economie co1lapse as a result of 
the rigid and irrational eeonomic po1ieies of the Rakosi regime.6 

~he alliance policy,then, sought to unite rather than terrorize 
the Hungarian people, without, at the same time. relinquishing the leadlng 
ro~. the party, Ilthough that role was now interpreted more liberally. 
The cooptation and cooperation of large nuRlbers ,of ~ungarians were objectiv~s 
of Kldar's alliance po1ley. According to a June 1957 resolution of the 
party, the use of incentives and persuasion were ta become the modus 
operendi of the party. In addition. the alliance policy he~d that Any 
Hunger1an who was prepared to eooperlte and work with the party and govern· 
.nt in realizing the1r eeonoaric objectives was .lcomed. The party .,uld 
overlook soc1oeconOlric background, past h1story and rel1g1ous background 
of such a good Hungarian. 7 

ln fact the alliance policy ."t further. It stated that any co­
operatlng Hungartan was 10 be judged prtMarl1y by objective rather than 
1deolO9iea1 criteria; "the retI,ards for sudt cooperation are to be eOlllllen­
surate wi th both the 1 oya 1 ty deIDonstrated and the qua li ty and quanti ty 
of .ark perfo ... d.·8 Futthe,.,re, preference given to IIII!mbers of the 

c .... lst party in the acquisition of jobs. other than party posts. was to 

celse. Exœpt for .,.rty posts. then. 1 .lIItier of' the a.ul1st party bld 
, 

tg CGIIIIJete on ... equal footlng with 1 non-parttY .lIber; qtNl1flcltton was 
ne.. u.e cletenli nl IIg cri tert on. 

'" 
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Kadar took concrete steps to convince the Hungarian people ~t the 

alliance policy was not another propaganda move on the part of the H.W.S.p.9 

In accordance with the principle that people JIl.Ist be judged by their 

'competence', admittance to university was now made on the basis of merit 

rather than class origi n: Kadar al so sought to improve the ra le of the 

private plot in the economy. Several stalinists were thrown out of the 

party and amnestywas granted to political~prisoners. Greater freedom was 

allowed in the social sciences, signalled by the reemergence and functioninq 

of the Writers' Association. Authors were encouraged to publish and those 

imprisoned were freed. 

8y 1965. the al Hance phase was completed and the reqime began pre­

paratory work for the N.E.M. While the N.LM. and the alliance policy 

represented di fferent po 11 cy phases. they were. ne ve rthe les s. l1li tua 11y 

re1nforc1ng. The objectives of the alliance policy rested upon a we1l 

funct10ning and reformed econoll!Y, which could œet consumer demands. 

However, with thè inefficiencies of the central planning system and the 

economfc hardshfps whieh ft had imposed upon the Hungarian people, their 

full cooperation cou1d not be obta1 ned under a ri gi d sys tem of planning. 

It stifled initiative and did oot provide enough material incentives and 

decis ion-maki n9 authori ty to non-party Iœmbers. On the other hand, the 

N.E.M. could not function without the alliance policy which created a stable 

and predictable politieal environment. 8y throwinQ open the party ranks 

ta the technocrats, the N.E.M. was provided with the necessary expertise 

and manpower, which the party itself could not provide .10 

In sum, following a period of oppression, the Kadar regime introduéed 

the al li ance poli cy, whi ch es tab1 ished a worki ng re 1ati onshi p between the 

party and society. The alliance policy implied that the regime wou1d only 

resort ta the use of force to secure i ts power,. The workinq relationship 

led to economic reforms. geared towards iq>roving the eeonolqy. The 

Hungar1an people reeogni zed that economie reforms did not 1~ly dra_tic 

politiea1 change, due ta the Soviet constraint. 

<PPOSITION TO THE ALLIANCE POlICY AND THE N.E.". 

Oppas i Uo n ta the a 11 f ance po li ey and the tetIporary abando".nt of 

the N.E .M. frœ 1972 ta 1978 vas signfffcant1y re1ated to the fdeological 
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11 div1sion within the H.W.S.P. The party may be divided into a reformist 
and ant1-reformist group. The first group favoured reducing party control 
over econonrlc matters by decentralizing economic decision making and allowing 
greater use of market forces to influence prices, nature of products and 
quantityof output. The anti-neformist group, also known as the dogmatists, 
preferred the Soviet type of strict central planning of the economy. Also 
included in this group were sorne stalinists who threw their support with 
Kadar following the 1956 revolution. The dogmatists were suspicious of 
1nitiatives from below. They were opposed to decentralizing economic power, 
not wanti ng to 5hare thei r influence wi th the technocrats. Un 1 ike the 
dogmatists, the reformist group was very supportive of both the alliance 
policy and the N.E.M. 

The dogmatists raised several ideological1y based arguments against 
the alliance po1icy.12 Their primary objection was that it threatened the 
leading role of the H.W.S.P. by decentralizing economic power. They claimed 
that by a110wing non-party members to hold positions of power, the 
proletarian character of the party was being di luted. They regarded the 

technocrats and intelligentsia as being members of an alien group. Further­
more, they stressed that the party undermined the credibility of the clailll to be 

the champion of workers' interests by extending memership to people with a 
different social background from that of the workers. This last factor they 
v1ewed with alarm, since people of a working class background already 
constituted a mihority in the party. 

The dogmatists brought considerable pressure to bear on the Kadar 
reg1me not to implement the alliance policy. As ear1y as 1959, they had 
thrown numerous obstacles in the path of Kadar' s agrari an poli cy. They were 
a1so responsible for many of the excesses surround1ng the creation of agri­
cultural collectives. In 1964, the dogmatists used the poor economic 
conditions in Hungary, and their negative effect on consumers and workers, 
along with the fa11 of Khrushchev in the Soviet Union, to call for an end ta 
the a 11 i ance po li cy . A defeat of the ma in tenets of the a 11; ance po li cy 

would have meant that the N.LM. could not have been introduœd. To obufn 
passage of the N.E.M .• which was fiercely debated in the Central Coanittee, 
the reformers had to make important concessions to the dogmatists. 
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The latter were given the right to accept or reject any important appoint­
lient. 13 

As early as 1969, the dogmatists shifted their attack from the 
alliance policy to the N.E.M. They skillfu1ly capitalized on parts of the 
N.E.M. which myght raise objections" from the industrial workers. The 
Hungarian reg~ had to pay particular attention to the conditions of the 
indus trial workers. even though they were prevented from striking and were 
not effectively represented by their unions. The opposition of the industr1al 
workers was based upon their perception of the N.E.M. as possibly leading 
to the erosion of the social compact. Alex Pravda pointed out that workers' 
acquiescence to the leading role of the Hungarian communist party was based 
upon the regime providing a relatively egalitarian distribution of income, 

'an acceptable living condition and job security. The Hungarian government, 
then, while i t effective ly contro lled the workers, neverthe less. had to make 
certain that its policy actions did not violate this understanding or social 
c_act between party and workers. 

The dogmatists were successful in weakening many of the iq>ortant 
tenets of the N.LM., designed to improve efficiency in the economy and ta 

boast exports. 15 One 5uch effort on the part of the refonrers was to tie 
wages and bonuses to eamed profits. The latter was ca1culated by subtracting 
total costs from earned revenue. Profit was divided into a sharing and a 
capital fund. The forner was to be used for either making wage or bonus 
increases. Its distribution was under the control of the managers, who were 
supposed to work closely with the trade unions in distributing it. Bonuses 
Nere to be awarded with the following differentials. expres'Sed as a percentage 
of their respective salaries: the stated formula allowed managers to obtaln 
80 percent, whi1e giving 50 percent to Middle managers and only 15 percent 

to the workers. 

The distribution fortlllla produced a conflict of 1nterest between 
the workers and their managers. The latter used the shar1ng fund to .. te 
bonus 1 ns tead of wage 1 ncreases. Apart fram 1 ncreas 1 ng the 1 r 1 ncome 
15 a resul t of thi s mave, they avoided the di ffi cul ty of a 

~ge increase. It requ1red the approval of bran ch off1c1a15. who were 
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reluctant to increase wages.16 . 
The N.E.M. tao, sought to increase Hungarian 1ndustr1al product1v1ty, 

which was considerably below that of the O.E.C.D. countries, by advocating 
closure of unprofitable enterprises as wel1 as reducing the excess labour that 
enterprises hoarded. 17 labour unions and local party officials vigorously 
protested Any attempt to either close down enterprises or to transfer 
workers. Considerable pressure was brought to bear on enterprises to re-
tain redundant labour. These protestations were so successful that not even 
one enterprise went out of operation in 1969. In addition, the authorities 
moved very eautiously thereafter in closing down any enterprise. 

Graniek argued that the inability of the reformers to close down 
plants or transfer workers was due to the full employment constraint. In a 
socialist state, he pointed out, the level of unemployment that can be 
aceepted, for politieal and ideological reasons, was far below that in a 
market econ~y. Most Hungarian enterprises were large, employing several 
thousand people. The closure of several of these plants and the resulting 
unemployment, according to Granick, would have raised doubts about the 
viability of socialism, "in the minds both of the population of Hungary and 
of leaders in ,the other C.M.E .A. countries" .18 Furthennore, in a socialist 
country, whieh guarantees full empl'oyment, a worker can only be dismissed 
for disciplinary reasons or for b1atant incompetence. Hence, Graniek 
eoneluded that efficieney must be abandoned whenever it threatened full 
e~loyment. 

The Hungarian reformers recognized that one of the major problems 
affeeting the eeonomy was t~~istence of a priee system that did not 
refleet the real cost of produeing a product. This problem eould he over-

, 
come by raising consumer priees, to refleet opportunity costs. Hawever, 
consumer priees could not be raised quickly in Hungary because this was a 
political1y sensitive and explosive issue. Sudden jumps in the priee level 
.ere well known by Hungarian politieal authorities to have eaused riots in 
Pol and and other fas t European countries, often leadi ng to a change in 

, 
leadership. The dread of even small priee increases by Hungarian and other 
East European workers was rooted in the hyper-inflationary rate that ravaged 
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their standard of living following Wor1d War land Wor1d War II. The first 
part of the 1950s a1so saw high inf1ationary rates whieh reinforeed the fear 
of inflation. From the midd1e of the 1950s up to 1966, priee stabi1ity was 
maintained throughout Eastern Europe. The refonners, therefore, decided to 
raise priees slow1y. The priee 1ncreases were announeed severa1 months in 
advanee and diseussed openly, so as to prepare the pub1ie. 19 

Alex Pravda pointed out that the difficu1ty in raising priees was 
related to the perception of the workers that an inverse relationship 
existed between the standard of living and the priee level. 20 The contention 
of the refonners that wages would be raised so as to compensate for priee, 
increases fai1ed to convinee the workers. The reformers had often stated 
that wage increases depended upon productivity inereases. The workers, 
however, fe~red that productivity increases would on1y 1ead to a raising of 
production norms, which in the final analysis, meant that for simi1ar wages 
more effort wou1d have to be expended. It was not surprising then, that the 
government severed the link between produetivity increases and those in 
wages in 1976. 

The dogmatists severely critieised the N.E.M. on the ground that it 
had caused the standard of living of the workers to fa11 behind that of 
other social groups. In 1970, they pOinted out that the peasants had 
gotten a 42 percent increase in their incorne for the period stretching from 
1966 to 1970. For the same period, the workers had on1y realized a 31 percent 
increase in incarne. The dogmatists a1so claimed that the party was refusing 
to treat the workers more favourab 1y th an other soci al groups. 21 t 

The government's contention that errors in economic management had 
been made, and that the prob1em would be reso1ved with time, dip not 1essen .... 
the dissatisfaction of the workers. The dogmatists pressed forward with 
their crit1cisms. Kadar retreated, stating that remedia1 action wo~ld be 
forthconring. It was not unt;l 1972 that efforts to improve the conditions 
of the workers were aetual1y implemented. It came not from the reformers 
but from the dogmati sts. In that year, Kadar announced his i ntenti on of 
possib1y withdrawing from po11tics. This 1ed to "a major strugg1e in the 
Pol1tburo •.. the hard1ine faction (dogmatists) emerged far stronger than 
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had been anticipated." Even though Kadar decided to stay in active pol1t1cs, 
the dogmatists ended up temporarily in effective control of economic policy 
and "successfu11y ha 1 ted the reforms,,22 under the guidance of Karo1y Nene th , 
the Pol~tburo member responsible for economic matters. The dogmatists were 
further able to strengthen their position by ousting Rezso Nyers, the father 
of the N.E.M •• from the Politburo in 1975. 

In November of 1972, following the victory of the dogmatists at the 
Party Plenum of that year, 1,300,000 workers. 10cated main1y in the 
industrial sector of the economy, got a wage increase. The 1972 Party 
Plenum, therefore, was able to reduce a source of conflict that had been 
skil1fully exploited by the dogmatists. At the 1973 Party Plenum, to compen­
sate mainly state workers whose income had fallen behind other groups, a 
wage increase was implemented for those workers who did not receive one in 
1972. The intervention by the government to award two wage increases con­
flicted with the goal of the N.E.M. which had placed wage increases under 
the control of managers to be awarded strict1y in accordance with productivity 
increases. 23 

Despite the fact that the N.E.M. was weakened fr.om 1972 until 
1978, and a period of recentra1ization of policies ensued, the Hungarian 
authorities were careful to keep the reforms alive in speeches and other 
symbo1ic acts. 24 The Party Congress of 1975 strenuously claimed that the 

c, 

party still supported the reforms that were started in 1968. It was impor-
tant for the Hungarians to continue to support the N.E.M .• symbolical1y. The 
various loans made to Hungary by'western banks and governments u1timate1y 
rested upon the assumption that the N.E.M. would make the economy 
sufficiently viable so as to enable repayment of the 10ans. Any official 
action admitting abandonment of the reforms would have endangered the supp1y 
of western credit. The need to appear to the western financia1 community as 
more pragmatic than ideo10gical a1so exp1ained why the Hungarian authorities 
described their recentralization effort as a response to the oil crisis of 
1973. In fact, the~cost imposed on the Hungarian economy by rising fuel 
and material priees was used by the dogmatists as an excuse for further 
weakening the N.E.M. 
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Maintain1ng the N.E.M. alive in speeches and symbo1s a1so s~rved , 

another illpOrtant functi on. 1 t lII!ant that the door ta further econOlllic 

refom was not pennanently closed. 8y the beginning of 1979. the cost of 

isolating the Hungarian econ~ fram the competitive effect of wor1d price~t 
with declining terms of trade, convinced the Hungarian authorities that 

" 
further refonn would be needed. According to Racz, changes in economic 
policy in Hungary tend to produce chan~s in the leadership persann,l. It 

was not surprising then, that the decision ta reconnect the Hungarian econ~ 

to the world economy led to the removal of Karoly Nemeth, the architect of 
the recentralization drive, from his pOSition of economic responsibility. 

Rezso Nyers was subsequent1y rei nstated as a Poli tburo lllemer. ~se changes 

syrabolized the shift in economic policy. Hungary was now ready to respond 

to the second "priee explosion" in 1979, not with a policy of recentralizat10n 

but with one of further economic refoMm. 
s 

ln SI.lD, despite the i~ression ..gathered fram Hungarian speeches and 

writings that the N.E.M. was aliye throughout the 1910s, the fact remained 

that after the Party Plenum of 1972, the N.E.M. was not enforced. The power 

struggle in the party saw the dogmatists ga1'ning control of economic policy. 

Their effort to weaken the N.E.M. was strengthened considerab1y by the 

economic crisis Hungary faced in the mid 1970s. The dogmatists used these 

economic di ff; cul ties as a prete xt for recentral ili ng the economy. The 

economic troubles of 1978 led to the removal of the dogmatists from power. 

The refonœrs were back in pOtIer: the economi c refonns of 1979 subslquent1y, 
fol1owed. 

SOUTH KOREA ~ 
The m111 ary goverflEnt that came ta poMer in South Korea as a resu1 t 

of a coup d'etat in 1961 immediate1y ran into a diplomatie constra1nt, saon 
developed a leadership confl1ct over the nature of economic and politica1 

pol1cies, and 1ater faced a storm of protest that b1ew up around the 

no .... lization treaty with Japan. The regime's response to these prob1ems 

e.xerted a powerfu1 influence on the implementation and 1ater on the very 

defente of its export-first po1icy. 

The Unitéd~States government macle it clear ta General Park, the coup 

) 
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leader, that further financial assistance depended upon the restoration of, 

democracy and the freeing of political prisoners~ It was impossible for the 

Park reg1me not to take these conditions seriously; the U.S.A. provided 
slightly over 50 and 70 percent, respectively, of the m11itary and budgetary 

'ii1, ' 

expenditures of the government. Park stated his willingness to cQn'C)ly with 
,the American conditions, setting an election date for the middle of 1963.25 

The mi11tary regime qu1ckly took steps to neutral1ze the power of 
its political oppogents. It introduced the Politica1 Activities Purification 
Act in Harth of 1962 which prohibited 4,374 politicians fram engaging in ' 
polit1cal activities for six years. The act covered al1 the major parties 

and their leaders. Students. jou~alists, and others deemed a threat to 
the govemment were prohibited fram seeking public office and campaigning.' , . 
Although most of the politicians were subsequent1y allowed to resume their 
pol1tical activities, the spokesmen for" the main opposition p~rties were note 

The military regime a1so outlawed al1 political organizations as 

.ell as dissolving the nation's House of A~sembly. It also moved against 

the labour unions. Organi zational changes wère made in the latter which 

penaitted the regime to literal1y detennine their leaders. 26 

HOwever, the Korean Central Intelliqence Agency (K.C.I.A.) was un­

doubtedly the chief teapon the regime used against the opposition. The 
Agency enjoyed extensive powers, lncludl ng survei llanœ and coercion of the 

regi.' s opponents,,!" Its powers even ineluded aetual coordination and 
1aplellentation of bureaucrati c and economic measures. The importance of 

the Agency can be gleaned fram the fact that it5 membership increased to 
370,000 in the th~ years following its creation. In al1 facets of Korean 
society, lled>ers -of the Agency could be found. 27 • t'? 

These ~asures were 1 ntended to produce the same effect as those 
ellPloyed by the Kadar reg,me 1n 1956 agai nst its opponents; they succeeded 
in remv1ng the old econClllic and poUtieal elites front paer and allowing 

the regi. to consolidate its pallier. 

,) 

Wh11e the consolidation of pol1tical fJO'IMr lAS unquestionably 1!1POrtant 
for the later adoption of an export-first pol1cy. Cole and LyMn pointed out 

that .1$0 s1gnificant in this re9lrd .as the change in the distribution of 
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political power within the military regime that occurred 1n the three years 
after 1961, which "greatly affected the manner in which the ~ew post war 
ideas in South Korea were finally carried into 'Korean political and economnc 
life-.28 As in Hungary, a division a1so existed wi~flin the ruling regime 
in South Korea, regarding what economic poliey the country should pursue as 
-.e 11 as the nature of" the po 11 t 1 ca l process. 

The nri1ita~ reg1me was divided 1nto a colonels' and a genera1s' ~ 

faction, each corresponding to the m1l1ta~ ranks of the coup leaders. Whlle 
Gene~l Park was the official head of the military cou~cil, effective economic 
and pol1tical power was in the hands of the colonels' faction headed by 
olt. Chong-pil. The colonels' faction was ve~ nationalistic. Its economic 
policy vas geared towards self sufficiency. It stressed import substitution 
and the development of agriculture. Little emphas1s was placed upon either 
the production or the availability of consumer goods and services. The 
colonels' faction a1so wanted to limit imports drastical1y. Exports were to 
be encouraged by the provision of subs1dies. While the colonels' faction 
eschewed nationalization, 1t favoure4 the creation of government-owned, 
industries to spearhead the 1mport substitution drive. According to one 
ana115t, the colonels' economic program was essentially a socialistic one. 29 

da With the 1963 sCheduled elections approaching, the division became 
focused' on the creation and control of the government's ,party, the Democratie 
RepUblican Party (D.RiP.). The latter was created by the regime to complement 

1 

the activ1ties of the K.C.I.A: The latteras jOb was to oppress the 
opposition. The D.R.P.·s role was to obtain support for the regilœ in the 
1ntended general elettion. 

The generals' faction, headed by Park Chung Hee, favoured a manageria1 
rather than a revolutionary approach to the control of the economy. Sorne 
generals ~nded that the regime should honour its pledge of returning the 
country to .œ..cratic rule.' These genera1s feared that the colonels' hier­
arcbically organized D.R.P. would not on1y prevent a return to democracy but 
wuld also lead to the establishment of a corrupt govetn~nt because of the 
party's need for ca~ign funds. This fear of the colonels' faction was 
strengthened _en the latter demanded an extension of the military government 
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50 that it could cement its political strengttt by delivering a final blow .. . 
to sorne of the 'old politicians' who were preparing to contest' the election. 
The generals' faction called upon Park not to listen to the colonels' faction. 

Q ~~ ., 

The dispute within the newly crèated D.R.P. was so intense that each group 
began arming itself for conflict. 30 

Another important factor causing the changé in the power balance 
was the fact that the economy was not responding to the import-substitution 
pOlicy of the colonels. Park and the other genèrals felt that the economic 
stagnation could only be overcome if South Korea was to follow the Japanese 
export promotion strategy, in which the state played a directional JI'Ole. 
Park and his colleagues, who had exposure ta Japanese,military training and 
society, a1so felt that the cultural similarities between South Korea and 
Japan, wou1d make it that much easier to follow the économic model of the 
larger Asian country.3l Q> ù 

While the colonels, then, were busily organiiing the D.R.P. with 
Park's encouragement, the latter strengthenep the power of the executive. 
The newly created D.R.P. was weak relative to the executive which now in­
cluded a large number of ~chnocrats whom Park felt were capable of carrying 
out an outward strategy of development. The colonels' faction was further 
weakened when the membership of the D.R.P. was increased considerably. 
Park, at the head of a powerful executive, which included many of the generals 
who partici,pated in the 1961 coup, felt confident enough to ignore the 
party whenever its economic policies were considered unworkable. 32 

It must be pointed out that while Park made the conscious decision 
to remove the colonels from positions of economic management, a temperamental 
factor was also at work. The colonels, possessing revolutionary fervour, 
went to organize the D.R.P., because they believed 'its hierarchical structure 
would enable them to wield considerable political power after the transition 
to civilian rule in 1963. The genérals, favouring a managerial approach to 

,. , 
economic matters, went into the executive, attracted by its board-room 
atmosphere . 

In sum, it has been shown that the coup leaders used coercion and 
authoritarian measures like,the 1956 Kadar regime to emasculate the pâwer of 

, -
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the opposition forces. Wh; le in Hla'Igary the dogmatists were able to extract 

i~ortant concessions from the supporters of export promotion in the PoHt­

buro, in South Korea the ~olonels Mere unable to do so. In fact, by 1963. 

they had lost power over econOlllic and political matters to the supporters of 

export promotion. 

REGIJtE AND SOCIAL RELATIONS: THE JAPANESE 'SEnlE~NT 

lacking political legitimacy. the civilian govemment of Park. Chung 

Hee decided to obtain the support of the people on the basis of economic 

growth. It was, therefore. of the utmost importance for it ta end the 

diplomatic dispute with Japan. The Park regime needed financlal assistance 

to make its five-year plan effective. Attempt\: to raise these substarrtial 

sums in Europe h~d failed. Aid fram the U.S.A. was being progressive1y 

phased out. Japan, which had indicated its willingness to provide South 

Korea with $U.S. 200 million for the lat~r's property claim, in respect of 

the Japanes~. occupation period, also held out the. prospect of providing 

larger amounts of economic assistance. In addition, Japafl was a source of 
capital in~estment.33 

1 n. both Hungary and South Korea efforts to pave the way for the 

introduction of an export-first poUcy involved these regimes taking action 

that had·a profound effect upoo thei r societies but in di fferent ways. The 

Kadar regime in Hungary had introduced the al.1iance policy which established 

a cooperative relationship with society. Efforts ~re taken to assure the 

public that coercion would no longer be used ta ensure compliance wi th 

government policy. 

The situation was different in"South Korea. The regime recognized 

that bringing about a nonnal relaUonship with Japan would produce further 

division rather than cooperati~ between the governraent and society. because 

of the emotions tied up in the issue. Nevertheless. it felt that normaliza­

tion was so important te its export-first pOlicy that it .as justified in 

usiog authoritarian measu~ ta ac~l;sh it. 

The controversy surrounding the nonaaliziltion treaty with JapAn was 
not really based upon a feAr of tUt country or upon 1 habH for the brutal 

. 
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.al' colonial Japan had treated South> Korea. fItlst South Koreans actually 
wanted to establish peaceful relations with Japan. The South Korean people 
feared that the finances that would be obtained as an integral'part of the 

t1"eaty proœss would be used by the govemtlent to strengthen its domesti c 
, 

pol1tical pa.er. This reliance upon external finance to sustain internal 
control would lead. the opposition mai ntained, to eventua1 Japanese control 
of the South Korean eeonOllly. 34 

The Park regilll! vas forœd to retreat on the nornalization issue in 

the face of widespread protest from students, joumalists and other groups 
after they 1eamed that a tentative agreement had been rèached wi th Japan. 

_ 0 , 

The regi. was supported by busi ness-: 

It was 5)()ri--re-cognized by Park that a confrontation with the opponents 
of noraalization vas now unavoidab1e. The p01itica1 uncertainty caused by 
the frequent student de..,strations was considered detriRnta1 to the 

construction of a good business envirol1lll!nt. In addition. Parie sus1)ected 
the opposition politiciaDS of obstructing the treaty process for the specific 
purpose of eventually dis10dging his regi.. In vie. of the AboYe, Park 
decided to confrant the opposition. In May of 1964, his gove"...,t announced 
ib-intention of establiosh1ng no,.l relations with Japan wfthfn one yur.35 

The s tuden ts reacted angri 1 y to the gover11lleftt' s announa.ent. 
Fifteen thousand of theII called upon the gove",.nt ta ... s1gn. Theya150 

,~\ <:> 

attellPted ta occupy the president;a1 palace .. d other il!lpOrUnt gove"..t 

bu; ldings. The police .ere .... ble to contli" the de anstratfons sa CCIIiMt 

troops wre ~l1ed in to put th_ cbm. Martial 1_ VIS soan *clared Md 

efforts of the press was restricted by ,the i~it1on of ctnconian cen~orshfp 
rules. The scftools _re a1so closed early and 5everal Irrests _de of 

$ tudent leaders and cri ti cal journa 115 ts. l6 

8.1 1965. the reg1_ felt confident that ft tilla Ilet1er pos1t1 ..... ua 
h_dle the s tudeftts ,de"'StridORS. Part of Ulis apti_. _ ...... on tM 

gow.....-t·5 assesgent that tIIe public's fn.rest fil tIIe t .... t;r .... t1att.s 
had declinecl. The gowe~t o., tGo, tltat if U. letfslat1w pI"OCas 

• 
AS blocted br OWOSftfaa efforts. 1t cauld rely .... * ... of IIflttar.y 

... 

1 . 
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power ta mainta;n control. It, therefore. decided to go on the attack 

especially against the students "in a calculated show of force that seemed 

ta risk revolt but which actually brought an end to the demonstrations."37 

In the National AssertDly,efforts bythe opposition to block the bill fa1led. 
> 

The regime passed the bill despite the fact that the opposition had walked 

out of the National Assembly. 

In sum, in South Korea the Park regime facili tated the normalization 

of re 1 a ti ons wi th Japan by re l yi n9 upon i ts autho,ri ta ri an powe r to cont ro l 
the students' demonstrations, to silence critical journalists and to force 

the bill through the National Assembly in a highly questionable constitutional 
move. 

EXPORT PROMOTION AND GROUP OPPOSITION 

Even after their introduction, the export-first pol1cies of Hungary 

and South Korea faced considerable opposition from various groups in their 

respective societies. The expert performance of each country was i~ortantly 
inf1uenced by the differing capabilities of each country to address these 

cha llenges to i ts pol i cy. 

Hungary as well as South Korea regarded the role of labour as a 

crucial part of its export-first policy. Because of a labour shortage that 

had presented itself by 1968 and the rising cost of fuel' and material inputs 

from the Soviet Union, the Hungarian reformers knew that economic improvement 

would depend primarily upon increases in labour productivity. They, there­

fore, introduced various measures, such as tying wage increase's 1:9 those in 

productivity, in order to improve Hungary's competitiveness vis-a-vis the 

O.E .C.D. lDarket. These measures\, however, were quickly abandoned due to 
opposition from the dogmatists and workers. ' 

In South Korea. the si tuati on was di fferent. The Park regime knew 

'fraD the begiming that its very survival depended upon the vigorous control 
of labour so as to lUinta;n South Korea' s cOftII)eti tive advantage in the 

export1ng of labour intensive products. In 1968, wages began te go up in 

respœse to an acute need for ski lled personnel. The Parte regi., however, 
lIIcI taken steps to ensure thlt labour would relUin orginizat;onilly and 
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politically weak, thereby preventing it fn. "nding age inereases ex.­
.nsurat!w1th those in product1Yity.38 

lUce the1r Hungarian counterparts. labour unfons in South korea _,. 

weak and poorly.organ1zed. Not having a labour union tradition a1so re­
inforced this weakness. In South lorea. as one analyst pointed out, ·trade 
unions have been instruaents of govermnent control rather than organizations 
concemed wfth the econCllic wlfare of the1r llll!ârs .• 39 lrade union .lIIber­

sb1p has bee. S1IIilll, and even at the begiming of the 19. constituted, .. as 
a perœntage of the working population, a llere 2S percent. The Park re91_ 
also used coerc1ve Jœthods to prevent the expansion of unions. In addition, 
the regi. refused to enforce any heal th and labour regulat10ns th.t tlDuld 
raise the cast of production for business. 

The introduction of the Yuskin constitution in 1971 further 
strengthened the power of _ the state over labour. It outlbJeC1 strilces in 
foreign owned industries or in those that the regime cons1dered crucial for 
the functioning of the econOllly. The reg1_ a1so refused, ... til 1978, to 

"even consider the introduction of a nrini...,. wage, alleging that it liIIOUld 
create unemployment. 40 

, The Park regime also applied pressure on business not to award 
sfzeable wage 'fncreases. As a general rule, the wage level in South ICôl"lla 
was kept below that of the other Asian nations. The wage 1evel, too, was 
typically 20 percent and 16 percent of that in Japan and the U.S.'A., 

respectively. These two countries were South Korea t 
5, largest export -rkets. 

Contributing significantly to the low wage level wu the extensive 
utilization oi female workers who obtained aboUt one half the wage rate of 
men~ Female workers were concentrated predominantly in the export industries 
such as textf les. They were especi a 11y conspi cuous 1 n the free trade area 
located in the city of Masan. In 1976. for exuple. out of a total work 

force of 24,500 people, 76 pel'Cent we're fe.le. AttellPts by the worurs in 
t,his a-re4 to obtain better .arking conditions were forœfully te ... 1nated by 

41 the K. C.I.A. 

8y 1979. hOliever, the various strands of opposition ta the Part 
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"91., Ml1ch bad successfully beeft Itept .part throughout most of the 19705. 

betan cœlng together ln an effort to force the regille to increase the scope 
, 

of poHticll participation and to pay attention to the r1ghts of werken. 

Ttae 1978 recessfon had led to the closure of many bus fnesses .42 long , , 

accusu.d to a perfod of prosperfty, the sudden drop in the Hving standard 

19nited the worlters. One of the plants closed as a result of the reœss;on 

~s the Y.H. Industria1 Company. Two hundred of 1ts femele workers. in an 

attelllPt to dramati le the; r unemp 1 oyment s; tua ti on. took over the New 

Dt.acratie Party's ma~office. The latter was the main opposition party. 

Worters' Qlanagement was put forward by the demonstrators as a means of re­
openlng the c~any. The Park regime responded to the refusal of the 200 

workers to 1eave the building by sending several hundred heavily anned 

poltcellll!R ta remove them. Chaos resulted. Along wlth ki 111ng one worker. 

'the police a150 wounded several other people .. whlch 1ncluded some members of 
the opposltion. 43 

The harsh treatJnent lleted out to the female demonstrators prov1ded a 
platfol"ll for the polit;ca1 opposition ,and students to cal1 for the reIIIOval 

of the govem_nt~ Kim Young Sam, the leader of the New Democratie Party. 

fol1ow1ng the Y.H. incident. launched an all encompassing attaclt on the Park 
reg1.. Ki .. po;nted out that the people had rejected the authoritarian rule 

and export promotion strategy of ~ Park regi. at the elect10ns in 1978. 

He detMnded the direct and free election of the President. Kim a1so charged 

that the Parte reg;. had used hoodlums again$,t the female ,workers and mellbers 

of the N.D.P. Finally, he claimed that the regime"s "suppressfng of human 
rights had becOlle an internati ona l dhgrace ... 44 

The regime responded harshly to Kim's open def1ance. Ktm lost his 0", 

l ' 

Nattonal Assenmly seat after he stated that the U.S .A. no longer could stay 

on the sfdelines but had to choose bet.ween South Koreans who were struggling 
for ~racy and the di ctato'rSh1p of Park Chung Hee. 

The students .ere 1nflUled by the regi_' s cruel treatment of the 
- ' 

fMlle. workers and the N.O.P. me_n. CCIIing froll several universities. 
they'c:onducted rallies in protest of the go_rn_nt·s actions vithin the 

boundS of the1r parttcular un1vers1ties. Riot po1iœ-.n sent to drag the 

... 111es to • halt l't Seoul Rati.al Univer$ity on the llth of Sept8llber 1979 
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encCU'ttered fierœ student reststanœ. The student protestations picked up 
_n~ in October, to such an extent that martial law was declared to 

bring the rlots in Pusan to an end. However. on the 20th of October, 

students Ind policemen clashed in fft.rce demonstrations and riots in Mason. 

To cope with the student resistance. the army assumed control for the 

enforc1ng of 1.w and order in the city. Eventually Park was assassinated. 

"hile the III)t1ve for the ..,rder was not c1ear. there was gener~ 1 agreement 

that it grew out of a dispute betM!en Park and his assassin, the head of the .,,-
k.C.I.A., regardlng what action should be taken to handle the students' riots. 

The new leader. General Chun, made wage concession to the workers fo11owing 

several riots by the latter. 45 

ln sum, it has been shawn that a country' s export performance can 

be affected by the power relations that exist in its society. In Hungary, 

after the dogmatists gained political ascendancy in the Politburo they 

reœntral1zed the econOllly, and_id not enforce the N.E.M. 1kt11ke Hungary, 

the su~orters of itnport-substitution in South Korea lost political p<M!r 10 

Part and the other proponents of export promotion. While the refonners in 

Hungary made important concessions to labour and the dogmati sts. the South 

Koreu govemment. untl1 1919, _1 ntained a low-wage poli cy and offered few 

concess 1 ons ta 1 abour . ' 

,c. 
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c CHAPTER 4 

SOUTH KOREA AND HUNSARY: ECCHOM! C SYSTE~ 
AND EXPORT PROMOTION STRATEGY 

In orcier to facilitate our understanding of the difference in export 

performances between South Korea and Hungary, thh chapter tons ;ciers the 

influence that the sys ternie variabl e exerts on the export promot; on s trategy 

of economic development pursued by these countries. It wi 11 be recalled 

that the systemic variable looks at the way basic characteristics of the 

mixed and modified centrally planned economies of South Korea and Hungary, 

respecti ve ly, affect the capabi 1 Hies of these countries to swi tch to and 

then mai ntain an export-fi rs t pol i cy. Attention wi 11 be focused on the role 

of the private sector in the case of South Korea and on the role of the branch 
ministries in Hunga'ry. 

GOVERNfENT AND THE PRIVATE SECTOR: SOUTH KOREA 

The Park reqime,upon coming to power in 1961, took finn steps to 

change the nature of the rel ationshi p between government and bus; ness from 

that which existed in the Rhee period. These steps led to the developrœnt 

of a "close re1ationship between govemment and business ... in the 1960s and 

1970s and was a large contributor to economi c growth" 1 tha t was s pearheaded 

by the exporta tion of manufactured cOfllTlOdi ties. 

Under Rhee, South Korean businesses had no incentive to engage in 

productive activity or ta take steps to increase their already low level of 

exports. Huge businesses were built up in the reconstruction period, 

following the' end of the Korean war in 1953, by extensive reliance upon such 

non-productive acthi ty as pr; ce fi xi ng and more important 1y upon corrupt 

poli t1ca 1 relations w; th the ruH ng e li te in order to obtai n economic 

advantages. 2 

Possessing some capital. entrepreneurs real;zed that given the 

strategy of import substitution with its multiple exchange rates, the greates.t: 

opportunity for economic gain 1ay in Qbtaining foreign aid funds. Credit and 

foreign exchange went controlled and al10cated by the govemment. Businesses 
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realized that their sucœss depended upon access to these funds. Hence, 

those who acquired such a privilege, "frequently through contact with 

corrupt officials" 9 
3 reaped huge profits by expending no more effort than was 

necessary to fill the neœssary papers for the importat; on of goods that 

were res tri cted by the governrœnt. These busi nesses compensated the po liti ca 1 

elites by providing them with campaign funds. u 

Upon coming to power, the Park regime recognized that i ts survival and 

eventua1 1egi timacy rested upon obtaining business support for its export-led 

strategy of economic developrœnt. 4 lt, therefore, moved quickly to restructure 

the business and government relationship and to establish itself as senior 

partner. The unification of the exchange rate of 1964 meant that business 

no longer could reap huge profits from import substitution activity that was 

structured on the existence of multiple exchange rates, corrupt political 

ties and involving essential1y paper work on their part. Businesses now 

had to seek profit by engaging in export ilctivity. 

The Park regirœ made a more direct attack upon the corrupt businessmen. 

Its stated objectives in 1961 were the developrœnt of a self-sufficient 

economy and the eradication of political corruption. Steps were, therefore. 

taken ta bring businesstœn. politicians and senior civil servants to justice, 

on the grounds that they had used their positions and corrupt political ties 

to acqu; re i 11 i cH wea lth. Promi nent Korean bus i nessmen t who had gai ned 50 

much under the Rhee admi ni s trati on. were qui ckly i ncarcerated. The government 

announced that it would execute them a10ng with confiscating their properties. 5 

However, there were important politica1 and economic factors that; 

compe lled the government to arri ve at a compromi se with the accused bus i ness­

men. 6 Fi rs t. the vi abi 1 ity of the government 1 s economi c program depended upon 

the cooperation of these corrupt but leading businessmen. The latter 

possessed the necessary organi za ti ona 1 and entreorenel,lri a 1 resources needed 

to put the governrœnt's five-year economic program into action. ln addition, 

cons; de rab le pressure was brought to bear on the Park mi l Hary council not te 

punish these businessmen too harshly. This pressure came .1argely fram senior 

bureaucrats and the "old politicians" that Park had derided but. nevertheless, 

he had brougtit-1n'to h1s government in order to "legitimize" the mllitary coup. 
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These old politicians and bureaucrats were a1so implfcated in the t11ic1t 

weal th scanda 1 of the pre-Park periode 

Eventually a compromise was worked out by the Park regi. and South 

Korea' s leadi ng bus; nessmen.7 The crimi na 1 charges 1ev1ed agai nst them were 

dropped, and, except for the1r commercial bank shares, their other assets 

remained unconfiscated. However, the businessmen were ordered to pay their 

fines by constructing basic industries. As part of the compromise. the 

governrœnt was supposed to own these industries. Nevertheless, only a small 
, 

nunt>er were built and their owners paid fines rather than relinquishing them. 

The Park regime was not primarily interested in punishing the business­

IDen but wanted to di rect them i nto ,productive act; vi ty. It recogni zed tha t 

entrepreneurial talent was s~arce and what existed had to be utilized for 

developrœntaT purposes. A cooperative relationship in which govemrœnt 

played the senior role was established. 8 This relationship a1so enabled the 

govemment to provide the leading businessmen with considerable financial .. 
ass is tance. The latter responded by expanding and creati ng new manufactùri ng 

and exporting industries. 

SOUTH KOREA: GOVE RN~ NT AS THE MA 1 N DI RE CTOR OF E CONOMI C ACTI VI TV 

After forci ng Korean enterpri ses out of non-producti ve acti vi ty with 

the unification of the exchange, rate in 1964, the Park regirœ then used a - _ 

'carrot and stick approach l to ensure compliance with its export-first poliCy.9 

Businesses responded enthusiastically to this approach for it not only sub­

stantial1y contributed to their rapid expansion but a1so allowed them to make 

the major production decisions in the South Korean economy . . 
South Korean businesses did not have any alternative but te follow the 

government's export-first policy. The Park regime quickly established a 

Jll)nopoly upon credit allocation. Businessmen, too, could only borrow from 

abroad with govemrœnta1 permission. In 1961, a11 the private banks in South 

Korea were confiscated. Apart from gaining control over finance, the govem­

lient wanted to punish the illicit wealth participants. Even though sorœ bank 

shares were later sold to private persons, the government sti 11 retained its 

control over credit allocatfon because a 1961 1aw prohibited anyone from 
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casting a s1gn1f1cant number of total bank shares. The revision in 1962 of 

tfIe South Korean bank law strengthened the e.xecutive. because mnetary pollcy 

was' placed sOlely withi'n lts jur1sd1cti"'on. The Park regime was a1so respon­

s1ble for the apPointing of bank managers and personnel. The above circum­

stances enabled the government Mto effect damestic credit allocations at a11 

1evels fram monetary pol1cy to final bank decisions on individual end-users.,,10 

, 
Credit was critically important for South Korean businessmen that were 

operating with high debt to equity ratios. especially in the high growth 

period stretching from 1963 to 1974. In this period, new equity amounted to 

14 percent. while borrowing accounted for 66 percent of liquid assets. Access 

to underpri ced credi t enab led bus i ness te expand rapi dly, while havi ng to 

raise little cash. Hôwever. "with massive debt shares. fims were tota11y 

dependent upon credit. not 'only for expansion, but for survival. ull 

(iovernment, then, was in a position to use the dependence of business 

upon it to ensure compliance with its export-first policy. A business that 

d1d not fo11ow the government IS lead was denied credit or the govemment might 

refuse to renew its matured loans or mi ght subject its tax returns to a carefu1 

scrutiny. In addition. the Ministry of CélTl'œrce and Industry provided an 

import licence to a producer only if he agreed to export a certain amount of 

goods as detennined by the govemment. More than po1itical pressure was 

involved here. for as Kuznets pointed out, businesses knew that a boosting of 

exports would result in the provision of more favourab1e credit outlays and 

other advantages so necessary for the; r success ful operati on. 12 

The Pat'k regime adopted a pragmatic and non-ideo1ogical approach to 

economic development and in its relationship with business; if a method was 

"deemed to be effective in realizing its export prolOOtion goals, the Park 

regirœ would unhesitantly adopt it. 13 For exarnple, it relied on market as 

well as non-market methods to maintain its export drive. Its export targeting 

sys tem was perhaps the bes t known non-market devi ce used to keep the pressure 

on exporting industries. Beginning in 1962, the government began announcing 
[' 

export targets that were to be applied to particular exporters, countries and 

connodities. These quarterly targets were to be achieved by close co llabora­

tion between business and goveml'll!nt. From the "export situation room" the 
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govem.nt .,.,1tored the announced urgets, wh11e 1II1nta1ning "all1OSt daily 
contact vith _jor exporters-14 through a large and wl1 qu~l1f1ed ,staff that 

qu1ckly spotted potential shortfalls. In such a situation, the re5ponsible 

1Iinister vas quick to provfde easier credit tenns, more export information 

and \lfhatever was necessary to illlProve the situation. 

The export targets were detenni ned by the govemment, after close 

consultation with the exporters' organizations. At times, to secure compl1ance 

with the se indicative targets, subs idies had to be offered to the exporters. 

Not"only were the latter regularly able to surpas-s the targets, but even did 
sa when they wre frequently raised. The government, then, kept track of 

S~Uth Korea's export perfonnance through the target system. This enabled ft 
ta make "Umely -changes ... in incentives, often inc1udfng selective ad hoc 
ass;stance to individual exporters.,,15 

'" 

The export promotion meeting, which was regularly attended by President 

Park, also played an important role in ma1ntafnfng South Korea's export drive. 

This monthly meeting enabled government ministers. the leading exporters and 

bankers to T'eview the trade situation. to keep track of the export targets, ta 

.-ëxchange information, and to resolve differences regarding export strategies. 

ln addition, merit awards were given to the most successful exporters annually 

by the government. The competition for these awards was so keen that SOmé 

exporters even engaged in questionable practfces in order to wfn them. 

" 
Nevertheless, despite the governmènt's frequent intervention in the 

affairs of enterprises "econqmic growth ... in South Korea ... has been a 

govemrœnt-directed develop~nt ~in which the principal engine has been private 
enterprise.,,16 The wealth of entrepreneuria] talent in South Korea was 

cl.early shoWn by the fact that the overwhelming contribution to value added in 

manufacturing came as the result of old firms expanding and not from the entry 

of new firms into the economy. ln an important study covering the 1962-1974, 
period, it was found that old finns grew in size, on the average, by 72 percent 

and new finns only b~ 3 percent. Jones and Sakong concluded that the ràpid 

expansion of old firms was firm evidence of considerable entrepreneurial talent 
1n South Korea. It was the qual1ty rather than the quantity of entrepreneurial 

talent that was so well cultivated by the Park regime, that fueled South Korea's 
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export dr1~ of l8nufacÎured coMMOd1ties. 17 

South Korean bus1nesses a150 responded vigorously to the 'aut~t1c' and 

non .. discri.1natory free tracte regi. established by the govem.nt. and the 

1atter's dec1sfon to all" businesses to _ke thefr (Mt production decisions. 

This can be we11 i11ustrated by the wig situat1on. Busfnesses decided ta 
export wigs _de fram human halr to the U.S .A. and other cou nt ri es becau5e 

of the obvfous demande The exporters had real1zed that wig product1on .as 
labour intensive and 50 corresponded to South Korea's comparative advantaqe. 

HONever, the supply'of human hair saon proved inadequate sa the exporters 

quickly switched to synthetic haire Wigs became the second leading export 

item up to the ear}y 19705. According to Balassa. the wig situa~ion c1early 

showed the importance of allowlng entrepreneurs to make their OlIm decisions 

once a free tradl! regime had been established. He held that 1t was doubtfu1 
Tl 

lllhether planning authorities "would have chosen wigs as a potential major 

export or that they would have effected the switch from human to synthetic 

hafr in llaking them." 18 Balassa a1so pointed out that South Korea's .CiS1~ 
to provide a IInifo~set of incentives to its exporters. with the absence of 

di scrinri na tory actfo~gainst eXp'orts, has resul ted 1n entrepreneurial action 

being in line with Korea's national interest. 

South Korea' s e x port d'ri ve was spea r'headed by a number of 1 arge enter­

priSes called caebols. 19 A Caebol consisted of a number of firms typically 

C*ned by a single faml1y and one 1n which pc:MIIer was concentr~ted in the 

trading branch. This concentration of power facilitated cOl1lllUnication between 

the govemllent and the leading Caebo1s, such as Hyundal and Samsung. 

50vemlllent -policy was instru.ntal in promoting the growth of these 

large naanufacturing enterprfses.20 They were provlded with cheap credit:, 

re1axed tax surveillance, selec:ted for major industrial projects and given 

several other advafltage.s because, of their successful expert record and 'the 

governllent's decision that these were the IIIOst capable finIS ta implelll!nt 1t5 

high growth and export oriented poliey of econonric devel~nt. 

ln su., the South Koreari govem.ent was .11 p1aced 10 influence t:he 

direction of econ~c: ,oHey. "It possessed a ... opaly on ctc.st1c: credit: Md 

acœss ta foref", borrowfng. Beeause they possessecl 50 11 ttle apital and 
o 
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glwn that credit 15 the life b100d of business. South Korean entrepreneurs 

had to imp1ernent the govemment's economic program. It was a'1so in the 

interest of these entrepreneurs to follow the government's lead. This re­

sulted in such advantages as underpriced credit and selection for major 

fndustria1 projects. 

The Park regine was pragmatic and non-ideologica1. It used market 

devices such as exposing domestic industry to foreign competition. In 

addition. ft also made use of non-market de vi ces such as the target system 

and the mon th ly promoti on meeti ng to boos t exports of manufactured goods., 

( CENTRAL PlANNERS AND THE RETENTION OF THE INSTITlfTIONAL SYSTEM 

Both Sou th Korea and Hungary had recognized. pri or to the i r reforms , 

that the relations~fp between government and enterprises had to be altered 

f n order for thef r export perfonnances to i mprove . South Korea uni fied i ts 

exchange rate and so chased its producers out of non-productive activities. 

It a1so prosecuted its" 1eading businessmen for acquiring illicit wealth. 

PrinaarilX for economic. and on1y 'Secondarily for politica1 reasons, it . . 
arrived at a compromise with its leading entrepreneurs that oriented them 

towards exporting activity. The govemment was clearly the domin~nt partner 

in the cooperative relationship established with business. 

Hungarian authoritie,s. on the other hand. were unable to fundamel',lltally 

-.alter the relatfonship between the centre and the enterprises, because of 

thef r fai lure to change the i~sti tuti ona 1 system of the economy. 21 Poli ti cal 

and ideo10gical factors, which were largely unimportant as constraints on the 
" Korean govemment, neverthelss .proved responsible for the old re1a~ionships " -" 

being retained in Hungary. Branch mi nistries and large enterpri ses remai ned 

COIIIIOn features of the economi c landscape. 

The reformers 'recognized that the retention of the branch ministries 

would p1aceo a severe Hnri t on the effecti veness of thei r economi c reforms. 

However. they recognized that they had to bîe retained for politi~a1 reasons. 

for their elillination -.,uld open up the sensitive questions of ownership 

and cantro1.-22 ' This tIIOUld be sos for accord1ng ta ~rx1st-Lèninist theory. 
(Ji 
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the state was not only the sole owner of productive e,i'terprises but also 

the unquestioned administrator of the economy. This issue of ownership and 

control was 50 politically explosive, due to the political power of the 

ministry officials and Soviet intolerance of art y reform that threatened the 

leadfng role of the party, that it had to be excluded from the open discussion 

that'characterized the introduction of t~e new economic mechanism. 

The Hungarians knew that, in effect, their reforms rœant a redistribution' 

of politicàl and economic power in their society from the centre to the 

enterprises. 23 Yet it was essential, they believed, to pass, this change of 

power off as a 'technical adjustment ' to the way the economy was being 

managed in order for i t to be accept~d by other communi st governments and the 

supporters of central planning in Hungary. The refonners recognized that the 

strict control exerc1sed over enterprises by the branch ministries stifled 

innovation, ~educed enterprise responses ta economic crises and opportunities, 

and finally was a prime source of i neffi ciency. Therefore, the branch 

ministries had to lose much of their clout. 

It was this intended reduction in the power of the branch ministries 

that connected economics to politics and so dictated cautioFl. 24 Ministry 

officials, who were responsible for supervising and directing enterprises 

wi thi n thei r parti cular branches, were nonnally members of the Hungari an 

Sociali,st Workers Party or appointees that were, nevertheless, answerable to 

the ruling comnunist party. The "socialist entrepreneur" that the N.E.M. 

envisaged as making independent decisions in response to the' profit motive 

and market forces was far different from the party functionary. If the N.E.M. 

were to fulfi11 the expectations of thé reform~rs, then the socialist 

entrepreneur could be expected to build his career by respondi ng to the needs 

of rocal and foreign consumers rather than following the traditional path'of .. 
"obeying the instructions of powerful party officials at the top of the 

hierarchy.,,25 Effecti ve reforms then would mean a reductio~ of the party 1 S -

control over econom;c and political matters. 

There was another important reaso~ for ma; nta; ni ng the i nsti tutional 

structure and the high indu'Strial copcentration in the economy. Central 

planners were unfamiliar with managing an economY involving extensive use of 

market forces. They, therefore, felt that a stable organizattonal structure 

• 
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was neçessary for the transitional periode There was a1so 1 powerful 

political nDtive for not trying to break up the large enterpr;ses into 

smaller and more viable units, IS the refonuers c1early wanted. In Hungary. 

the large enterprises occupied a strategie position in the economy, 

because they -were often nonopoHes and employed a large nurmer of people. 

These factors trans 1 ate i nto poli ti ca 1 power to the extent that large 

enterprises can extract numerous concess; ons from the centra 1 planners. 

Break i ng them up i nto sma 11er uni ts may have led to unemployment or 

temporary mi sa llocati on in the economy. The managers and workers wou 1 d 

clea rly have protes ted. Given the fact that the ~ogmati s ts were wagi ng a 

fierce battle against the new economic mechanism, the two forces coming 

together would have cre.,ted an unacceptable amount of political uncertainty 

for the reformers. 26 

Fina11y, there was an important externa1 constrafnt upon any 

radi ca l reorgani zat; on of the i ns t i tutiona l structure. The i nvas i on of 

Czechoslovakia by the Soviet Union in 1968 signalled to Hungary and other 

bloc countries experimenting with econOl;nic reforms, that the Kremlin wou1d 

not tolerate any changes that threatened the leading ro1e of the local 

cOIIIDUnist party. This was a very sensitive matter, since in '1arx·;st the ory , 

economics is inevitably linked to po1itics. Changes in economic relations, 

Marxist theory ho1ds. lead to changes in politics. The Soviet restrictions 

applied not 50 ITlJch to the actual nature of the economic refor-ms but rather 
c 

to their isolation from any attempts or calls for political reforms. 

'the invasion of Czechoslovakia was prompted b);" the Soviets' fear 

that the leading role of the Czechoslovak Conmunist Party was being under-
o 

mined and that the par~ was be;ng transfonned into a body that might 

pursue contradictory polic;es to those of the COll1Tlunist Party of the Soviet 

Union. The Czechoslovakian leaders held that the Soviets' fear was un­

founded. However. certain steps taken by the party di d undermi ne its 

monopoly on political and economic matters. The decision making process w~ 
'<.. 

no longer oonolithic as old political parties were allowed to function and 

the party even a110wed the establishment of new political groups. Party 

reforms also strengthened the power of parliament vis-a-vis the local 
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examnist party. The endi ng of press c:ensorship al so lIe .. t an end ta the 

party's 8OnOpOly on info .... tian. Finally, the Czecboslovalcian refolows 

wre wl~ by students in Poland and by salle intellectuals in tt.e 
tArai. and Russia. The fear that these refol"'llS would lead tG st.-ilar 
.... ds being _de in other Eastern bloc countries including the Soviet 

~ion. wigbed heavily in the Soviets' decision to invade and the ref~ 

bel ng veheEntly condHned in Poland and East Ge ..... ny. 27 

The Soviets had 9000 reason. ta be sceptical of econa.ic reforas not 
leading ta cans for political refonns. based on Czechos10vakian experienœ 
~ 

there,sOllle cntics wre DIèlintaiping that the two wre ins~rab1e. One 

crftic suggested that the source of inefficiency in the Czechos.lovakian 

e~ was due not oRly to the extensive III!thod of develO1J111!1!nt but 1150 ta 
the bureaucratie and hierarchical relations .de necessary by a systell of 

one party role. In Hungary, a similar line of reasoning was being follawed 

by Gy&rgy lukacs. a leading Marxist philosopher, who he1d that the refonlS 

could only be effective if they led ta the establistunent of proletanan 

denncracy. The latter was defined boY lukacs as the voluntary coQperation 
between the people and the party for the expressed purpose of destroying the 

bureaucracy .28 

Fi na lly, as was shawn in an ea r lier chapter, the refonns met w1 th 

fierce resistance fram the supporters of central planning in the H.W.S·.p.29 

They viewed the refonns as a threat ta the leading role of the party in 

economic and political matters, s;nce they allocated important dec1sion 

making powers to non-party members. Their resistance was so strong that 
the party, acting through Jeno Fock, a member of the ruling Po11tburo, 
confinœd that it would safeguard "its leading role"~uring the period when 

N.E.M. would be implemented. Abolition of the branch ministries and , 

splitting up of large pivotal enterprises would have cast doubt on the 

party's commitment to remain the dominant force in Hungarian society. 

In South Korea, political and ideological factors did not inhibit 

the, government from restructuring its relationship with business. In 

Hungary, on the other hand, they ;nsured that the fnstitutional structure 

would remain intact, for the reforrners could not risk being viewed as taking 
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action that .ould lead to the disuntling of the le.ding role of the 
'" 

Hungarian Socialist Worken Party. 

. 
HIMGARY: TfE 81W1Ot MI NI STRIES 'AND THE MSE!U OF EIfTERPRlSE AUTONOO 
AND INlnAn1E 

. .. 
ln South Korea~ econa.ic pOlIIer _s essentially distr1buted bebeen 

" the gO\1ler'fIRnt and business. The forwer was assist.ed by a IllMiemized and 

growt:tl oriented bureaucracy tnat knew its ~uccess depenœd upon implelRnting 

the govennent' s export- fi rs t po 1; cy . Gi ven i ts dependence on govemrent 

credit and the vanous benefits that flowed from following tht! govem~nt's 

lead. it was a1so in the inte~t of business ta export as ""ch as 

possible. The end result was that the goverftlllent. business and the bureau­

eracy a 11 had vested i nteres ts ; n ensuri ng the suceess of manufac tured 

exports. 

1 n Hungary. however. th 15 congrui ty of i nteres ts di d not e xis t IIIOng 

the three tiers of political pa.r. 31 At the highest level, 1"'ePl"1!sented by 

the Poli tburo. Kadar and the other refo,.rs favoured greater enterpr; se 

autono.y t SOlll! use of market forces and a detenn; ned dri ve to boas t exports. 

especial1y to the O.LC.D. countries. HOIIIIever. this was not a' nonolithic 

tier for it a1so included the dogmatists who favoured strict central planning 

and who had 1Ht1e interest in the O.E .C.D. market. The second tier 

consisted of the functiona1 and branch minist~ies. The latter vie~d the 
objectl~es of decentralization of decision making and enterprise autonomy as 

a threat ta their bureaucratie pONer" and sa took Itarious steps ta undennine 

the objectives of the new economic mechani sm. At the lowest tier were the 

enterprises. SaRI! were largely uninterested in exporting to the O.E .C.D. 

market and favouned close collaboration with the branch ministries, even 

though this meant a severe reduction in their autonomy as the ministries 

frequently intervened in their daily 'operations. In the final analysis. 

the branch mi nis tries and those enterprises tha t did not favour export; ng to 
the O.E.C.D. market were in alliance against the objectives of the N.L ... 

In fact. the dogmatists used the 1973 oil cri sis as an excuse to force those 

enterprises that wanted to compete on the O.E .C.D. to confonu ta strict 

central planning aethods of operation. 
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The N.E.JI. cHd not fundMenully .1ter the relat10nshfp .... n the 
brandt IIfn1stries and en.rprises and th1s placed the fo,.r in a posftion 

ta severely 11111t enterprise autorlollW and in1t1at1ve.32 Wh11e plan 

instructions to enterprises .. nt abol1shed. branch .fn1stnes still retai,.d 

respons1b111 ~ for the establ1s ..... t of Any new enterprise. In add1t1on. 

the act1vit1es an enterprise could engage in could on11 be lega11y dete .... 1 .. d 

by "ntstry officials. further leverage OYer an entarprise sprang fl"Oll the 

fact that brandi officials. alone. could appoint and disc:harge ..... ,." Il 

.. 11 as dete11l1ne thefr salaries. Also. branch IIfnfstries could sbut down 
--Any ente,rprise if the latter was he1d to be ec:oncll'lca1ly unviable. if anoUler 

en terp ri se. could do the job .,re effective1" or ff the econœlc actiY1ty Of 

the enterprise _u felt not to be crucial to the nat10nat 1nterest. F1nally. 
the1 ~uld reorgan1ze enterprises or _rge s ... ral if such action wes .ter­
.. Md ta he in the national 1nterest. 

The Soutll loreans, too, were in a pOsition tG •• rc1se sa. of the 

Ibove .ntioned sweeping ... rs over its fi". or .. tarprises. Ii could 

force tbe collapse of an ent.fII""1se b1 dlnylng credit. .....r. U. Part te". did not e.reise ., influence an tIIe internal ....... nt of 1ts 
la..,. private .... ."rfses. It knew tllat entrepreneurtll talent.as SClrce 

and ,$0 strengthened the existing pool by a11cwtng the latter to detenl1 .. 

1 ts 0IfIl 11_ of eC'Ollœ1 c Icti Yi ty. South KG...... bus 1 ftlSseS, if tMy prcMld 

to be poor11 .. agect. knew that unlite ....,.". the)' could ROt count ... 
the gcJWe ..... nt to resale theII by "'1 of reGf'9ll'1ut1an or an arrangect _ ..... r. 

ln Hungary, a c:anf11ct of interest exis1ltd ....... a brenctt II1nts.tr;r . 

• ;... the enterprises that fell wttllin its jurisdictfon.33 A brenc::ta .tnfstr:r 

.. , judged by its abi1ity to satisfy *-stic and CJt.E.A ....... 

alO11g with n15tng output as _dl as possible. The suceess of • br .. dt 
IIfn1stry, tMn ... s not ..,. .... t upon prOfit Hrned bY""'·lts 'enterpro1ses. 

Brendl offlcials. therefore. undIrwtned U. profit .. tlliation prinefpl. of 

the I.E.": by appotnti'ng enta",ri. cUrectors Mho favourecl ou.t. nther 

th... proff t·, as a cri teri on of suceess. 

Thts .as far dffferent fTœ the positton f.c:ecI by U. Korean 

bu ..... .,cracy. The latter had a wested hrterest in bGostfng. espectally tIIe 
Q 
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profits of the CMbo1 cOllPanies. _cause ttIe lltter ..... sPH""'ading the 

govern.nt • s export dri ft. The suceess of these cOIIIIIJNln1es al 50 reflected 
'avourib 1y on the bUl"HucnQ _1 ch _5 juclged pM_rily by 1 ts ab111 ty to 
Iss1st 1ft rl1sing exports. The South Korean bu ..... ucrlts 1150 d1ffered fre. 

the1r H""gari .. counterparts in that they strong1y favoured an outward 
100t1ng dewlc.-nt policy Ind extensive use of _mt forces to real1ze 
thef r country' s econom C po 1 f c1es . 

rn South KG,.... wh11e the govem.nt prov1ded 1nfo,...t1on ta bush_sys 

by ut111z1ng its ""ss1es Bd other 1nf.,.....t1on gathering Igenc1es. trading 

"'s1ans .. nt largely _de by the pMVlte sector. The situation .. 5 

COftSidtrably d1fferent in Hunglry. where ttIe existence of the old institut1ona1 

sys1llll .ant tbat a considerable part of H_91ry's foreign tnde with 
c. ".E.A. cont1nued to be etetet"ll1 ned at inœrgovem_nUl _.t1ngs. ~ 

Billteral tr" within C. M.E.A. in wh1ch the goods tG be 

tNdtd ....... sured in physica1 un1ts "5 still prevalent aftar the I.E.". 
CountMes .nt COftCarMel wl-th ensurfng that there .. 5 equality in phys1cal 

'0 

.. 1ts exchanged. Pric. cansidtrat10ns _" unfllPOrtant as prices .. nt .. ly 

dttenrintd aftar the bila.ral Igt_nts wre s1gned. Priees se"" onl~ IS 
accounting unfts. E .... ··.re clttrf ... tal to ln enterpr1se 1nterested in 

.. .u1l1tz1ng profit Ind _1119 1ts OWI production dec1s1ons WIS the fact that 
1t was uclud1d fra. the .arly peru of the b1lateral tnde ,.gotiltions. 
OItl, liter ..,uld it ·receiw dit.ct o,"*rs f". the II1n1stri" to a.eut. 
the ItftMtCI plan tlrgets.·35 The ".E ..... thlrefOre~ hld little influence on 

... "rises e.xporting to tM C. ".E .A. urltet. since quant1t1es. and 
1 .... priees ... ,.. not cletenl1ned by ente",Mses. -but directly by Ig,...nt • .tI .. n tINt bnndt Ilin1strtes of tM different social1st CCUltrles.·36 

A furt:her li.tation on enterprise auœnc.y resultad fra. the flct 

tIIIt Hungary con"cted owr 50 perc:ent of its trade vith C. ".E.A. 
I .... ctt "n1stries. nlturally out to res1st any d1llh.,t1on of their , 
~t1c .,..r. Md still in flvour of adlltn1strathe control of enter-
prtses. If'9II8d fot'œfully thit Huftglry's YIMOUS bf litera 1 ag,...nts with 
C .... E.A. countries. especillly the Soviet ~1on. justffied conti,..d 

.... n1strat1w control of enterpr1ses. They clli_ thlt these controls wre .. 
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.... 11'7 tu tnsure that ttungary fulfllled fts uport oblfgattons. n. 

.... of tM H ... pMaft ,,"""'rs that ~c Nf.,... 1ft other C.".E.A. 
countl1e, ..,."d lHcI tG .. te",rfse contacts across borders. tIIe~y rwdIct,.. 
tbe rad for adlrlfttstrative contrels. proved unfounded. 37 

The N.E.JI. 1150 cre.ted a split ..ong Hungart.ft enterpr1ses. lHding 

to tIIe situation fft .. ,d1 sœe enterpr1. cHntCtors .'a.d the 1fttnls1ara 
of the brandt Idnistries 1nto the1r dl11)' operations ... ne others _loNd 
ft. 38 50. enterprises. espeetally those that wra respons1ble for supply1ft1 -y products to the "stie _rteet ...... strictly regulated by the state. 
8ecause they ladced .u~, the)' could not tlllProve thefr positions by 
c:reattng and 5811ing better products. Unl1ke ttlose enterprises thlt enjoyed 
•• asure of autonœy. tfley could eount upon the state reseu1ng thetI fre. any 

of thetr econc:.1c d1ff1eult1es vith the provision of credtt. flvourabl. 
priees and tu e.lIIPtions. OUter enterprtses. because of the1r' econ.te 
t.ff1efenc)'. would hlve poss1bly collapsed if the state had abandoned tts 
protee~tft role. The sute frequently transferred resources fn. the 

efficient to the 1.ff1cient f1nns. It was not surprisfng that these two 
types of enterprises saw the bran ch nrlntstr1es as thetr allies. 

There .. ra other reasons why sa. enterpri ses backed the i ntrusfon of 
the bran ch Irtn1str1es 1nto their affa1rs. even though the abolition of plan 
instructions by the N.E.M. was supposed to put an end to the pract1ce. A 
_tual understlnding, based upon )'Ian of working together and the fact that 
... y branch officials .re once enterpr1se managers, existed between enter­
pri se and branch personnel. There was a.1so a cOIIIIIOna 1 ty of i nteres ts between 
the two groups. Each was interested in ensuring that only those tasks were 
allocated ta an enterprfse that could be eas11y accompl1shed. 

These two groups were equal1y interested in obtaining as I1I.Ich credit. 
subs1d1es. 1nvestlllent and other means from the centre to ensure the cœple­
tion of assigned brandi obl1gatfons. Enterprtse managers knew that the1r 
efforts ta "ss15i: the branch m1nistry in realiz1ng the developnental targets 
assigned by the planning office would not go unrewarded. They were 

1 
confident that the branch ministry would reciprocate by providing "help. 

_diation. and a sha~ from the nsources allocatedN39 by the centre. if f" 
ente",r1se requested he lp. 

1 
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The .re tac:hnolog1ally advenced ,nd efficient Hunprtan enterp"ses. 
'''1c1t .-nt .. 11 prepared for .rtcet ~t1t1on.us.d the au~ prov1ded 

by the N.E.N. to tnc .... ase tbe1r exPOrts to the West. These enterpMses 

.1so res1sted the efforts of the branch "nfstMes to reestabl1sh the old 
links of dependency. 40 

Ffnally, the branch II1n1st,,1es reduced the ab111ty of Hunglr1 .. 
enterpnses to COIIIPl!te on the O.E .C.D. artet by severely 11111t1ng the 
IUtonCJ19 granted to tha in the lrea of inves~nt.o The N.E .M. reforwers 
knew that enterpMses needed IIOre funds for reselrch Ind product 1mprove.nt 
sa 15 ta cOllpete on the O.E.C.D. IDIritet. It, therefore, d1v1ded up 
l"I~ponsib11ity for 1nvestllents betwen centrll pllnners and enterprise 
.. nagers. However. even that inves_nt W1ich was supposed to have fallen 
with1n the jUMsdict10n of the enterprises d1d note This was due to the 

\ 
~ faet that IIOst investlllents 1n1t1ated by the enterpr1se needed central sub-

sidies and credits to beeome viable. 

This dependency upon the central organs placed the branch minfstries 

in a powerful position ta influence enterpr1se decisions. Before credit was 

~ g1ver to an enterprise, the opinion of the relevant branch ministry was 
always obtained by the centre. In addition,·branch officials could 

influence enterprise requests for subsidies. since they were a1so rnembers 
of the ~ommission that was responsible for giving or denying subsidies. As 
Hare and Wanless pointed out, ministries were in a position "to reward or 
penalize enterprises depending upon their comp11ance with central wishes or 

... plans. n41 Many enterprises. therefore, joined with the branch ministries 
to obtain as much investment as possible from the centre as an easy way of 
fulf1111ng their production quotas. 

In sum, it has been shawn that the systemic variable exerted a 
positive influence on South Korea's ex port promotion strategy but à negative 
influence on that of Hungary's. South Korea, in part because of its , 

d1fferent institutional structure, was able to establish a new and'cooperative 
relationship ~th its private sector that clearly left the government in the 
dominant position. 

• 
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The Park re91. was ca,..ful tG ensure, however, that fts pressure 

to e)CpOrt did not eonspromse the auton~ of the pr1vate seetor. The 

latter responded to this pressure to export and the attractive incentives 

offered by dra_tieal1y expanding manufacturing output for the export .rleet, 

by tlkfng the considerable 1nvestllent risks involved an~ by react1ng quiekly 

to overseas market opportunfties and finally by adjusting to economie cr1se~~ 
.. 11. .': 

In Hungary, on the other hand, the syst.enl1c variable exerted a 
negative influence On its export perfonaance. The branch mfnistries as basic 
features of the institutional system had to be retained primarily for 

politfcal reasons. These mfnistries beeause of their supervisory responsib1li­
ties for enterprise operations were M!11 positioned to weaken the autonomy 

that the economie reforms had entafled for the enterprises. 

In 1968, branch ministries had argued for the maintenance of strict 
central control over enterpri''Ses that exported to the C.M.E.A. - The1r vietory 
meant that those enterprises responsible for roughly half of total exports 

were unaffected by the economi c reforms. In addi ti on, branch mi nistries 

skilfully exp10ited the temporary defeat of the refonners to reintroduee, 

a1though not in name, strict central controls over even those enterprises 

that had used thei r autonomy between 1968 and 1971 to i ncrease thei r exports 

to the O.E.C.D. market. After the reforœrs regained control over economie 
poliey in 1978, the new reforms implemented gave sorne autonomy back to the 
enterprises. Nevertheless, for most of the period under study, production 

decisions in South Korea were essentially made by the private sector, whi1e 
those in Hungary were primari1y made by the central planners. 

. , 
"1]: 
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CHAPTER5 

EIPOIf STAU~TECHM)L06ICAL ŒVELmENT 
MD MSCRtMlNmON 

Many deve10ping and se.i-i~U$tria1fzed countries have had tlleir ex ... 
port perfo ... nces seriously .ffected by the prôtect10ntst .asures t1llpOSed 
aga1nst the1r exports by ~ Western tndustrtal1zed countries. Part of 
the pr;'Ob lem has been due to the flet that these eountries export 9oodS' 

thlt CQ1IIPete with industries in the developed WGrld~ The experts, too, 
of these .selli ... 1ndustriali2ed countries. for example, are a1so not highly 
processed and so are vulnerable to a wider range of trade discrimina-tion. 

To overcome this O.E.C.D. protectionism, many semi-industrialized 
, countries are pursuing the strategy of 1mport1ng advanced techno10gy for the 

specifie purpose of upgrading their production structure, so as to export 
goods that are highly processed and so less vulnerable to protection1s ... 
The exogenous variable. therefore. examines the'trade discrimination the 
exports of Hungary and South Korea encountered on the O.E.C.D. market. the 
politica1 and economic factors behind this protectionism and the efforts of 
these. countries to overcome i t. 1 twill be argued that South Korea vas 
better able to cope with this discrimination and to take steos to reduce it. 
than was Hungary. 

HUNGARY'S TRADE DIRECTION AND COMPOSITION 1968-1980 

While ; t has reduced i ts depenclence on tbe C .M.E.A., Hungary d1d not 
significant1y inerease its percentage of total goods exported to the O.E.C.D. 
market. The C.M.E.A. remained Hungary's largest market. Its share of total 

o 
exports moved from a high of 70 percent in 1968 to 51 percent in 1980. In 

) 

regard to the O.E.C.D. market, its share rose above the 1968 figure of 25 . 
percent to 34 percent of total exports in 1980. The percentage share of the 
deve10ping countries in Hungary's total exports doubled between 1968 and 1980. 
It went from 5 percent in 1968 to 11 percent of total exports in 1980.1 

Table III will be used to facil1tate our analysis of Hungary's export 
composition with the O.E.C.O. countries. as the latter constituted the .ain 

68 
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target of HunglrylS export p",..t1on strategy. 

L .. .. 
>-

n 1968 

1973 

1977 

1980 

TABLE III 

HUlllARV'S TRAŒ COWOSInON lUTH o.[.c.o. COOORJES 
(IR 1 Of TOtAl O.E.C.D. EIFtMI$] . 

0 - N ..., .. a.n \0 ..... CD Ot 

~ U U U U U U U lU u .... .... .... .... .... .... .... .... .... - - - - - - - - - -'" V) V)_ V) VI en VI V) ut V) 

32.2 2.0 11.8 4.4 1.6 6.4 22.2 6.9 12.4 0.1 

36.2 1.2 9.8 2.6 1.3 7.2 24.1 6.8 10.8 0.0 

23.8 0.9 9.7 8.1 1.3 11.5 21. 7 11.5 11.6 0.0 

21.9 1.5 9.4 5.7 1.6 12.8 19.3 13. 1 12.9 .1. 7 

." 

! 
... ~:l ~ ... 

LU :!oU 
li li -.:f ~A: A- A-

52.8 48.0 

51.1 48.9 

43.8 56.3 

40.1 59.8 

SITC: Standard International Trade Classification. For a descriptiOft of 
the fndividual categories. see Appendfx. p. A-l. 

Source: Ca lcu1ated on bas 15 of Uni ted Nations CoIIIIOdfa Trade Sbtt stics: 
Yarfous Vears. Figures., not add up to 100 percent cause of round1ng. 

1) 

The technological level of Hungary was an important factor. aeeounting 
for the-aifference in its trade cc.position 'between the O.E .C.'D. and the 

C.M.E.A • .artets. According to 8. Balassa. Hungary's trade structure with 
the O.E .C.D. eountrles 15 s 1nri laI" to that of a developing nation. 1 ts tracte 
structure with the C.M.LA. eountries and those of tt.e developing world. on 
the other hand. is sinrilar to that of a deve10ped eapftal1st eountry.2 

Hungary's technologieal level 15 __ 11 below that of the O.E.C.O. 

countries. As Table III shows. it. therefore. ex ports a h1C)h percentage of 
pri .. ry and basic 8nufaetured goods 10 the West. In 1968. 48 percent of 
Hungary's export to the developed capltal1st countries consiSted of .nu .. 
factured goods ..... ne the ,...i ni 119 \52 percent were ... of pr1.ry products. 

Its ex port CCJIIpOSttton _so dœtneted by the food .. d Hve anf_ls categor, 

{ 

1 
1 -1 ' 
1 
1 
1 , 

~ 
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(SITe 0) • .tl1ch constituted 32.2 percent of total export5. folla.cl by 
baste ....,.,.ctured goods (SITe 6) IIDunt1nq to 22.2 percent. n.ese- goods 

·requ1red • s1..,1e producUan structure to Ile produced as they involved • 
1_ level of processing. 

'" 

Sa. change d1d occur ln H ... gary's COIIPOSition of 19oods exported to 
1 • 

tIae West. By 1977. the -.1orfty of goods exportH to the! West cons1sted of 

_factun!d products. the latter a ..... ting to 59.8 perœnt of total exports. 

in 19..,. OIange a1s6 occurred in the .. ufacturtng category. ChHrtcals 

.. lad tllefr source of total exports betwen 1968 and 1980. 901ng froll 6.4 

pei cent to 12.8 ptrœnt of total exports. Mach1nery and transport equf,.nt 

"-d a s1m1ar pattem in the s_ period. 901n9 fna 6.9 percent to 13.1 

pei a!ftt of total exports. Fin.11" after 1973, due to E.E .c. tra. dts­

crtllhlltfon. the food _d ant.l cate9Ory, while still signif1cant, fell to 

21.9 percent of total exports tn 1980. 

Pbst of Hungary's i1lpOrts frœ the O.E.C.O •• rltet COIIsistec:l of 

.... ufactured goods. reflect1ng in part the low technfcal level of the C.M.E .A •• 
Iftd the desire of the refo,.rs ~o obta1n advanced _stem technology to 
iI.ple.nt their intensive strategy of ecOftOlric devel~nt. In 1977, 

_ch1nery and transport equ1".nt led the way vi th 33 percent ,?f tou 1 

111POrts. H ... gary a 150 iltpOrted a fai r a.,unt of cœponents, selll1-proœssed 

goods and chetricals fra the O.E .C.O. market. Fina11y, Hungary imported iU 

,.. .terials and fuels predoMinantly from the Soviet Union. because of the 
steady supply and favourable priees offered by the latter. 3 

HUlCARY: OU1lIlDEO PRODUCTION STRUCTURE AND EAST-WEST INDUSTRIAl COOPERATION 

HWlgary's strategy of pursuinq industrial cooperation with the West 

.. s closely related to its switch fram an extensive to an intensive method . 

of econœ1c developlIII!nt. 4 A comparative study of sociaHst industry had .. ~ 
revealed the appalling technologieal backwar-dness of C.M.E.A. and Hungarian 

industl-y by 1965. Enterpnses that produced machinery were representative 
of the difficulties the reformers had to face. In Hungary 86 percent of 

their products were considered either obsolete or partially 50, while, "only 

14-percent measured up to world technoloqical standards".5 Hunqary did n~t 
have the option of tuming ta the C.H.E .A. for teehnoloqy as the study also 
found its teclffiO'logical le.l to be qui te 10w. 
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The refo,.rs had recogn1zed as Hrly as the 19605 that Hungary's 

1'nabf11ty, to cQllpete effect1wly on theo O.E .C.D. _net _s due in part I,to 

-1ts outdated production structure tttat offered low-qual1ty and 1naccur.tely 
, ~ 

pr1œd good$ for sale on the constantly dtanging and de-.ading O.E.C.D. market. 
• 0 

Industrial cooperation was seen as a IRans of Pl"'OCUMng the necessary up-to­

date technology to change the p1"Oduction st1"'Ucture as _11 as the lleans of 

securi ng aceess of Hungari an .nufactu1"ed fjroducts to the O.E.C. D. market. 
Industrial cooperation may be' defined as an agreellent between .. Hungarian 

and a western firm, -tct work together in order to accomplish a .,tually 

beneficial goal. Tbe Hungarian enterprise would be-provided with products . 
that .ete made wi th the transferred technology. The Western ~ny .,.,ld 

then assu_ responsibility for marketing the product on the O.E.C.O. market. 
'!hese agreements usua l1y 1 asted for severa 1 years. 

This section, therefore, examines the factors that prevented Hungary 

from updating its production and trade structure. First, Hungary's outdated 

production structure was a consequence of the Stalinist or extensive _method 
Of-economic development that was imposed upon a techno1ogically weak economy 

after the war, a10ng wi~h its ~ltered trade relationship, in favour of the' 
U.S.S.R. In our earlier discussion of the extensiv: method of economic 

development, we noted that it was based upon the availabi1ity of a plentifu1 
supplyof labour, capital and raw materials. Therefore, in the 1950s there-

" . 
was not any need for advanced techno10qy to reduce the considerable amount . 

of inefficiency in this method of deve1opment. The enterprise had li~tle 

incentive to engage in technological development. It was secured in the 

econ~ by its mon~polistic position, a100g with being severed from the 

competitive pressure of the wor1d eCôrromy. The existence of an irrationa1 , . 
priee system, which made assessment of different technologies impossible, as 

well as a. seller's market, meant that planners were not under pressure to 

technologically upgrade the economy.' In fact, according to I. Berend, the 

quantitative criterion of success and the security of ~he enterprise created 
a situation in which, "it was more advanta'geous to produce traditiona1 goods 
in the traditi ona 1 way. Il 7 

r' "'. 

Second1y, central plannin~ (urther impeded the developaent of ___ 

'Hungary's production and trade structures. As a result of the hierarchical 

) 
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nature of the Stalinist .,.1 of econOlric çOntrol, technologica1 research 
.pld technology were eut off fl"Oll the ~roduçtion process. ReSt!arch was 
under the control of the centra 1 pl anners . 1 t was fi nanced by the s tate 
and procee.d in accordance w1 th the pre ferences of the branch mi ni s tri es. . 

• ° 

Research wU not cpnducted with enterprise pnorities or~ Droble11S in III1nd. 
Enterprises hard1y conducted any research.8 

Fina1ly, the establishment of trade links with the Soviet Union ~nd 
.0 the C'.M.LA. a1so negatively affected Hungary's technological leve1.9 

Hunga~ was eut off fram capita1~st èompetition and up-to-date technology 
for _st of the period leading up to the introduction of the N.E.M. in 1968. 
What little advanted technologica1 know-how Hunqary obtained was acquired 
through a, careful reading of western scientific jouma1s. No purchases of 

western techno10gy and 1iœnct!S were made; Hunga~ was eut off from suppliers . , 
of aélvanced technology. Nati'onalization of foreign enterprises did not 
provide much in the way of techno1ogical capabilfty as research was centered .­

in the paren~ company not in its Hungarian subsidiary. Hunqarian enterprises 
almost had to start thèir technolQgi,Çal research from a zero ba~e. The low 
l~vél of Soviet technology further refJuced any incentive to innovate, since 
Hunga~ could easily se11 its low qua1ity goods in the huge and stable Soviet 
market. 

According to Jan Vanous, Hunqary's strategy under the N.E.H .• of 
1mport1ng western te"chnology in an attempt to upgrade its production and ex­

port structures, ~roved unsuccessful. 10 It was due to the fact that the 
amount and qua1ity of machinery are not necessarily the most important 
determinants nf produetivity. It is the political, and soeio-economic environ­
ment that conditions technolqgieal usefulness . .rence, Va nous pointed ~ut . 
that the low level of managerial ability, workersl, discipli(ne, and market 
- , 

incentives seriou~ly eontributed to the poor performance of western technology 
in Hungary. Hungarian en rprises were unablé to use this western techriology , (' 

ta reduce their costs, ~o to acquire co~etit1veness witth O.E.,C.D. 
produœrs. A1so, the impl nt1ng of relatively advanced western technology 
onto Hungary's outdated production structure, stressed Jan Vanous, also 
severely limited the usefulness of ,technologieal t~a~fer. 

' .. 

-
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A further diJf;c~1ty developed with the use of imported technology. 
Planners soon found that the hard currency used to purchase the technology 
was merely the first financial outlay involved. More'ha~d currency was 
needed in the first two years after purchase of the machtnery to provide 
adaitional amounts of materfal input~, components and~semi-finished goods 
required to operate the machinery effectively. Already strapped for hard 
currency, Hu~~ound it increasingly difficult to make \hese purchases. 

~ c 

Finally, industrjal cooperation never significantly affected Hunga'ry's 
. 4 

tradè performanêe, as it accounted for only 4 percent of its western 
exports. 11 The turbulence on the world market in the mid-seventies saw Many 

" of the industrial cooperation agre~ments being allowed to lapse. The two 
leadfng western finns went 'under in the face of world economic difficu1ties. 
Other western companies withdrew from industrial cooperation when western 
labour unions bega~ complaining about jobs bein9 exported abroad. Interest 
was also lost in industrial cooperation when the western firms were unable to 
market their Hutlgarian manufactured goods due to the recession in the mid-
seventies. Hungarian enterprises turned away from industrial cooperation 
after being stuck with contracted payments for the raw materi,al imports, 
which were used to produce the exports involved in industrial cooperatipn. 
The priees of these mate'rial imports were raised cànsiderably in the mid-
seventies due to western i nfl ation.~ \ 

In conclusion, it has been sty>wn that Hungary's strategy for up­
gradi ng i ts producti on and export structures. was unsuccessful. Due ta the 
outdated production structure, and the different sociopolitica1 context in 

, 1 

wh"ich western technology had to.function, the latter did not live up to the 
refonners' expectations. Industrial cooperation did not succeed either, 
in opening up western markets to Hungarian exports, as the economic 
difficultiès of the mid-seventies saw many of these agreements being cancelled. 

HUNGARY AND D.E.C.D. TRADE orstRIMlNATIDN , .. 
" Hungary's export performance was negatively affected by its virtual 

exclusion from the ~ndted States market until 1978, and t~e protectionist 
pol1eies fmposed against its exports by the European Economie Community 
(E.E.C.). This section, therefore, looks at the nature of the pr~tectioni~t , . 

~ .... 

/ 
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poUcies that were levied against Hungarian exports throughout the seventies. 

and the po1itical factors that gave rise to them. 

Hungarian and Ameri~n trade prospects were a1ways a function of the 

attitude of the prevai1ing American government towards communism. 12 Thus, 
\~ 

in 1951 during the onset of the cold war, the U.S.A. withdrew normal trading 

arrangements Or most-favoured nation status (M.F.N.) from Hungary and the 

other corrrnunist regimes of Eastern Europe. when it had decided to use trade 

as a political weapon to weaken cOlllTlUnism. Whl1e the main object of 

Arœrican anger after 1948 was the Soviet Union. which it regarded 8S hege­

monie and potentially expansionist. the U.S. govemment, nevertheless, drew 

no distinction between the Sovie~ Union and her East European allies; ~an 

economi c errbargo and',boyeott was es tab 1 i shed whi eh treated the Soviet Uni On' 

and Eastern Europe as equivalent." 13 Two line5 of reasoning sLtpported the 

American attitude. First, t~& Soviet Union and Easte'rn Europe were viewed 

as a monol i th; c body, therefore. he lp tp any component· of tha t body, in 

effeet, rueant help to the entire bloc. Secondly, the reglmes that ruled 

[as tern 'Europe were viewed as i llegitimate. oppress ive and ~mporary. 

therefore. U.S. help to them was deemed to indirect1y contribute to the 

oppression of the East European people. 

After it was recognized by the U.S. in the early 19605 that corrmunism 

was not a roonolithic body, and that its trade embargo and boycott had not 

succeeded in weakening cOlTlTJunism or in providing advantages to the West, a 

changed American attitude to trade with conmunist countries emerged. 

President Johnson proposed the construction of trade and cultural bridges to 

• the Soviet Union's allies. This policy of trade cooperation was held to be 

economicallyadvantageous to the West. Sorne believed it would reduce the 

pos s i b il i ty of mi li tary confl i ct ; n Cen tra l Europe. as we 11 as prov; de 

Eastern Europe with more autonomy vis-a-vis the Soviet Union. President 

Johnson cut back the number of trade items requiring-export permits te 

Eastern Europe. "President Nixon continued the trade liberalization 

process. 14 

By 1974, wi th the passage of the Trade Act t a new Ameri can attitude 

towards trade with Hungary and other conmunist regimes emerged. The Act 

1 
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can be viewed as an economie tool designed· to induee East European regimes 

ta make political concessions favourab1e to the U.S. govemment in their 

dol'll!stic policies. The Act barred. "MFN Status, credits and connercial 
agreenents to any 'non-market eeonomy, .. 15 that the O.S. P.resident and 

COngress held was preventing its citizens fram emigrating 1egal1y or by the 

> imposition of heavy taxes. The Act eould be waived by the President for Any 

East European country that he felt would a110w its eitizens te emigrate 
[;1 

free 1y in the future. 

ft>st favoured nation status was given te Hungary in 1978. after it 

agreed "to maintain inmigration practices that are acceptable ta the United' 

States. M16 The Hungarian authorities wished to gain access to the 1argest 

naarket in the world for manufaetured goods, along with the credits illide 

available by the U.S. Export and Iq>ort Bank to U.S. trade partners. 

Hungarian acceptanœ of the terms of the Act eue as a surprise to the Carter 

adlllinistration. The latter felt that Hungary might have foll.d the hard 

line of the Soviet Union in denouncing the Act as a violat,ion of its sovere1gnty. 

As a centrally planned economy (C.P.E.), Hungary trades on the 

O.E.C.D. naarket with an inherent disadvantage not faced by Any country that . 
possesses a market oriented economy. The ftl)re severe restrictions on 
cgaa,nist exports, by means of quotas and the denhl of M. F.H. status, have been 

justified on the grounds that sinee the state in a C.P.E. has a monopoly on L 
foreign trade, this control provides the C.P.E. with a 'predatory' advantage 

over"a market oriented economy in international trade. It is alleged that 

C.P.Es~ can ignore cost considerations in the sale of their goods, so as to 

penetrate a market; market economi es presumab 1Y cannot 1 gnore these factors. 17 

The above assumptions make communist exports very vulnerable to anti­

dumping neasures. 18 Dumping is the situation)lhere a good is sold in a " 

fore1gn market at a price lower than in the home market. It has also been . ") 

defined by the U.S.A., and later accepted by the E.Le., to be a situation 

in whicb a good is sold abro~d at a priee lower than its production cost in 

the home country. Because the priees of cOJllmJfltst exports are d1fficult to 
det,ermine, charges brought agatnst the C.P.E. for dumping are settled by 

comparing the cost of the allegedly dumped article to a similar one 
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manufactured by a country that possesses a non-centrally planned production 

process. This procedure meant that Hungary could never be considered the 

IIK)st efficient producer in any line of act;vity. , 
, , 

In 1977, Hungarian trade officials vehemently denied charges of un-

fair trade practices, such as dumping. They pointed out that Hungary, as a 

YED>er of GAn, had gi ven M. F.N. status to a 11 GAn s;gnatories. They 

pointed out, too, that the U.S.A. and the LE.C. had violated the principles , 
of f:.An by denying Hungary M.F.N. status and bringing dumping charges against 

, 
i t. They contended ,th~t un less th; s~ trade di scrimi nat ion was di scon.ti nued-

Hungary might have to w;thdraw from GAn. Indeed. Taylor and Lamp (1979) 

stated that there was no ev; dence to support the charge that C.P .Es. behave 

in a predatory way. or that they can react fas ter to changes in econom; c 

conditions than market economies .19 
~ 

Both primary and manufactured exports from Hungary ran into ( 

p"rotectionist obstacles on the O.E.C.O. market. 20 The level of discrimination 

imposed against ruanufactured exports depends upon whether they are treated 

as import sensitive or note Import sensitivity refers te the attempts of 

We$tern importers. namely by way of import restraint petit;ons, to l;mit 

the importation of goods they also produce, on the grounds that the foreign 

~orts are causing them domestic econornic difficulties. These companies 

usu~ly charge that the exporting countries are engaging in dumping or sorne 

other unfair trade practice. 

There are two groups of import sensitive goods for the O.E .C.o. 
market. Footwear, steel, textiles and clothing fall into the highly 

Sensitive group. The other group is tenœd moderately sensitive and consists 

of such goods as transport equi prœnt, textile fi bers, chemi ca 1 products 'and 

manufactured fertilizers. In the 1973-77 period, the study done ~on the 

sensitivity of communist exports to the West by Taylor and Lamp found that 

28 percent of Hungary's exports were subjected to import restrictions because 

they fell into the highly sensitive category. C101'hing was the most 

sensitive product. In 1977, Hungary, under pressure from the E.E .C. trade 

officials, yoluntarily agreed to limit the exports of its textiles to the 

E.E. C. market; E.E.C. offi ci al s were threateni n9 to impose drasti c cutbacks 

on textiles if Hungary did not act quickly • 

._~_,-> • _~ ___ .~ ___ .~ ___ .~ ~_ r ~ "'i ""-""FO;" .. ~_ 
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The high proportion of food and l~ve ani_ls. which constituted 32 

percent of HungAry's totfl exports to tJw' West in 1973. IJSO _de 1t 

vulnerable to the protectfonist c;.o.., Agrjcultural PoHey of the E.E .C. 

The la tter prohibi ted the entry of Hunglri.n catt1e in 1974. due to the 

over supply of beef frai E.E.e. producers. ~cluse of the drought in 

Western Europe in ttiat year. E.E.C. producers sllughtered .. ny of the1r 

cattle. The ban was ~Ty eost1y for Hunglry. A_ Radio FI"H Europe Report . 
estilDlted the cost of the ban to be U.S. 100 million dollars. The ban .150 

affected food and agricultura1 exports signifieantly. They fell fnDM 37.4 
o 

percent to 25.1 percent in 1976. Agricultural and food products wre 
Hungary's lIIin hard eurrency eamers on the E.E.C. martet, g01ng lIIinly 10 "j 

West Gemany and Ita1y.21 . , 

Finally, the E.E.C. discriminat!d .ga1nst Hungarian,exports in another 

WI)'. It awarded preferential ICcess to Rlany developing countrfes, including 

South KOTea. This acceScS was denied to all the cOImUnist countries of , 
Eastern Europe including Hungary. and given to al1 the other countries in 
Eu~pe. 22 

v 
) 

In sum, the examination of Hungary's export structure wi th the O.Lt.O. 

market showed that it consisted of a high pereentage of primary and sensitive 

pn)ducts.' This outmoded production and export structure was due t~ Hungary's 

central planning system that stifled technological innovation; Hungary was 

thE!jrefore unab le to p roduce qua li ty products so as to compete effecti ve ly .... 
on the O.E.C.O. market. The outmoded structure also contributed to the 

failure of western technology to adequately upgrade the produets that Hungary 

traded On the O.E. C. O. market. 1 n ad dit ion, -the trade di scrim; nat; on en­

countered on the U.S. and E.E .C. markets was poli tically motivated. U.S. 

discri mi nati on fonna lly ended in 1978 after Hungary agreed to the terms of 

the 1974 Trâde Act. By denying prefenential aceess to Hungary, the'E.E.C. 
"G 

continued to discriminate against its exports. 

SOUTH KOREA: TRADE DIRECTION AND COMPOSITION 1968-1980 • 

Both the direction and assortment "of goods offered for export b~ 

South K,orea changed signifieantly during the period of analysis. Wh11e the 

Hun,garians were attempting the break into the U.S. market and ta boost th~1r >, 

. 
~~ ' ... __ .. _--_ .. _ .... ~. -_.- ._. -
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exports ta the E.E .C •• the South Koreans. after 1974. activel)' sought ta 

reduce the1r dependence on the U.SI" and Japanese .!"kets in order ta escape 

tridi! dts cri JIi nation . They. therefore. 1ncreased the'1r efforts to expand 

exports to the _velop1ng wor1d and the E.E.C. In 1968, Japan yd the U.S. 
accounted for 74. 1 percent of South Korea 1 s tota 1 exports, vi th the U. S • 

shlre bei ng 52.1 percent and that of Japan 22 percent. The rapid redirection 

of trade occurred after 1973. In that year. Japan and At.rica toole 70.2 
• c " 

p&rœnt of South Korea' s eXJ)Orts. 8y 1977. thei r share had fa l1en to 52.5 

percent. and by 19f1J. it had been reduced further ta 45.5 percent. The U.S. 
cont1nued to be South Korea's 1argest export .rltet. accountfng for 26.3 

percent of total exports in 1911». Japan accounted for 17.3 percent of total 
... exports in the t year. 23 

South KOn!I~ 5 trade pattern wi th the U.S. was sill11ar to that of 
Hungary with the C.M.E.A ... rtet. It exported pri .. rily lIIIftufactured goods 

o 

to UIe U.S. and 1l1pOrted a large UKJUnt of pr1 .. ry goods, a10ng w1th sa. 

capital ones. In, 1975, 96.4 percent of South Korea' s exports to the U.S. 

were lIIInufactured 9OOds, w1~h on1y 4.6 percent being prilAlry. Howeve.r. MOst 
of these consisted of l1ght and basic manufactured goods. Chelnicals lIIOunted 
to on1y 0.6 percent and IIIch1nery and transport equ1pnent ta 15.7 percent of 

d 

tota 1 exports. 1 n thi s same year, 63 percent of the U.S. exports ta South 
Korea tlllere pMmary goods, while 37 percent were manufactured ones. The 
llrgestJitlID of import f,.. the U.S. by South Korea was machtnery and" trans .. 
port equipment, accou~ting for 26.9 percent of total exports. 24 

However, So"th Korea 1 s trade pattern w1 th Japan was si mi 1 a r ta that 
of Hungary with the O.E.C.D. market. It displayed the behaviour of a 

devèloping count~ while itstrade pattern with the U.S. was similar to that 
of a develope-d country.25 outh Korea exported main1y rnanufactured goods 
of a basic nature a long wi th a large prÔportion of prirnary goods to Japan. 
It imported 1arge1y capital goo~s and techno10gy. In 1975, 95.2 percent of 
South Korea's tmports from Japan were capital goods, be1ng led by mach1nery 

and tr~nspot.t equipment that constituted 43.9 percent of total exports. On 

the expo~t side, machtnery and transport equipment amounted to 12.9 percent 
and chem1 ca 1 s to 2.4 percen t of tota 1 exports. 0 

" 
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TABLE IV , SOU114 KOREA'S TRAŒ C~OSITION 
(t N 1 Of' ToTAl TRAIE J 

~ 

f 
~ 

4ft ""VI 
0 - N ...., ...,. Ln \D ..... CIO 0\ ~t; U..., - .u 

'u -
I~ ..... :s ... u u u u u u u u U ::1 "0 - CI ~ l- I- l- I- ~ 1- ""l- I- 1- "te ce ., - - - - - - - - - ->0- U") V') V') V') VOl '" V') V') V') V') a.. 0- ~o.. 

11968 9.8 1.9 13.5 0.5 0.02 0.7 31.5 5.4 36.6 0.0 25.8 74.2 ,. 
1973 7.6 0.7 6.1 1.1 0.01 1 .5 34.2 12.3 36.3 0.2 15.5 84.5 .,. 
1977 9.4 1.1 3.0 0.1 0.00 2.2 30.0 17 .3 35.3 0.4 5.2 84.8 

1900 6.5 0.8 1.9 0.2 0.01 4.5 35.7 19.8 30.2 0.5 9.7 90.3 

SITe = Standard International Trade Classification. For a description of 
the f ~di vi dua 1 ca teg~ri es. see Appendi x, p. A-1. 

• -11 l' 

Source: Computed on bas is of United Nations 
Various Years. 

Col1lllOdit,ï Trade Statistics: 
Fi gures may not add up ta 100 percent becaus~ of rouncU ng. 

As the above tab le shows, the compos i tionQ of South Korea 1 s expor'ts 

changed over time. At the aggregate level, primary exports fell from 25.8 

percent of total e~ports 1n 1968 to 9.7 percent in 1980. Manufactured goods, 

which consti tuted 74.2 percent in 1968, now amounted ta 90.3 percent of total 

exports in 1980. Change a1so occurred within the composition of goods ex­

ported. As Younggil Kim pointed out, light manufactured goods such as ply­

wood, footwear, clothing, textiles and wiqs were the main exoort items of the 

19605. But, according to an official South Korean source, "heavy A chemical 

industry exports have become increasingly important to J(orea's ec mie 

growth, accounti~g for 41.6 percent of tQtal exports in 1980 ... 26 

This change can be seen in part by the moverœnf of chemica1s, and 
_./ 

machinery and transport equipJœnt' in the export composition. In 1968, they 

constituted 0.7 percent and 5,4 percent, respecti"ve1y, of total exporta By 
, 

1980, however, they amunted to 4,5 percent and 19.8 of total exports. 

,.-:.. 
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Unlike Hungary, which exported a .,ide Yarlety of goods. the export 

structure of South Korea was fairly narrow. enabling it to exploit 1ts 

COIIIParatfve advantage in labotJr intens he goods. 1 n 1980. oyero 90 percent 

of South Korea's total exports lllere .. de up of seven items. including such 

products as textiles and ships.27 

ln su .. , South Korea was able ta si~; ficantly change the composi tian 

as .11 as the direction of its exports. Whl1e in 1968 roughly a quarter 

of total exports .were _de up of primary goods, by 1980 the situation had 

drastically changed. PrimarYJQ90ds now amounted to 9.7 percent~ with an 

overwhelming nunmer of manufact.ured goods now being exported. The following 

section wi 11, therefore, enqui re into the causes of this transfonnation feat 

that el uded the Hungari anS. 

SOUTH KOREA: TECHNICAL ASSISTANCE AND DIRECT FOREIGN INVESTf'.ENT 

The use of up- to-date wes tern techno 1 ogy and as soc i a ti on wi th lIK.f 1 ti­

national corporations so as to penetrate the O.LC.o. market were seen by 

Hungarian and South Korean planners as intégral parts of their export pro-

Jll)tion drive. Unlike the Hungarians. however, the South Koreans managed to 

imp1ement their strategy quite successfully. 
, 0 

1 t is true 'that the Hungarians made some efforts to encourage di rect 

foreign i nvestrœnt è O. F. 1.) . Forei gn compan; es were a l10wed up to 49 percent 

in joint ventures with Hungarian companies, and after, 1973, even~majority 

ownership in some lines of activity. It was recoqnized, though, that since 
Hongary was a socialist oountry, and given the Soviet political constraint, 

o.F.1. could never be extensive in Hunqary. The South Korean govemment, on 

the other hand, possessed no ideological" inhibition nor was it subject ta any 

politica1 constraint in regàrd to O.F.I. In fact, the South Korean government 

made a determined effort to obtain up-to-,date techno109Y and to secure a 

market for its exports by offering, the most 1iberal and attractive incentiv~s 
i 

j 
in Asia in order to encourage multinational corporations to locate in South 

Korea. These i ncentives i ncl uded exempti ons from i ncone tax for a five year 

period, the right to repatriate profit and principal, al~ng wit'h other fonns 

of tax concessions. Finally', the government followed up these incentives 

that were estab1ished in the 1960s by establishing the Hasan Free Trade Zone 

'. 
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in 1970. All imports of JIIIcb1ne'ry, raw materials and semi-f1nfshed parts 

that were to be used for export promotion 1 n th;e Zone were exempted froID' 

i~ort duties or tar1ffs. Also, through 1ega1 'and coercive .asures, the 

gove.,..nt guaranteed potenUa1 investors a strike free environraent.28 

These measures were effective, as a OlInDer of foreign firms, spear­
headed by Japanese campanies, rushed fn to utilite the fncentives. Japan 

" had four campanies in South Korea in 1967. Six years later, the n'-er of 

conapanies had risen to 320, with total 1nvestments of U.S. $205.2 million. , 

By 1915, the number of Japanese cOmpanies had jumped to 777, possess1ng 

i nves tll!n ts of U. S. $498.2 mi 11 ion. Japan ha.s been respons i b le fo r mos t of 

the D.F.I. in South Korea. For the period 1972-1976, 1ts finos accounted 

for 39 percent of total D. F. 1. The U.S .A. has been South Korea as second 

largest D.F.I. supplier. 29 

There were severa 1 factors th~t led to. ,this rush of Japane~ F.l . 

1nto South Ko"., apart from the incentlves offered_nd wh1ch made its 

companies the oost export oriented ones 0011, the,foreign companies operating 

in that As1.an country. First, South Korea's lOw wage policy and disciplined 
1 

labour force were attractive to Jaf>~ne.se. fnvestors beca4se the1:t country', 
et " • , ). • • .. , 

due to rislng labour costs and a 'shortage of workers,f no longer cou'ld compete 
< ,.. , 

internationally in labour intensive pr.oducts. Secondly, because of the 
shortage of industrial s'ites and opposition to pollution or;'~nted industries. 

the Japanese government encouraged heavy and labour intensiv~ companies to 

loc:ate abroad. Finally, Japaness investors èould avoid sorœ of the restric­

ti ons imposed on the; r products that were prod\;lced in Japan. by. havi n9 them , 
produced 'in South Korea. The latter qualified for preferential access on the 

30 LE .C. and U.S. markets. 

\ 
The Park regime found that these Japanese heavy and labour intensive 

companies complemented its strategy of economic development wel1. 3l The 

majority of Japanese companies moved into labour intensive production. and 50 ... 
contributed 'to the reduction of unemployment .. ,Technological transfer 

occurred. especially in the Masan Free Trade Zone. In addition, the Japanese 

companies treated their operations in South Korea as subsidiaries and 50 as­

sumed marketing responsibilities for a11 their goods produced there. 
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The most ilDportant result of D.F.I •• however, was its contribution to the 

.C:hange from 1i9h~ te heavy fndustrial exports. 8y 1974, of the chemica1s. 

petroleumproducts, and 1Iachinery and parti exported, 57.3 percent, 56.2 

percent, and 84:2 percent, respective1y, were exported by foreign companfes. 

Finally., of the share of electrical and electronfc goods exported, 86.6 per­

eent cane from foreign companies. While D.F.I. pales in cornparison with 

loans and other foms of capital, ft, nevertheless, played an important 

role in upgrading the production and export structure. 

Ne saw that the Hungarians had opted for indus trial cooperation rather 

,'I than D.F.I. as a Reans of improving their export, structure. The South 

Koreans not only favoured D.F.I. but also made considerable use of foreign 
1 

, -

technology. marketing assistance and technical know-how to boost exports. 

This' becalllE! readily apparent 1n 1976, after 112 companies located in the 

export sector were surveyed, regarding the relative importance of domestic 

and foreign soureès of teChnology.3~ . 

The South Koreans made extens ive use of forei gn '"te ch nol ogy . Even mos t 

of the technology that th~ respondents indicated was 10ca11y developed 

actually came fram abroad. Some. of this know-how was brought to South Korea 
.,/ r 

by the Japanese during colonial' rule. JaDanese technology was to be found 
, .. ~ , 

in' the p1ywood and texti le industries, whose pro."ducts were important export i tl 

local manufacturers, however, experienced no difficulty in readi1y , 

assimilating the overseas technology. 

In the area of product innovation, foreign sources dominated. too, 

'and were of invaluab1e assistance to South Korean exporters. The exporters 

held that foreign sources had accounted for 68 percent of their product 

innovation knowledge. Mor7 specifically, the,purchasers of South Korea's 

exports led the way, fo11owed by the visits of staff abroad. The greatest 

ï nfluence exerci sed by forei gn buyers on South Korean exports was in the area 

of the nature of the good produced. An overwhelming number of firms admitted 

that, "they ei'ther modified the characteristics of their product to accomodate 

buyers ' requests or produced in direct accord with buyers ' specifications. 1I33 

Assistance given to South Korean exporters in order of descending importance 

was in the areas of styling and product design, packaging, tech~cal 

- '"------ .. 
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requ1reients of a basic nature and, f1nally, si~le product requi~nts. 

This asststance was espec1ally tI.portant because of the ddamUng, chang1ng . . 
and fra9Ented nature of the O.E.C.D •• rket. 'In addftion. South Karean ex-

porters fllproved thefr trade ccapetft1veness after they follOWed the adv1ce 
" 

of fore1gn bUJ1!rs to _ke certatn ctianges in thefr plants' .nagerial and 

organfzation systems; costs fell and eff1ciency 1~roved. 

Japan was by far the largest e1porter of technology and capital goods 
to South Korea. fOllOted by the U.S.A. Japan's praninence was due ta its 
prox1.,ty "'rrèh) .. de ft easy to service industries in South ,ore~. and its 

\. capacity to IIOdffy western technology to suit its needs. S1.nce ,outh Korea 
was follow1ng essentially the same export pranotfon path lis was done by Japan. 
its technology was well su1ted for Korean use. 

ln SUID, we have seen that South Korea's considerable use of D.F.I. 
and technical assistance from its main suppliers enabled ft to produce goods 

that were tai lored to the requi rements of the Japanese and AmeMéan œrkets. 
its two-largest trading partners. This contrasted sharply with Hungary's 

decision to avoid extensive use of D.F.I. and to rely on fndustrial coopera­

'tion agreements to secure markets and technology. The Hungarians 'were un­

successful, but even 1n this area, the South Koreans made tremendous gains. 

SOUTH KOREA AND O.E.C.D. TRADE DISCRIMINA'nOO 

Both Hungary and South Korea wer,e subjected to high levels of pro­
tect10nism in their trade with the O.E.C.D. countries. Hungary·s virtual 
exclusion fram the largest market in the world for manufactured exports, 
until 1978, had a greater negative impact on i t5 export perfonnance than the 
considerable trade obstacles thrown 1n the path of South Korean exports by 
U.S.A. trade officials, for the U.S.A. market continued to be South Korea's 
largest. Hungary, too, suffered more on the O.E.C.D. market, for unlike 
South Korea, it was denied prefe4ntial access. This is not to deny, though, 

\ tha t South Korean exports fa ced 5 trong protecti oni s t wi nds on the E. E . C. , 
l' 

as we 11 as on the Japanese market. 

Unlike Hungary~ South Korea enjoyed M.F.N. status with the U.S.A., 

for the entire period under consideration. Also, while the protectionist 
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pol1çies 1mposed against South Korean exports were polit1c.llY l'IOtlvated,. 

they wre not caused by any des; re of the U~S. goverruœnt- to use trade as.a 

political weapon Igainst that country. The U.S. govemrœnt, in 1mposing 

various restrictions on Korean exports. was hesponding ta domestic politlcal 

pressures. Organized labour was et the forefront in the call for protectionism 

agalnst foreign steel, textiles an~tems in the U.S.A. George Heany, 

then leader of the powerful AFl~t denounced the theory of free trade 

advocated by the Carter government as outmoded, dangerous and extreme ly 

costly for the U.S. econo~. Heany proposed his own version o~ free trade 

for coping with foreign'competition. "Th~ answer is fair trade - do unto 

others as they do to us - barrier for b~rrier - closed door for closed door ... 34 , 

The labour movement was in a powerfu1 pos'ition to exercise protection-. 

ist pressure on the Carter, Acbi ni s trati on. Labour suffered a major 

protectionist defeat 'in 1974. S1nce then, the economic situation had changed 

drastically by 1977. A wide range of American fndustries, such 'as steel, 

textiles, and electronics, wer! under eeonomfc strafn and had suffered high 

unemployment. levels as a result of foreign competition. labour, affected 

in~ustries" and congressional as wel1 as local cOlTlTlunity leaders, a11 eont>ined 

their efforts ~n ca11ing for proteetionism. Textile and steel lobbies were 

quickly formed in Congress. With 1978 being a conqressional e1ection year, 

with the AFl-CIO rossessing a~membership of 13~540~OOO, and with jobs lost being 

attrihuted ta unfair foreign competition, proteetionist sentiment quickl~ 0 

rose in Congress. 3: 
. 

In order to prevent Congress from passing more stringent antidumping 

legi s lation t the Carter Admi nis trati on responded to these pressures.. by i ntro- . 
o • 

ducing the trisger price system. The latter was based upon the constructed 

value of Japanese prod~etion cost plus shipping expenses to the U.S. market. 

As one moved from East to West, the trigger priee system became less pro­

tectionist. The impiication of this system was ominous for Korea. Aceording 

to one analyst, Korea wOuld have ta be given spe~ial privileges in order to 
, -

be able to continue exporting steel to the U.S.A. All this occurred at a 
• ~.... h S h K h d d d th' te l . t . . f' ae t1JDe ""en t e out oreans _ a expa n e elr s e eapaCl y s 1 g01 1 can'tly. 
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u.s. protectionist measures affected other South Korean exports 

besicles steel. In 1978. South Korea 's c10thing and textile exports were 
lhuited to their 1977 level. In addition, Washington 1hnited t~ growth of 

a wi de ran~ of South Korean exports, we 11 bel rr.I i ts pas t gTowth rate of 6 

percent a year; rough 1y 70 percent of South Korea' ~ total exports were 

adverselyaffected. In February of lQ79,I col or televisions were 1imited and 

U.S. trade officials made ft known that restrictive action would be taken .... 
against 130 export items. unless 'South Korea moderated its export growth 

rate. 37 

The pro~ct;onist measures imposed by the Japanese government on 

South Korean exports 0 tuna fish and raw silk in 1975 a1so resu1ted from . 

ctem~nds from local Q (lucers for éCQnomic relièf against foreign competition. 
, -

The Japanese 9 vernment a1so ca11ed for more orderly marketing arrangements 

- in light industrial.d textile products with~South Korea .. The latter' found 

Japan's actions difficult ta accept and understand, because it had increased , ~ 

output of the menti oned products in response to niques ts from Japanese 

businessmen. Japan, along with the U.S.A., prior to 1975, had advocated free 
trade in" textile and light industrial products. 3S ' ' 

\ a 

South Korea, unlike Hungary,llwas granted preferential access ta the 

LE.C. market. While thi s reduced the severity of the proteeti onist measures, 

South Korea'n exports, nevertheless, came in f.or trade discrimination that was 

politically motivated. Because it did not ~~port foqd and animal products 

to the E.E.C., South Korea escaped the protectio~ist agricultural policy of 

the LE.C. that hadser~{)l;s~l'y affected Hungary's export perfonnance. France 

and Britain pushed the bar:de~t for the protection of the steel and texti le 

----------indus tries.' They made if known tnat unless the E.E.C. acted qui c y 

were prepared to i ntrodu~e tough .~asurès to stem .the r" ti de of unemploy-
ment that they pe-rceived as being caused by n imports. Following 1973, 

an- estimated 500,000 textile wor s their jobs. In the steel industry, 
another 20.000 ranks of the,unemployed. In addition, steel 

les were operating at on1y 60 percent.of full capacity. Against this 

unemployment background, France and Britain argued that the E.E.C. should' 

limit the imports of textiles from abroad; consequently clothing and textile 

exports were drasfically ~duced in 1978. 39 

, , 
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Protectionism enJoyed popular support in the E.Ei,C. in 1978. The 

COl1lTlUnists and the Gaullists demanded it in France, The British govemment 

was much influenced by' the analysis o~ the group of Cambridge econornists who 
, • 1 

argued that Bri ti sh indus try needed protection ; n order to make the 

neœssary changes in the economy to improve its efficiency and competitiveness. 

Even West Gennany, long a cha~ion of free trade in the E.E .'ô., conceded 
, 

that sorne protectionism was nee,ded in order to protect jobs. Italy took a 
sim; lar view. 4O /). 

ln conclusion, we have seen that Hungary's and South Korea's export 

perfonnances were affected by matters largely beyond 'their control. Both 

countries ran into heavy protectionist obstacles on the U.S.A:t>'and the E.E.e. 

markets that were politically motivated. Hungary' suffered the ,greater blow . 

.I ts expOF't structure made it especia 11y yulnerab le te the corrrnon agri cul tune 

policyof the E.E .C. Sou~ Korea suffered gravely, too, but 'had the 

advantage of enjoying U.S. M.F.N. status and prefenential access to the E.E.e. 

market that undoubtedly lessened the severity of the protectionist blows. 

" 

Because of ; ts outdated producti on structure, which was due 

political and systemic factors already discussed in chapters th and four,. 

nespectively, industrial coooeration and advanced weste chnology did not 

succeed ln enabling Hungary' to change its expoY" ructure, so as -dl avoid 

protectionism. South Korea, unencunbe ide~logy, and these political 

and systemic constraints, mad nsive use of D.F.l. and foreign technolo-
\ 

gical assistance t ributed greatly to its changed export structure. , 
e a ove reinforce my thesis, already discussed, that it is the political 

a~d systemi c vari ables tha't account for the grea tes t di fference in export 

,performances. 

\ 
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CHAPTER 6 

USION 

.' 
South Ko a and Hunga~ by e . .. . in export perfonnanœ;s between 

ni ng each of the three var; ab les tn a 

1 

\ 
\ 

separate c r, the co sion will nbw attempt ta assess, in a comparative 

se~se, the explanato power of each variable. If,will a1so investigate 

poss i b le· connec . ns between and among the vari ab les. 

. '\ 

politieal variable, which 100ked at' the distribution 'of politieal 

within the ruling regirœs, as well as the re1ationships of the latter 
, 0' 

ta ~y groups in South Korea and Hungaty, respectively, p1ayed differ;ng 

,roles in thè ~o countries. A1though both countries essentia11y possessed , 

authori tari an regines, the 'Sou th Korean gove mmen't w~ bettu ab le to 

manipu1ate and oppress its po1itieal opponents and g~in adh~rence to its 

export'promotion 'strategy than was the Hungarian government. 
" 

. In Souto Korea, the basis of autho~arian power was the mi li y, 

Which upon~coming to power in 1961, took drastic steps to establis its 

dominance over po1itica1 ând economic matters. Through,various of 

.. 

1egis1ation, it prohibited severa1 thousand po1iticians and,l r, the leader~ 

of the main po1itica1 parties from -engâging in any po1itic aetivity. It 

,P a1so used. high1y restricted eensorship 1aws and economic everage to neutral1: 

the power of the journalists, who were 1argel}' cri.tic of-the government. 

To put an end to the challenge frQm the students, manifested itse1f in 

frequent and disruptive demons~adons" the P regime made use Qf comba.t 

t~oops, marti al law, arrested s\uden ers, threw out cr:-iti cal professors 

and students from tbe univers and, on s~veral occasiops, èven closed 

down some universities. 

, . ' 1hese rœasures e'ffect;ive1y toppled tbe: old politica~ a,nd èCOn?miC 
el ttes from power. The Park regime was, therefore: 1 s trong enough to i.Jl1> le~t 

two key pillars 'Of tts expert promoti'o~ strate~f\ iœ'attons weTe nonnalized 

wi:th Japan. The latter p~ovi'ded South Korea wi~,omtc. assistance wh1ch 

enahled,tne Park regime to implement' its first five-year plan. Itsl 

. , 
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unques,tionab.le control of polittcal power also ,nabled tfie ,Park J'egiDe to " 
control, laliour and to forceably hold down "excessive" wage fncreases. 

, l 

ln Hungary. on the other hand, several constraints existed on the use 
of .. lU ttlorttarfan power. wMcfi ~ stgntffcantly connected to the 1956 , 
T'evolution. The latter ftad taugfit the H.V.S.P. ~ortant lessons in regard , 
to fts I"elationsh1p wtth' soctety. Iffiile Rakosf ha4 been able to use terror 
and other Stalintst tecftritques 'of control ta establ1sh party rule, his 
atte~ts to use these methods to ac~l1sh econa.1,c objectives and ta take 
an unwi111ng population further down the StaHnist path hasœned the col1apse ' 
of the party. They'had also provoked ,st1"O(tg resistance ''f1'''Oll the p~ulat1on~ 

Kadar had adlritted th1s illich. His alliance poltcy, .tl1ch sougtlt to 
unite P,irty and non':'party personnel to realtze eCCJl'tœtc objectives and to 

o 

ensure poltt1cal peace, 1n effect. placed 11l1fts an the pa~IS pcMr. 
HU"iJarian sodeo~, after a long party courtsh1p. had tadtly Iccepted party 

- \ - , 
",le. The H.'.S.P •• in tum. had agreed to ab.dan terror and 1111ft coerc1on 

o " 0 

,as dev1ces for real1zing poltt1cal and econœtc goAls. It foll.-d that gh ... 

th1s ten~us LlKlerstanding. the ~fst part\Y could not N'I tille nst of 
destroy1ng the allfance pol1cy. wh1ch had prov1ded the party vith tec:hnica1 
uperts and a cooperative populatian. by forcing poliey changes' Oft t.tIe lattar; 

o neither could the ~g1_ resort to the .. ch lelred Ratosi _thocI of pol1t1cal 
and eC!OnOlltc control. 

The PI~ had ta conn na! the population to go aJOftg vtth 1ts pol1ctes .. 
It was notsurpMstn,then. that in the areas of prie:a. waQI!S Ind ..."o,.. .. t. 

, i ",n 

wh1ch'Were sens1the tapies for' the wol"kers and populat1on. thlt the H.".S.P. 

_Veel slowly and even retreated. It t'!.s, in the faat of soc1etal CJIIPOS'1tt •• 

This ~non seaed to be grounded in the 195& NYOlution. and .t to bt a 

CCl_~1 feature of Rlrx1st-Leni .. 1st systa5; tilt -.n1ln ., ........ t has of_ 
~ ovenlhellltng forté tG put .... the slfghtnt s1gn of IIOrbtrs' resis"-ca. 

A 11n1t .1$0 utsts bttl.eft the polftfcat Md the systlllfc Ylriable. 
" 0 

The latter referred to * • ....,. in _tcli bute futures of an ecancIIlc 

syst. .ffeetid ~ .,,-cjIotten stNte.,.. ..... hrlt' "Ir. dtd IlOt use its 
uriêt\allengelbl. ~trol of KG ..... " poltq .... 0 pol1ttcal .tU" to 1"t 

o 

• d 
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enterprise ~utono.my. Rather it was used to pressure enterprbes t,nto ex­
porting. ta create a favollrable business environment and te ensure that 

husiness costs di-d not rise drasttca l1y due to labour advocacy. 

South Korean busfnesses ,cooperated with the gove,rnment ta boost exports. 

They 1Ia~ their own produeUon and export decis10ns and took substantial 
investment r1sks.\ They were a1so we11 placed to reaet to market opportunities 

abroad and ti) .adjust qui ckly to eeonomic' erf,sis, such as the 1913 "priee 

explosion" on the world market. The existence of a govemrœnt cOfIIIIitted to 
! .. ~ ~ 

export growth, at all costs, a1so benefited bus,iness in another way;"mon!-
l'Oins' and financial assistance flowed to'any compa~.Y 'that helped the gove",­

,ment ta implement its export-first policy. 

, Whi le it cannot he denied that South Korê .. b'usiness played an iqlOrtant 

rale in the countryls export promotion success, it was the poHtical 

vari,able that exerted the most influence. Benefiting from i~ort substitution, 

and judgi'l9 frOIII the res i stance offefed to the i ntroducti on of the expc;)rt 

'pr'OllOtion strategy; ft seemed unHkely that South korean businessmen would 

have etllbartced on an export proft)tion strategy on the1r own initiathe. 

Possessi ng a monopoly on eredi t, access to foreign loans and the 

coerc1ve powers of the state. the Part regilll! not only was able to force 
businesSlRft out of the lucrative and unproducthe politic.l econœay of import 

substitution, but a1so created a favourab1e business environment. Using 

~ds, as w 11 as a system of rewards and punishments. the Part regi_ 

•• certain that the resources of the state as well as those of the private 

sector weré thrown and kept'into the export promotion process. 

There vas also a connection betwen the pelitieal and systeftlic 

yari &b les 1 n Hungary. .., i ch i n con tras t to Sou th , kOn!a, exe rted a nega ti ve 

Ind pclIIerful influence on th.t country's expol"t perfonnance. .,hen the dog­

_t1sts t,riwaphed in the Pol1tburo in 1972. fol1owing a party struggle,' they , 

f~11t21y began to recentra 11 ze the econc-.y. Hany of the illpOrunt 

prindples of the N.E .". we,.. e1 ther discarcled or wakly appl1ed. The 

"'ttsts 1150 used tA. d1ff1cultfes that the Hungarfan econ.., expertenced 

in the 1Ifd-1970s as an excuse for furtller fncreasfng the ral. of central 

'l .... f'" fn the ecan., .. 

• 1 ,"'-; --------":'7":'1;~ :;: 
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However, at a deeper level of analysis. it would seem that the 
success of the recentraUzatfon drive was due more to the systemic rather 
than the political vari,able. The fact that party officials in a Politburo 
1n any communist country may desire to pursue a given economic course does 
not necessarily_ œan that it wi'll be ilnplemented. Implementation depends 
flIIportantly upon the middle level bureaucracy. The faflure of Khrusbcbev's 
refonDS in the Soviet Unton vas due signfficantly to the resistance they 
,encountered in the party bureaucraty. 

\ ' 

The poter. then, of the dogmatists in the Hungarian Politburo was 
ultf_tely rooted in the economic structure. The branch ministries. wh1eh 
enJoyed iI.portant supervisory and 1IIInager1al funetions over the enterprises 
tJtat fe11 within thefr jurisdfction, were controlled by party personnel who 

• held silnlar vfews to the dogmatists in the Politburo. The branch ministries 
exisœd as 'Integral parts of the economic structure. It waSt therefore, the 

pers~11n the branch Ilinistr1es who drew on the supoort of the dogmatists 
in the Politburo, and who explofted the changed political situation after 
1972 ta adopt various .asures to ~$truct the implementation of the N.E.M. 
Înd te reduce the au~ of the enterprises. Bath t~ dogmatists and the 
&ranch offlcials opposed the N.E.M. out of power and ideological coneems. 

Even though the fo..-1 prohi bi ti on of branch mi ni s tri es not te issue 
,plln instructions to enteJ1)rises was not reintrodueed in the period of re­
cantrll1 zatf on. 1972 to 1978. production and other plan targets were, never­
tMless, 1nforally ca.unicated to the enterprise managers. The latter, in 
plrt because of their training in the techniques of strict central planning , 
Ind the1r felr that the refonns would not last. followed the "suggestions" of 
the branch II1nistries. The latter êompensated the managers with subsidies 
.. d otller s'tlte benefits. Thus" the emphasis of the N .E.M. on the principles 
of profit and .rket forces wu rep1aced by this system of ad hoc negotiations 
betMleft tDe .tntstries and enterpr1se d1rectors. 

lecause the Hungarian econ~ was part of the econClllic grouping ca11ed 
C.M.f.A., the supporters of strict œntra~ planning in the branch 

Ilinistr1es hAd has1 sted, even as early as 1968. that those enterprises 
Nspons1hle for fulf1111ng t.M.E.A. trade contracts could not fie all .. d any 

'II 
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fom of autonomy. They ~r9ued that the latter would make i't fmpossible for 

Hungary to satisfy' its C.M.E.A. trade ohligatlons, They won their argument, 

thus' rœthods of strict central planning were not applied to those enterprises 

that produced over 50 percent of Hungary~s total trade; the N.E .M. never 

affected these enterpri ses. 

While the dogmatists and the branch officials opposed the alliance 

policy and the N .E.M. primarily because they feared their effective 

implementation would reduce their power, socialist ideology also influenced 

their actions. The N.E.M. was adamant that enterprises should be judged on 

the basis of efficiency and profit criteria. The N.E.M. also wished to see 

redundant workers removed from their jobs and inefficient enterprises closed 

r down. These requirements conflicted with the socialist ideology of the 

dogmati s ts; enterpri ses as creatures ç>f the s tate shoul d not be a 11 owed to 

fail and should be treated equally. Workers as citizens of a socialist 
~>. 

country should enjoy guaranteed employment. . ) 

Hence, after thei r 1972 victory, enterprises that performed poorly on 

the O.E.C.D. market were subsidized, and those that had performed well had 

their "excess" profits taxed away. Inefficient enterprises were kept afloat, 

and ~dundant workers retained. 

Finally, the exogenous variable. which examined the trade discrimina­

tion visited upon these countries, and their efforts to overcome it provided 
, 

the least explanatory power for the difference in export performance between 

these countries. Both Hungary and South Korea were subjected to high levels 

of protecti onism thnw~hout the peri cd under s tudy. Bei ng a commun; s t country, 

Hungary was virtually excluded from the huge American market unti1 1978. , 
South Korean exports also ran into numerous obstacles on the U.S. market, 

as well as on that of Japan and the E.E.C. Whi1e it can be argued that 

Hungary experienced more di scrimi nat ion than South Korea, the di fference in 

the magnitude of this protectionism was not sufficient to account for the 

considerable difference in export perfonnances. This provides further support 

for the thesis that it was the political and systemic variables that car~ 

the grea tes t exp l ana tory powers. 

___ ~ __ ~_,~~w__ _ .. ~...., _~-.. __ ~ __ ~ "' __ ~"'~~~ ... ,",' ,,~. "'_ ~ ...... "'...,..,. 
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The efforts of the two countries to use techno 1 ogy and mul ti nationa 1 

,cerporations to upgrade their exports also showed different results, Soutb 

Korea ms able to alter tfie dfrecUon and composition of its trade, 

Hungary, on the other hand. because of systemic factors such as the econQmic 

structure and the soci'opo 1 it i ca 1 envi ronment, was unab le to do so. 
i 

In sum, it has been shawn that both the political and systemic 

variables in both countries explained more fully than the exogenous variable 

the difference in export perfonnance. However, in the· case of South Korea, 

the poiitical variable exercised more influ'ence on that country·s export-, 
first policy than the systemic variable, although the latter, nevertheless, 

played an important role. In respect of Hungary. it was the systemi c var; able 

rather than the political one that carried more influence. South Korea·s 

better export performance over that of Hungary was, therefore, explained on 

the basfs of pol i ti cal, sys' te mi c and exogenous variables. 
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