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Note by the Cheirman 

In  accordailce with the  decision o f  the Sub-Committee(1) 
the Economic J m e c t o m t e  has prepared  the  attached d r & t  record 
of the  meeting o n  22nd June, 1967 on the economy of Hungary. 
Should p.:rticipmts in   the  discussion wish t o  propose amendments, 
?ley zwe invi ted  t o  send them t o  the In te rna t iona l   Secre ta r ia t .  
before 3lst Zuly, 1967, 

(Signed) A. VINCENT 
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ECONOMIC DEV3MP"ITT OF HUNGARY 

Summary record o f  the  meeting  held on 22nd June, 1967 

The C ~ I R I v I A N  welcomed the following  experts: 

Stuttard,   Ministry of Defence, London; 
Nelson, Economic Officer,  United  States Embassy, Budapest; 
Granier,  Ministry o f  Finance,  Paris; 
Roca, Ministry of Finance,  Paris, 

2, He recal led  that  a first exmining  session  devoted t o  
economic development of Hungary had  been held on 24th May, 1965 
had given r i s e  t o  a report   d is t r ibuted under the  reference 

C-M(65)57, which had  been  submitted t o  the  Council, The matter 
i n  hand during  the  present  meeting was t o  bring this re2ort  up 
t o  date;  the  discussion would be  held on the  brsis o f  an in-ho- 
ductory  note (AC/89-W/216) prepared  by  the  United Kingdom 
Delegation,  Following  the  procedure  adopted  during  eerlier 
examining sessions, he suggested  that  the economic reforms miat 
be examj-ned before  the  discussion  passed on t o  the main l i n e s  o f  
in te rna l  economic  development a d  concluded with a study o f  the 
external  trade of Hungalay, 

3 .  MP, STUTTARD opened the de'oate by uommenting b r i e f l y  
on  some zspects o f  the  United Kingdom note. An attemgt  had  been 
made i n  t h e  paper t o  give a broad  outline of the  main proposals 
f o r  the reform programme the   theore t ica l   bas i s  of which was 
contzined i n  the  Resolution approved  by the  Central  Committee 
i n  May 1966. He then  turned moi- s:p.cifically to the t h i rd  
five-yew  plan, vhose ta rge ts  were r c l s t i v e l y  modest  and 
r e a l i s t i c ,  as *e rdgime seemed  more concerned with eff ic iency 
than  with  raising the  volume of produetior,; such a policy 
rkquired  large  investments  in  tcchnology, a more f lex ib le  approach 
i n  management  and a sk i l l ed  l a b o u r  force. The reforms  envisaged 
i n  Hungary were generally  similar t o  those  already  being  under- 
tjken  in  ether  East  .Europenn..ca.untries, i n  park icu lzr   in  
Bulgaria and Czechoslovakia,  Essentially  they were designed t o  
introduce  element of f l e x i b i l i t y   i n t o  wh-t had hitherto  been 
a f a i r l y   r i g i d ,   c e n t r a l l y  planned economy 3y allowing greater  
scope for the  action of market  forces, Hovever, widespread 
decentral isat ion v m s  not  contcnplated  at  this stage; a l l  rmj o r  
decisions ::rould be  t&en by the   S ta te  znd f a i r l y   t i g h t  overall 
control would be  exercised  in  cvery  sphere, The reforms d id  not 
represent a re turn t o  capitalism  through  the  bzck door .  hl'any 
of the   de ta i l s  remained t o  b e  worked out md, although  certein 
preparatory measures  had L?lready been  tdsen, fiL1 inplcmcntation 
' v a s  not t o  begin until 1st Janmry ,  1968. It was c l e m  the t  thc 
plans l e f t  scope f o r  mrke t   fo rces  t o  exercise  influence  in 
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cer tain  sectors ,   but  i t  was s t i l l  f a r  too  e a r l y  t o  draw alry v r l i d  
conclusions  concerning t h e  librely outcome of the Hungarian  reforms, 
though they were l ikeay t o  create  many problems and muzh would 
depend  on the degree of success i n  the f i r s t  s tages ,   In  C ~ B  of 
f a i lu re ,  the projects  contained  sufficient  loopholes t o  rnco.!re t h e  
reforms largely meaingless ,  

4, The CKPJRMAN said that from reading the Unitcd Kingdom 
note, he vas under the  impression that the implementation 'of ihe 
reforms  might be divided  into  thrcc  periods.  A s  most of the 
de ta i l s   ava i lab le   re fe r red  t o  the  measures plmned f o r  the fu ture ,  
he  invited  the  experts t0 give some additional informa t ion  on 
what had  been done during the  period 1957-1964 and on vhzt vas 
being done i n  1967, which seemed t o  be a t rcnsi t ioml year. 

5 ,  Mr. NELSON recal led  that   d iscussions on reforms hzd 
s t a r t e d  i n  1956, but   sere   interrupted by t h e  Revolution  in 
October of that year. The question  remained  dormznt u n t i l  1964, 
when the  Central Committee agreed to s e t  up a commission composed 
o f  11 sub-groups in   o rder  t o  d r a f t  proposals f o r  reform: these 
were presented t o  the  Central Committee i n  November 1965, 2nd. 
f i n a l l y  approved i n  May 1966, together with a spccch mde by 
Rezso Nyers vhich was t o  be considered as %e bible  of the new 
system; another document defining  guiding  principles was no t  made 
public, The preparatory  period would come to m end in   Jmuary  
1968, by which  time all the  necessmy  structural  chmges  should 
be  completed,  Various  ministries were a t  the moment be in  
reorganized: th i s  involved t h e  dismissal o f  personnel (&O# of  
the employees a t  the  Ministry of External  Trade,  and 20% e t  the 
Post  Office). 

6. M r .  STUTTARD expressed the view tha t   therc  would be 
a rather  long t rans i t iona l   per iod   a f te r  -the 1st Janwry9  1968 
u n t i l   t h e   r e a l  implementation of the reforms  could kke  place. 

7. MP, NELSON shared this opinion,  and added thzt  vhile 
14 years h2.d been  spent  discussing the reforms and another l& 
Years  prep.mi-ng t h e i r  implementation, 3 years would be necessary 
i n  order to  carry them out. some aspects of the propamme would 
not  be  fully  operational even a f t c r  -three years ;   in   par t tcu lar  
the Government had s t a t ed  that r a t iona l  rents would be gradually 
introduced  during 2 period  covering two five-year plculs, 

8. Mr. ROCA drew a t ten t ion  t o  three i n s t i t u t i o n s  s e t  up 
over the 12-st few months a s   pa r t  of  the prep,va€ory nec?sures for 
the  application o f  this prograrme, 

c A Nat ioml  Marketing  Burcau had been  created  in March 
1967 with the  \&ole economy under i ts  jur i sd ic t ion .  I ts  
pr incipcl   funct ion w i l l  be t o  c o l l a t e   t h e   p r i c e  o f  goods znd the i r  
possible o u t l e t s  and to  organize publ ic i ty  f o r  m.tionc.1  products. 
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It will es tab l i sh  market s t u d y  programmes spread  over one t o  f i ve  
yearss which w i l l  allow i t  t o  indicate t o  interested  enterpr ises  
how fear their   products   are   sale?&ble  in   their   present  form, 3crcign 
firms will be  able t o  zpply t o  this i n s t i t u t i o n  f o r  ixformation 
on expor t   poss ib i l i t i es .  The nominz%tive d i rec tor ,  MP* Lcszlo S m b o ,  
had said  during L? press  conference  that  the  bureau would s t a r t  
i t s  a c t i v i t i e s  at the end o f  the  year. 

It should  not be forgotten thot a planning  office, 
which a l ready   ex is t s   in  m embrionic s t a t e ,  w i l l  a l s o  be s c t  up 
very  shortly,chmged  with t he  task cf informing  groducers about 
internationcd  markets,  and  directing thci;. a c t i v i t i e s  tonards the 

l most  advamtageous sectors  f o r  the  Hungarim economy, 

9, The CHAIRMAN noted a cer ta in   divergence  in   view between 
Mr. Nelson 2nd the B r i t i s h  note,   insofar as t h e  e f f e c t  o f  t he  
reforms  carried  out between 1957 and 1964 were concerned. ?hile 
Mr. Nelson seemed t o  consider  that  very l i t t l e  h2.d been done i n  
this respect  before 1964, paragra2h 8 of the  note enumerated a 
cer ta in  number of  measures introduced over this   per iod,  ryhich 
were seemingly important .  

10, Mr. STUTTARD would aubccribe t o  t h e  view expressed by 
M r .  Nclson that,   al though  the rcforms had been  considered f o r  
some years, a def in i te   da te  f o r  s tar t ing  their   implementzt ion 
had  been l a i d  down only 18 months ago, He hoped t h a t  the d m f t i n g  
o f  the United Kingdom roport d i d  not cre2”Le a nisleading 
impression i n  this respect. 

11, M r *  HELSON s t ressed   tha t  the  measures intrcduced  betneen 
1957 and 1964 hed n o t  been  conceived as p a r t  o f  2 comprehensive 
programme, but were piecemed  attempts a t  solving ... s p c i f i c  
problems. 

12, Commenting  on Mr. Rocz’s remarks he z-dded that, i n   t he  
l i g h t  o f  the  information now avrilable,   the  Nationd  Mmketing 
Bureau intended t o  study the Hungarian market f a r  pm6ucts of 
the o t h c r  menibers o f  COMECON r?.ther th,m t o  serve as Zn ins  truinent 
f o r  increasing t h e  sqles  o f  Western enterprises.  As regards  the 
new orgcmization  designed t o  improve the  marketing possibilities 
o f  collective  farms, i t  seemed t o  be   e s sen t i r l l y  a domestic bod-J.7. 
He cdded thz . t%,  some weeks ago, tvijlve new enterpr i ses  had been 
author  iscd t o  export and i m p o r t  on the i r  own, T h i  S should be one 
of the more impor tmt  aspects of the progrc.nme f r o m  Cne ;:oint o f  
view of Westem  contacts with Hungarian $reducers. 
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13. Mr. GRANIER noted that paragraph 8 of the Unitcd Kingdom 
note seemcd t o  postulate  the  appcarmce of cer ta in  developments 
i n  1957 which were consoli&.tcd i n  19% and during the  ywrs 
1966-1967. I n   f a c t !   t h e s e  werc more mensures o f  adaptztion 
super-imposed on, a r i g i d  system similar t O t h a t   i n   f o r c e   i n   o t h e r  
Communist countries,  with perhaps a par t i cu la r  “HungcLriann’ s ty l e ,  
The systematic wave of  reforms at  present  noted  in  the  countries 
of Eastern Europe  were; i n  h i s  opinion,   the   resul t  o f  2. simultencous 
~ ~ m ~ ~ s . s  of t h e  COMECON countries,  due t o  the fmt t h a t  8 first 
s t a g e   i n   t h e i r  development had  been  accomplished, During the. f i rs t  
s tage o f  the reconstruction of  the ~ C O ~ O I ~ Y ,  a r i g i d  system hcd 
seemed  more su i t ab le  f o r  the establishment o f  a bzs ic  frzmework; 
the Communist l eade r s   l a t e r   r ea l i s ed   t ha t  the effects o f  t h i s  
policy d i d  not  correspond t o  the wishes of the  populction and then 
resolve& t o  introduce  reforms. He wondered whether t h i s  mere not 
an example worthy of study by the underdeveloped  countri es. 

L!+. MP. STUTTARD agreed with t h i s  explanation 2nd strcsscd  the 
importance of the e f f e c t s  that t he  economic reforms once  implemented 
m i g h t  have on Hungary’s r e l a t ions  with other members o f  COMECON. As 
regards the en terpr i ses   en t i t l ed  t o  conduct the i r   fore ign   t rade  on 
t h e i r  o m ,  he  referred t o  the case of  medic2J  equipment firms whose 
experience  in  this f i e ld   s ince  1965 hEd proved very successful, 

15. The C H A I R U N  then turned t o  the  substance OF the  reforms 
and wondered how the   sh i f t ing  of planning  responsibi l i t ies  t o  enter- 
p r i s e s  could be reconciled with the overal l   p lmning system. He 
thought that  the answer t o  this question m i g h t  depend on the pmt 
t o  be plcyed by the  financing bodies, i n  par t icu lar  by the banks. 
He asked where the banks would obtain the necessary  funds. 

16. Mr. NELSON said t h a t  the Sta te  was s t i l l  i n  charge of 
planning as such, with emphasis l a i d  on f i v e  o r  ten yecr plans. The 
enterpr ises  would be &lowed t o  mzke many decisions  but  within a 
framework provided by central  planning. The increase of production 
would not  be  limited,  but if enterprises  could  not sell what they 

produced, they would be unable to pcy bonuses; t h i s  meant that 
economic considerations would prevai l ,  A s  f o r  f inancîng,  appli- 
cations f o r  c r e d i t  would require  the Government’s q~proval ;  any 
new major investment would be indica ted   in  the five-year  plan, For 
the credit   policy,   the banks would use funds from the State  budget 
as well as t h e i r  own funds const i tuted by deposits f’rom enterpr ises  
and individuals, 

17. v f i t b  respec t  t o  the las t   sentence  in   paragraph 3 of the 
United Kingdom note, he pointed  out that, new developments hzving 
occwred  since the paper was draf ted,  a more defhite  statement 
should  be made: the  implementation of the programme could now be 
considered  an  operation t o  which the Government was f i l l y  cornmittede 

18. Mr. $TUTTARD agre d that   several   draf t ing  correct ions Should 
be made t o  the paper i n  the l i g h t  of recent  d evelopments. For  
i n s h n c e ,   i n  paragraph 11, long-term plans should be considered as 
fif tGen year ones and he  suggested  that  the words Itten and” should 
be iieleted, . 
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19-  The BELGIAN Representative  stressed t71F-t i t  vms necessary 
t o  examine the   po l i t i ca l  md aozial  aims  behind the decisions 
which had becn  taken, rcther t lnn  the  fzctors  now borrowed f r o m  
the Westcrn system,  such 8 s  those  taken f r o m  o u r  technology, The 
reforms, which  were a t   p r e s e n t   i n  a very  preliminary  state, seemed 
t o  be o f  particular  interes-b f r o m  a social   point  o f  view. I n  
t h i s  respec t ,   a f te r  a f i rs t  s tage where the aim  was t o  ~ . l l o w  
everyone t o  live in   cer ta in   condi t ions he thought that i t  was 
possible t o  dist inguish a second  phase, characterised by a wider 
salary  range ,and where the  idea of p r o f i t  was considered  as an 
essent ia l   c r i te r ion ;   the   d i s t inc t ion  between  three  price 
categories  (free  prices,   variable and fixed  prices) would seem t o  
indicate  a  rz.pprochement wi+&,.=the.. exist izg s i t u a t i o n   i n  t h e  
Western countries. He therefore  asked  himself 2 number o f  
questions:  could  factories  be  &osed down, and if s o ,  how f a r  would 
t h e  re t ra ining o f  lzbour be the  respons ib i l i ty  of the  3t?.te? 
Would p r o f i t  be a dec is ive   fac tor   in   the   choice  of new investments, 
and how f a r  would socic?l aims prcvci l   over   pol i t ical  cims of  
economic power? Would labour  be  required t o  share my decision- 
mdcing within the enterpr ise ,  m d  where would the limits of the  
r igh t  t o  work be  fixed?  Lastly, could the  range o f  fkee pr ices  
be  extended a s  the vaal th  of the  country  increased? 

20. Mr. ROCA thought t h a t ,  i f  it was d i f f i c u l t  t o  dissociate  
the p o l i t i c a l  f rom the  social   aspects,   the tendency which had led  
the Hungarian government t o  adopt such reforms, and  even , c e r t a i n  
principles f rom the   cap i t a l i s t  economy, had above a l l  been 
engendered by economic reasons i n  an international  context:  the 
Hungarian leaders  had rea l ized  that they did not  possess the means 
t o  adapt t o  circumstances o f  international  competition. He 
stressed Hungary's e f f o r t s  over the l a s t  few years t o  re-establish 
he  trade  balance  vis-a-vis both  the Communist countries and the 
Western countries, 

21, The GERIvLAlT REPRESENTATIVE drew a t t en t ion  t o  the  footnote 
(1 )  t o  paragraph 14 of  the United Kingdom document; f o r  h i s   p a r t ,  
he thought that  the  majority o f  pr ices  would come into t h e  first  
category,  that  of state-fixed  prices.  I t  would seem tha t  consumer 
goods with f r ee   p r i ces  would be-..exclusively  lwrury  products, 

22. Mr. HELSON a reed with this view bu t  remarked tha t  the 
breakdown in footnote ?.l) t o  paragraph q4 ha3 been  taken f rom a 
speech ma& to the Central  Committee which re fer red  o n l y  t o  consumer 
prices,  

23. With regard t o  me  questions  raised by  the  Belgian 
Representative, Mr. NELSON said  that   the   decis ion to undertake  the 
reform programme had not  been m easy one because of i t s  unpreùict- 
aBle effects.  After  Czechoslovdcia and the  Soviet zone o f  Germzny, 
Hungary was the first country t o  reach a stage where quantitativp, 
planning was no longer  adequate. The reforms m i g h t  have  a f a r -  
reaching  impact and might represent a s tep  away f rom the   po l i t i ca l  
monopoly of the party. The programme adopted was more r ad ica l  
than  the one which was  now being implemented in Czechoslovakia. But 
the  Hungarian  leadership  looked with horror a t  t he   po l i t i ca l  
consequences of the reforms in Yugoslavia, 
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24, Referring t o  the  dichotomy  noted  between the  amount of 
l i b e r t y   l e f t  t o  enterpr ises  and the  direct ives  o f  the  plan, Mr. 
GRANIER pointed  out that  obl igztory  overal l   d i rect ives  were  shown 
i n  the third Five-Year Investment  Plan. 

25, He added that f inancial   considerat ions must &so be  
remembered in   explaining the  Zdogtion o f  t h e  reforms, Towards 
1960, all t h c  Fcstern  countries moved from b i l a t e m l  relr: t ions 
with the  Eastern  countries,  chmactc:rised by bnrtcr  zgreements, 
t o  a  régime  based on convertible  currency; t h i s  ex2lzined the 
hunger f o r  c r e d i t s  of the nations of Eastern Europe. 

26.  The FRXNCH Representative  indicated tha t  on-  the  20th 
A p r i l  l a s t  the f i rs t  National  Congress of ag r i cu l tu rz l  co-operatives 
had been  held. This Congress  had  proposed the  adoption of new 
l eg i s l a t ion  t o  a l low the  regrouping o f  co-operatives and the 
application o f  metiiods now used in  industry,   considering  that  over 
the last ten  years,   industry hsrd been  favoured t o  the detriment o f  
agriculture. 

27. A Council f o r  credi t   pol icy had a l s o  been  created, and 
the plan was that  capital   intended f o r  investment should come from 
subsidies  grcmted 'by the  state  budget, from locns and from enter- 
prise investment funds. Long-term c r e d i t s  would be &lowed f o r  
investment, and middle term c red i t s  f o r  services  and t x d i n g  
operations.  Enterprises would have t o  find t h e i r  funds f'rorn banks, 
and if they were not  able to reimburse  their  debts, they lvould 
perforce have t o  submit t o  re-orgmization. 

28,  The CH; IRMf?d  retained from this exchange of views the 
impression  that on the one hand, these reforms were rclc?tively 
daring  and  that  the government had the steadfnst intent ion t o  
apply them, and on the other  hand,  that they would g i v ~  the 
Hungarian economy a mixed character. The margin for a c t i o n   l e f t  
t o  enterpr ises  was very  limited, which allowed  authorit ies t o  see 
that the main l i n e s  of t h e  plan were respected and thus t o  avoid 
the shocks experienced by the Yugoslaviancconomy. 

29. He asked  the  experts t o  g ive   fu r the r   de t a i l s  o f  the 
reforms planned f o r  agriculture,   since  paragraph  18 o f  the  United 
Kingdom note o n l y  d e a l t  summarily with th i s  point, 

by the French  Representative. The reforms as envisagcd sc-cned 
primmily  concerned  with  industry,  but more a t t en t ion  should be 
paid t o  agr icu l ture  in the  near future. 

30, Mr. STUTTARD had n o t h i n g  t o  add to. ~e information  supplied 

31. hW. NELSON pointed out t h a t  the Congress o f  Co-operztive 
Farms held i n  A p r i l  had approved  the Centbal Committee's 
Resolution with respec t  t o  agriculture, and had proposed two new 
laws Ivhich  were now being  drllrted and would soon be submitted t o  
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the  Parliament. They were more spec i f i ca l ly  concerned with 
changing the basic  law of Co-operrtive  farms in   o rder  t o  permit 
them t o  acquire  land owned by chsentees and t o  abol ish  the  zbi l i ty  
o f  non-members t o  inherit   land. They also aimed a t  eliminz-ting 
any discrimination between  farm members md at  giving more 
independence f o r  mmket arrangenents t o  the  col lect ive forms. 
According t o  a press  report ,   out of 660,000 members of co-operative 
farms  only 1 5 ~ 2 0 %  received more thnn the  m i l l i m u m  l evc l  of 
subsistence. The t i d e  of emigration t o  the c i t i e s  had slacked 8 
l i t t l e -   b u t  ,  there^ wcs s t i l l  a d i f f  erence i n  the  standard of l i v i n g  
between town ~.nd country, and agricultural   productivity  as 
suffering  because  the  averagc age of me&ers of col!.ective fz.rms 
was f i f t y - f ive  and  even sixty-three  in-  the s o - c d l c d  ~-.-c:-.k farms. 
Par t ly   in   mt ic ipc? t ion  of the e f f ec t s  of indus t r ip l  reforms, 
there had  been mmy  new applications f r o m  indus t r i z l  workers for 
membership o f  co-operatives,  but o n l y  t o  r e l a t i v e l y  well off 
farms s i tua t ed   i n  the v i c i n i t y  of the  c i t i e s .   kg r i cu l tu re  m s  
supposed t o  apply  the same nethods as industry  under the reform 
progrme,  but  the  probable  results  appeared more unccrtr.in. 

32. Mr. STUTTLRD added th=% farms hc,d been  givon more 
freedom t h =  before  in  planning:  but  obligatory  tmgets hed been 
s e t  f o r  bread-grain  praluction. He believed  thct   higher  prices 
had been  fixed f o r  farm  products, although they were s t i l l  t o o  
low. Rev,iLw-tion of' the asse t s  of the col lect ive farms had  tdcen 
p lace   in  December 1966 and some of the i r   debts  had  been  cencelled: 
chcanges hzd a l s o  been  introduced i n  the  conditions  required f o r  
obtaining b,mk credi t s ,  

33. The NETHERLLNDS Representative wondered vihethcr a note 
of  criticism  should  not be introduced  in  the r e p o r t  as regmds 
agricultuml  production.  Despite  the  fact   that   agriculture had 
absorbed c lmos t  one f i f t h  of investment  during  the  I-cst  five 
yecr  period, i t  appeared that production as shown i n  T z 3 l e  I 
of  AC/89-W/216 had decreased i n  1965, 

334. Mr. STUTTARD replied  that ,   zl though  gross  agricultural  
production hcd decl ined  in  1965, the 1966 f igure (114 on the b?.sis 
of 1960 = 100) was the  highest ever obtained. 

drought bu t ,   generd ly ,   agr icu l ture  had been  disappointing  in 
, i t s  performances  during  the  second  five  year  plan  period, A 
large  share of agricultural   investment had  been al located t o  the 
basic   bui lding  faci l i t ies   necessary f o r  replacing the o l d  ones 
in  collective  farms; this replacement  had now been  completed 
and new investment would be  more productive. 

" I.. . - . .  

35. M r .  NELSON sa id   tha t  the 1965 crop had been  affected by 

i 

36@ M r .  XIELSON said a  few words on the key rôle   played"b3 
pr ivate  p l 0  ts i n  Hungarian agricul ture .  85% of the  countryr S 
arable  lan6s were cu l t iva ted  by co-operative  farms, 10% by 
s t a t e  farms, and 5% by private  ,owners9  this  proportion  being 

NJLTO COI\T3'ID~lTIk?~ -9- 
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ra ised t o  15% if household p l o t s  within  the  co-operative farms 
r e re  "&en into considerc.tion; priv,r.te  farming accounted f o r  
25% of the  total   agr icul tural   product ion,  Some steps had recent ly  
been  taken t o  recognise  their  rZjle, in   par t icu lar   the   p lan  f o r  
1966 included  credi ts   a l located t o  pr iva te  p l o t s  in   o rder  t o  
improve t h e i r  produc ti on, 

37,, Mr. STUTTARD indicated  the budget f igures  f o r  defence 
expenditure which had not been given i n  the  united Kingdom note. 
Defence  spending was t o  increase from 5,219 mil l ion  for ints  i n  1966 
(which represented 5.5% of the t o t a l  budget  expenditure)  to 5,437 
mi l l i on   fo r in t s  in 1967 (5.2% of the t o t a l ) ,  He could not say 
t o  what extent   Soviet   del iver ies  of mi l i t a ry  goods were p a i d  f o r  by 
Hungary; Mr, UELSON added. tha t   the  Hungarian  population  believed 
that   they had t o  pay heavily. f o r  the  Russian t roops s t a t ioned   i n  
the  country  as  well a s  f o r  the  boviet equipment. 

38. Mr. GRANIER pointed  out  that, if m i l i t a r y  expenditure 
as such  estimated  in  the Hungarian  budget f o r  1967 was 5,437 
f o r i n t s ,  o r  5.2% of the t o t a l ,  expenditure for the  police and 
just ice   represented 4,043 mi l l ion   for in ts ,  or 4.97; of the total. 

39, The CHAIRMAN noted  that ,  in the  case of Hungary a s  i n  
t h a t  of other Communist countries,  it was d i f f i c u l t  t o  know the 
r e a l   l e v e l  of defence  expenditure  figuring in  budgetary  categories 
other  than  that  of the off ic ia l   defence budget,, 

II. EXTERNAL ECONOIvlIC REZATIONS 

40. Mr. MELSON ra ised a point of methodology i n  connection 
with paragraph 36 of the United Kingdom note;  while other t ab l e s  
attached t o  the  paper were based on Hungarian s t a t i s t i c s  and 
showed f igures   converted  into dollars a t  an exchange r a t e  of 11.74, 
the  f igures  i n  Table l4 were based on Western s t a t i s t i c s ;  the 
comparison  revealed  basic  discrepancies  as  the 11.74 exchange r a t e  'was 
very   unrea l i s t ic ,  He suggested t h a t  t h e  t o u r i s t   r a t e  of exchange 
(23.8 f o r i n t s  for $1) should be applied i n  Interpret ing Hungarian 
s t a t i s t i c s .  

41. Referring t o  paragraph 38, he indicated the following 
f igu res  f o r  t rade with China i n  1966 which were now again available:  
exports t o  China = 183.3 mill ion forints; imports from China = 
190.7 million f o r i n t s .  Despite a sl ight  increase  over 1965, t rade 
with China represented only: 1% of' t o t a l  Hungarian trade,  which was 
considerably  less   than  in  1960, 1961 am3 1962, Hungary obtzined 
i n  1966 a favourable  overall  balance of payments for  the first 
time i n  many years. 

42. MP- NELSON then turned t o  the  views  expressed i n  
paragraphs 7 and 50 of the United Kingdom note a s  regards the dr ive 
for rnore t rade with the Nest. He saw no commitments OP expressed 
in ten t ion  on the p a r t  of Che Hungarian government t o  res t ruc ture  
foreign  trade by means of these  reforms; they r a t h e r  sought t o  

NATO C O N F I D W U L  -10- 
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change the composition of t h i s  trade by reducing the proportion of 
agricultural   products and increasing the percentage of high  value 
industrial   products.  Should the  re fo rms  lead  to  Hungarian  exports 
becoming more competitive i n  Yilestern markets,  havever,  the  country's 
dependence on Gastern Europe would be reduced. 

43* The CHAI€?kUN remarked that  paragraph l9 of the United 
Kingdom note  contained a descr ipt ion of measures which might 
f ac i l i t a t e   fo re ign   t r ade   e spec ia l ly  with the Western countr ies ,  
A s  rega?rds 'foréigh exchange, he  asked  whether  the l a s t  bu t  one 
sentence meant t ha t  a kind of devaluation was envisaged. 

4.4. Mr. STUTTARD thought that .f;h.is might vd1 be " the ..c.as.e., 
while PlIr. NELSON s t a t e d   t h a t  the Hungarians  denied that   they were 
contemplating a devaluation a t  this s tagep  However, suggestions 
had been made f o r  an  adjustment of the  touris t  exchange r a t e  and 
f o r  a new uniform  conversion r a t e  f o r  trade with a l l  countries. 
A t  -the present time many r a t e s  were  being  used  and the calculat ions 
t o  be made by the en terpr i ses  f o r  each  transaction were extremely 
complicated, 

45. The FRENCH Representrtive  asked  whether  the same r a t e  
was applied f o r  imports and exports. As f a r  a s  the   p referen t ia l  
treatment mentioned i n  paragraph 19 of the  United Kingdom note  
was concerned, i t  vv.ould  seem t h a t  exporters would now be ab le   t o  
a l l o t  a f r a c t i o n  of the money coming from t h e i r   s a l e s  t o  
financing the imports  they  required, 

46. Mr, NELSOM sa id   t ha t  Hungary had  had so many regulations 
applying t o  foreign  t rade  that  the s i tua t ion  was very  confusing; 
d i f fe ren t  ra",s were used for various  products and  even f o r  
similar  products  according  to  the  country  concernedo He could 
not   s ta te  f i r m l y  whether o r  not  different  conversion  rates were 
used for imports and exports,  but this m i g h t  well be the  case. 
He thought that   the  description  given  in  paragraph 19 of 
AC/89-WP/216 was the o f f i c i a l  one; i n   f a c t  the "preferent ia l  
treatment"  probably amounted to   a l lowing  enterpr ises  the 
p o s s i b i l i t i e s  mentioned by the  French  Representative. 

47. The CHAIRMAN recal led  that   there  had  been  discussion 
i n  the Sub-committee on the  importance which  should be given t o  
customs t a r i f f s   i n   t h e  Communist Countries. 1% would Seem t h a t ,  
in the framemork of the new system,  they were acquiripz a r e a l  
importance i n  Hungary, and t h a t  from now on, the  eventual 
par t ic ipa t ion  of this   country  in   an  internat ional   crganizat ion 
such a s  GATT, which  had formerly seemed  a pure ly   theore t ica l  

p o s s i b i l i t y ,  might be r ea l ly   f ea s ib l e ,  

48, Mr. NELSON agreed  that  up t o  now customs t a r i f f s  had 
not  represented a s ign i f i can t   f ac to r   i n  the direct ion of Hungal-ian 
foreign  trade,   but,  8s most favoured  nation  treatment was not 
given  betweb Hungary and the United States,   the Hungarians  ap_nlied 
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the  higher of t h e i r  two-column t a r i f f  t o  imports  f r o m  the  United 
S ta t e s ,  8s d i d  the  United  States t o  imports from Hungary, A t  
present  the t a r i f f  i n  Hungary v a s  p a i d  by the  foreign exchange 
fund of the  importing  enterprise;  under  the reform programme 
the two-column t a r i f f  would be maintained,  but  the burden of 
the t a r i f f  was t o  be passed on t o  the  users, He thought there were 
plans t o  introduce  preferent ia l  t a r i f f s  on imports  f r o m  COMECON 
countries, If this were done a l l  Western countries would be a t  
a disadvantage compared with these  countries,  There would, i n  
f a c t ,  be a three-column t a r i f f ;  one t a r i f f  f o r  imports from 
COMECON countr ies ,  a higher  one f e r  impor t s  from Western countries 
which were according most favoured  nation  treatment t o  Hungary, 
and a still  higher one f o r  those  countries who d i d  not  accord 
such.  treatment t o  Hungary. The importance of tariffs was 
diminished by the   f ac t  t h a t  they   could   in   a l l   cases  be  waived, 

49. Mre GRWIER wondered whether  the  changes made i n  customs 
t a r i f f s   i n  a country  l ike Hungary  were caused by i n t e r n a l  ecgnomic 
reasons bound up w i t h  the reforms, o r  by pol i t ical   motives  of 
discrimination  towards some trading  partners.  

50. Mr. NELSON agreed t h a t , a t  the present  time, customs t a r i f f s  
were so le ly  used as a bargaining  asset  towards. trade  partners,   but 
theil?  r61e would  become more important  as a means of protecting 
nat ional   industry and influencing  the econernic choices of the 
enterpr ises ,  

51 Mr, GRANIER wondered whether  payment' of the  customs 
t a r i f f  by the final user  would have t o  be effected i n  the currency 
o f  the  country from which the goods carne, o r ,  on the c m t r a r y ,  
following  the  practice usual i n  Western countries,   paid  in the 
national  currancy ef the  country  levying  the  tax. 

52. Replying t o  a question by MP, Roca, Mr, NELSON said  that  
most Western European countries hed extended t o  Hungary most 
favoured  nation  treatment  concerning  tariffs  although  they 
maintained  cer ta in   quant i ta t ive  res t r ic t ions.   Present   legis la t ion 
prevented  the  United  States  from  according mcst favoured  nation 
ta r i f f   t rea tment  t o  Hungary, but this would become possible if 
Gangress  adopted  the new Eastbfest Trade B i l l  prilposed by the 
Administration. He added that   there  was no  evidence of the 
Hungarian leaders  intending t o  re-structure their foreign  trade 
in.faV'our of the West and to the  detriment of the  East, k few 
weeks ago, the Deputy  Foreign  Ninister had said,  with respect t o  
the  Hungarian  application t o  GATT, t ha t   s ix   yea r s  would  be 
necessary to move from an observer 's   s ta tus  t o  full membership, 
He thought  that the reform programme  was bas ica l ly  a domestic one 
and would only be of limited significance f o r  the  development Of 
Western  trade. 

53* Concerning Hungary's a t t i t u d e  towards GATT and the 
European Economic  Community, Mr. G W I E R  thought  that  she was 
€Aiming l e s s . a t   e s t a b l i s h i n g   r e l a t i o n s  with these  bodies  than a t  
obtcining  concessiens f r o m  t h e i r  member countr iese  &istrust Of the 
Protective measures of t h e  agr icu l tura l  Common Market was always 
present   in   peoples '  minds. 
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54. Mr, ROCA wondered whether the  introduction of this 
double column customs tar i f f  would no t   log ica l ly  bring about  sooner 
o r  later  the  disappearance of the many exchange r a t e s  f o r  purchases 
made i n  Western  countries, 

55. With respec t   to   the   fee l ings  of  some  Communist countr ies  
towards t h e i r  Hungarian brethren, the CHAIRMAN drew a t t en t ion   t o  
the f ac t   ' t ha t   i n '  i t s  issue of the 5th February  1967, the Polish 
economic weekly  "Zycie  Gospodarcze" s t a t ed  among other   things  that :  

- i n  1964, Hungary's  trade  deficit  had been  almost 3% 
of  the  national income produced; 

- the   s i tuat ion had  been  eased for the Hungarians by 2 
msratoriun on debts with COKECON countries which 
enables  the  Hungarians t o  cont inue  to   l ive on c red i t s ;  

- nat ional  income d is t r ibu ted  was higher  than 
na t iona l  income produced  because of increased  imports; 

- when the day of  payment would come a t  whose expense 
would these  obligations be l iquidated? 

And the  paper  concluded  that the answer would  be the outcome of 
the econonic  ref orms , 

56* %P. NELSON drew a t t en t ion  t o  the mention made i n  the 
"Neue Z ~ r e h e r  Zeitung" i n   A p r i l  o f  the  Soviet Union having  offered 
a moratorium to  Hungary. He  added that an Hungarian o f f i c i a l  had 
commented on this piece of iflormation  by  saying  simply: 
"journalistic  wishful  thinking",  Obviously,  the  Hungarians were 
under pressure on the p a r t  of their  communist brethren who were 
demanding repayment,, 

57. A s  far as   the   p resent   s ta te  of re la t ions  between Hungary 
and COMECON were concerned, Mr, G W I E R  said  that   according  to 
informatien  received from  Budapest, which m i g h t  o r  m i g h t  not be 
exact, the p lan  f o r  the  period 1966/1970 was the first to  have been 
defined i n  a concerted way i n  COMECON i n  the framework of the 
division of  labour  within  the  Socialist  camp. 

58, Mre, STUTTARD and Mr, NELSON disputed the t r u t h  of this 
statement,  considering  that the th ird  5-Year Plan had been  devised 
by the Hungarians  alone withmt recoumo ' t o  c lose eonsul tc t ioas ,  

59. &Iro STUTmRD added t h a t ,  on the other hand,  although 
COMECON d i d  not  function a s  originally  planned by the Soviet   U~ion,  
i t  quite  obviously did f inc t ion .  Hungary remained a f a i t h f u l  
member o î  this organization, In recent  years  Hungarian indus-ixy 
hzd specialized  in  pharmaceutical  production,  radio-eflgineePiIW9 
and general  engineering. H e  gave some spec i f ic  examples of i t s  
spec ia l iza t ion  on a b i l a t e r a l  o r  mul t i la te ra l   bas i s :   vehic les  
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manMacturing,  instruments  manufacturing  (eptical  equipment) 
medical  equipment, plant   protect ion machinery,  rubber  industry; 
he r eca l l ed   t ha t  Hungary was a member of INTERMETAL, a kind of 
s t e e l  community sponsored by COMECON with its headquarters  in 
Budapest; he a l so  mentioned jo in t   en te rpr i ses  with Bulgaria and 
the  bauxite agreement wi th  the  Soviet Union. .Hungary was  now the 
main suppl ier  t o  COYJ3CON camtries of micro-wave and transmission 
equipment. 

60, The CHAIRU,N asked if the l i s t  of co-operative  projects 
given i n  the United X9ngdom note was still  valid. 

61 . Mr. ROW; indicated  that   the   Hungarians,   in   their  
co-operative  projects with France, saw the means of introducing a 
divers i fying element into their exchanges with foreign  countries,  
bu t   tha t   concre te   rea l i sa t ions  were preceded by long and laborious 
negotiations. He mentioned co-operation between  France,  the  Federal 
Republic and Hungary f o r  the  producticn of diesel  engines f o r  
l o r r i e s  and buses  under  license from MAN, and pointed  eut  that a 
ce-operative  agreement had been  signed l a s t  January  between Hungary 
and I t a l y ,  

62. MP, HELSON said  that   there  were no examples of United 
S ta tes '  firms entering  into  so-operative  projects of this type with 
Hungarian firms. It would be  a very slow process t o  find areas of.  
mutual i n t e r e s t  and aIso t o  agree  en  terms  acceptable t o  b o t h  
parties. He drew a t ten t ion  t o  the long-term problem of what would 
happen t o  a f a c t o r y   b u i l t  i n  oo-operation  after the expiry o f  the 
contract  , 

III CONCLUSIONS 

63. The members of the Sub-Committee were i n  agreement i n  
considering that, if the  conclusions  formulated i n  the l a s t  repert 
t o  the  Council ( G M (  65)57) remained va l id  on t h e  whole, they Ou&t 
t o  be adjusted on cer ta in   po in ts ,  t o  take accclunt of  recent  
developments and future prospects a s  they  can be discerned  at, 
present . 

64. The CHnIW thanked the  par t ic ipants   in   the meeting, 
p a r t i c u l a r l y  the United Kingdom Delegatien for the  note  submitted. 
A s  imprevlous  meetings, it WEIS decided  that  the Ecensmic Directorate 
would prepare a summary record of the  meeting, a s  well  as a 
synthesised  report  of a l l  available  informatien  for  the  use of' the 
h u i t t e e  of Eccincrnic Advisers and perhaps of the  Council. 
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