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Note bv the United Kingdom Delegation 

SUMMARY AND CONCLUSIONS 

National Income 

Hungarian national income - net  material product - has 
been increasing a t  a f a s t e r  r a t e  since 1968 than before, 
average annucl rate f o r  I961 t o  1967 was 5.296, whereas from 1969 
t o  1972 it has been running a t  6.4%. 
component of national income , 
quarter of ne t  material product i n  1950, it is  now responsible 
f o r  a l i t t l e  under one half, whereas agricuiture has f a l l e n  from 
a posit ion of contributing one half to  only I ~ O  over the same 
period. 
t o  consumption - both pr ivate  and public - and about a quarter 
into capi ta l  formation. 

The 

Industry i s  now the major 
From contributing about one 

About three-quarters o f  national income presently goes 

Population, Manpower and Emp loment  

2, Hungary's population of 10,415,000 a t  the end of 1972 
was the smallest of the East European countries except Albpnia 
and Bulgaria, In  the l a s t  f i f t e e n  years the natural  Increase i n  
population ( l i ve  births,  less deaths) kas been very small, w i t h  
the r e su l t  t h a t  i n  the immediate future,  Hungary can expect a 
gradually diminishing ava i lab i l i ty  of manpower, T h i s  w i l l  put  a 
premium on ra i s ing  labour productivity, which is one of the 
weaknesses of the Hungarian economy, and which it was one of the 
main aims o f  the XEM t o  increase. 
developing a more capi ta l  intensive indus t r ia l  s t ructure  and 
perhaps an increasing use of  Western technology i n  the years 
ahead, 

T h i s  document includes: 7 Annexes 

Inevitably, this w i l l  mean 

H A T O  C O N F I D E N T I A L  
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Agriculture 

3, Agriculture i n  Hungary n o w  employs about 25% of the 
labour force and provides about 20% of  national income, a 
proportion t h a t  has declined slowly over the years. 
r i sen  strongly, due t o  the much greater productivity of labour 
i n  this sector,  and Were is l i t t l e  doubt that  the REM has 
contributed s ignif icant ly  t o  this development. 
has been uneven however, grair, output r i s i n g  strongly, but great 
d i f f i c u l t i e s  being experienced i n  increasing c a t t l e  breeding and 
the producti-on- of-fmi-t-and- vegetables; - Thi-s-haalargel-y-been-- 
caused by fnadequate pr ice  leve ls  for farmers, and f n  the long 
run the Hungarian consumer w i l l  have t o  pay more f o r  a large 
proportion o f  his food. The pr ices  of  milk and milk products 
have already been raised, and the price of  meat i s  due t o  be 
increased a f t e r  1975. However, the government w i l l  have to  tread 
carefully i n  this re spec tp in  order not t o  antagodm consumers - 
par t icu lar ly  the indus t r ia l  workers - too much. 

Industrv 

4. Industr ia l  growth has slackened since 1968, but 
productivity ( a t  l e a s t  i n  the sense of  output per man hour) has 
improved s l ight ly ,  
outlput are shorter workfng b u m ,  movement of 8ome enterprises 
t o  areas where productivity was lower, and also leas production 
f o r  the sake of production, a r t l y  o f f se t  by the 

a more e f f i c i en t  use of  labour during this period. Industries 
which have improved t h e i r  performance i n  this respect are the 
vehicle, chemical and precision engineering. A t  the other' end' 
of the scale, productivity has been declining i n  the mining, 
paper and t e x t i l e  industries,  while the buildin materials 
industry has continued to give a poor account O f i tself .  

Output has 

The improvement 

Among the reasons f o r  t he  f a l l  i n  overall  

The f a l l  was 
f a s t e r  growth i n  output per m a n  hour, whic R would seem ta- reflect 

Investment 
I 

I 
5. In 1968, the scope of  investment based on enterprise 

self  finance was broadened, and a l a rger  r81e a l lo t t ed  t o  bank 
credit .  
an investment 'mom i n  1969 which continued u n t i l  1971 , when the 
government intervened and introduced measures 'Co l i m i t  the growth 
of investment. Many new projects  were started, often of a n -  
uneconomic nature, completion periods lengthened, and the constm- 
ction sector  became atrained. The chief reason f o r  the boom seems 
t o  have been a miscalculation by the government a s  t o  the s ize  
of the p r o f i t s  that would accrue t o  the enterprises i n  1968 
following the a à j u s b e n t s  and the introduction of the NEB!, ra ther  
than from any r ea l  surrender o f  basic control over investment by 
the central  authorit ies.  Nevertheless, the Hungarian government 

4 Following this readjustment, the economy experienced 

N A T O .  . C O N F I D E N . T I A L  . .  
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seems t o  have no desire t o  repeat the experience, and are 
apparently determined to  maintain f o r  the time being the  various 
administrative and f inanc ia l  sanctions introduced since 1971, 

Prices 

6. The major innovation i n  pr ic ing policy introduced by 
the NZN, w a s  the decision t o  allow some enterprises t o  f i x  the 
pr ices  they charged other producing firms, Because the 
Hungarians retained strong monopolistic elements, unjustified 
increases i n  prochcer pr ices  were common and a strong inf la t ionary 
trend w a ~  introduced in to  the  economy. Firms t h a t  could not 
increase pr ices  were discriminated against, and necessary capi ta l  
intensive investment was made extremely eqens ive ,by  these 
inf la t ionary costs. Consequently, e number o f  measures were 
k k e n  by the government i n  la te  1972 t o  increase central  influence 
i n  pr ices  policy, 
basic goods o r  the  proportion of f ree  pr ices  before 1975, 
s t r i c t e r  pr ic ing control was t o  be introduced generally w i t h  the 
compulsory reporting of p r ice  increases. 
cations on the pr ic ing system, the government's o f f i c i a l  aim 
i e  st i l i  t o  evolve a consumer pr ice  system proportionate to  
value. However, the government have also admitted t h a t  the 
implementation of this decision is proving t o  be much more 
d i f f i c u l t  than had been expected, and that  i ts  rea l iza t ion  w i l l  
take a t  least two o r  three plan periods. 

Tliere w a s  t o  be no increase i n  the pr ice  of 

Despite these modifi- 

Barn ina  

doubled, but the increase was uneven and varied strongly from 
one sector of the economy t o  z i t h e r .  The major feature o f  the 
period has been the way i n  which the indus t r ia l  wage has f a l l en  

' f rom Q posi t ion o f  pre-eminence to  one of re la t ive  infer ior i ty ,  
vis-&vis the economy as a whole, I n  1955, indus t r ia l  earnings 
were as much as 30% higher than wages i n  the s t a t e  sector o f  
agriculture, Gradually this gap was narrowed, and i n  I968 when 
the Nl3M was introduced, indus t r ia l  wages f e l l  below the average 
wage leve l  f o r  the first time, w h i l e  wages i n  agriculture leapt 
ahead. Earnings have slso increased more rapidly i n  the 
co-operative sector  than i n  the s t a t e  sector since 1968. 
Consequently, i n  terms o f  earnings and general standard o f  l iving,  
it is the peasantry and workers i n  co-operative industry that 
have gained most f r o m  the NEM, and the workers i n  s t a t e  industry, 
the l ea s t ,  This became an important ideological weapon t o  
conservative opponents o f  the J!JEN, and a t  the end of 1972, a 
se r ies  of measures were introduced by the governme2t which aimed 
t o  redress the balance. 
f o r  indus t r ia l  workers i n  the s t a t e  sector  over and above the 
normal annual increase, and although pr ice  increases should 
ensure t h a t  agr icu l tura l  incomes do not stagnate, it seems l ike ly  
that a t  l e a s t  i n  1973, the tendency for peasant incomes t o  r i s e  
f a s t e r  than those o f  indus t r ia l  workers w i l l  be reversed. 

7. Between 1955 and il971 , earnings i n  Hungary vi r tua l ïy  

They included a specinl wage increase 
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Foreign Trade 
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. 8, Hungarian dependence on foreign trade i s  considerable, 
Some 5756 of trade i s  currently conducted w i t h  Communist countries 
(over half of this with the USSR), and well over a quarter w i t h  
the indus t r ia l  West. NATO co~ui - t r ies~  share i n  1971 was over 20% 
The balance of  trade i n  recent years has been generally adverhie, 

a r t i cu la r ly  with the developed countries, and i n  1971 Hungary's 
%rade d e f i c i t  with both Communist and non-Communist countries 
increased considerably. Consequently, the reduction of  the 

----defkckt--has-become- a--centmï- a i m -  of-ïiungarian trade policy. 

1 

9, The 1971-75 P l a n  places renewed emphasis on .trade w i t h  
CMEA countries, With the GDR, i n  pa r t i cu la r ,  Hungary's trade has 
grown because of the increase i n  co-operation i n  the indus t r ia l  
sphere, and she has also emphasized the need for CTIZEA specializa- 
t i on  i n  the engineering sector. 
is also a key fac tor  In  Hungaryts continued economic development, 
Ïn  this respect Hungary is  dependent on the Soviet Union, imports 
of raw materials being regulated on the basis of long tern 
weements.  The proportion of raw materials coming from the USSR 
may decline sUghtly,  and Hungary will be expected t o  contribute 
towards raw material exploitation on Soviet t e r r i t o r y  w i t h  other 
East European countries. 
may ala0 inprove the prospects f o r  co-operation, 
ûpplfes t o  both Communiet and non-Communist countries, and al lows 
f o r  the establishment of  j o i n t  enterprises,  par t icu lar ly  i n  
research and marketing, and would serve the products of  indus t r ia l  
co-opepation. 

Security of rawqmaterial supplies 

The recent law on foreign investment 
This l e w  

10, The Hungarians w i l l  continue t h e i r  aggressive pursui t  
of Ivestem technology, They have signed more Industr ia l  
Codperation Agreements (ICAS) w i t h  the 'West, than any other 
Communist country, These agreements, which are of a wide r k g e  
and variety, are primarily aimed a t  improving the quality of goods 
produced both f o r  in te rna l  consumption and f o r  export. 
Ikin arians have also received cred i t  to cover major purchase of 

smaller scale than the o ther  members of  CMEA. 
supplemented this by Eurodollar borrowing, mainly through London, 
Cnd loans raised since 1967 t o t a l  over $2ûO million excluding the 
two Eurobond issues which raised $75 million. 

The 

Cap f tal equipment from NATO countries, but consistently on a . 

They have 1 

1 1 .  The New Economic Mechanism (NEM) has now been i n  
operation f o r  over f ive  years. 
with some successes - a s l igh t ly  f a s t e r  r a t e  of growth of  national 
income, 8 be t t e r  performance i n  the agricul tural  sector (arguably 
the major achievement of the NIN), an increase i n  indus t r ia l  
efficiency, etc. - but it has also encountered a number of deep 
rooted problems, which have slowlv comDelled the fzovernment to take 

The mechanism has been attended 

a pore interventionist  r81e and draw bgck somewha: from the original 
N@f principles,  

N A  rlrn P n i \ ~  P t n p  ni m T A t 
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12. The problems t h a t  arose were chiefly those associated 
w i + h  the introduction of a l imited ecoziomic freedom i n  a highly 
centrâlized economy - nmely, the appearance sooner o r  l a t e r  of 
personal and collective inequal i t ies ,  resul t ing from the d i f fe ren t  
opportunities which people had t o  make use of these new freedoms. 
Some firms could ra i se  pr ices  more eas i ly  than others, while 
still  others were not  s l lowed t o  ra i se  t h e i r  prices a t  a l l .  As a 
resul t ;  some workers - usually those i n  the smaller enterprises 
and the co-operatives - reaped higher rewards thsn others  - 
usually those i n  the large state fims. 
co-operative benefitted considerably from the higher pr ices  and 
greater marketing freedoms which the KEN gave then, and peasant 
incomes grew much more uickly than indus t r ia l  earnings. The 
t rad i t iona l  chief benef 9 c iary  of Communist society - the w o r k e r  
i n  the large state indus t r ia l  enterprise - gcined the lecrst fron the 
relaxation of  central  control. 

As the problems developed, the general p o l i t i c a l  
climate 9 both domestic and internat ional  - i n  which the NEIf had 
t o  operate, gradually changed as well, 
introduced i n  1968, the internat ional  s i tua t ion  was favourable 
for such an undertaking. 
reforms of i ts  own, and seemed wel l  disposed towards the idea, 
and. Czechoslovakia had already introduced its "new economic 
model". Since then, the picture  has changed. The concept of 
Uintegration" within the CMEA has replaced "refom'' as th0 
dominant economic concern of Eastern Europe, and the Czechoslovak 
reform has been eradlcated by the Soviet invasion. 

meant t h a t  the problems which had been generated o r  brought t o  
the surface by the new system, were tackled on the basis  of  
increased central  control and administrative edict ,  ra ther  than 
by a development or extension of  Tu'ET;i pr inciples  - measures tha t  
might we17 have been feas ib le  i n  a more optimistic and relaxed 
po l i t i ca l  climate. 
main tâsk of  the supporters of  the PlEFï w i l l  be to keep as much 
031 the policy in t ac t  and i n  operation as they can, ra ther  than 
seeking t o  extend it. 

The agricul tural  

13. 

When the ITEM was 

The Soviet Union had been involved with 

14. T U S  change i n  the p o l i t i c a l  background t o  the TJEM 

WMle this climate remains unaltered, the 

N A T. O C O N F I D E N T I A L  
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PART I: I rmmm ECONOMY 

NATIONAL Irscom 
1,  The industr ia l izat ion of Nwigary which has been going 

on since 1945, has extensively changed the economic patterm of 
the- t rad i t iona l ly  agrarian society,  
takeover, the economy was essent ia l ly  agr icul tural ,  and t e x t i l e s  
and food processing were the main industries,  although some 
p r o p e a s  b d  been made during the w a r  i n  the i ron  and s t e e l  
industry, machine building and chemicals. Under the Communist 
regime, indus t r ia l iza t ion  has. gone ahead much fas te r .  The 
production o f  coal, s tee l ,  bauxite and crude o i l  has been 
extensively developed, end the chemical industry has made great 
s t r ides ,  par t icu lar ly  i n  phclrmaceuticals and more recently petro- 
chemicsls, The table  below shows the contribution o f  the major 
sectors o f  the economy t o  the  na.tiona1 income over the l a s t  two 
de cade s , 

Before the Communist 

NATIONAL INCOME BY ORIGIN (NET MATERIAL PRODUCT)(l) 

(Percentage) 

CONSTRUCTION 
AGRICULTURB 

2, The obvious feature  of  the table  i s  the great ly  
increased importance o f  industry i n  tho  national income, 
contributing about a quarter of the ne t  material product i n  1950, 
it is now responsible f o r  a l i t t l e  under half, whereas agriculture 
has f a l l e n  from a posi t ion of contributing half t o  17% over the 
same period, 

From 

Industry slso now employs some 37% o f  the labour 

1 7 )  Nationai lncome (Net Material Product) a t  market pr ices  fs 
the value of materiel goods and mâterial services produced 
by the "live labour" of roducers within tkie sphere of 

needs of the community, i.e. does not include intermediate 
consumption, 
material goods md material  services re la t ing  to  the pmdu- 
ctiGn, transportation and d is t r ibu t ion  of  material goods. 
Other services, such es personal services, services of 
banks, education and heal th  services and public administra- 
t ion  and defence are riot regarded as productive. 

material production w h i c  f: i s  used f o r  sat isfying the f i n a l  

The concept of production is l imited t o  

N A T O  C O N F I D E N T I A L  
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force (44% if construction i s  included) compared w i t h  26% i n  
agriculture (including water conservancy and *forestry) . 
1950, the respective f igures  had been 19.4% and 5296. 

In 

3. If the growth 09 national income is examined Bioi dis t fnc t  
from its composition, then the IdEM does seem t o  have been success- 
f u l  i n  speeding up its development, Whatever basis  of  caïculation 
is used, national income - net  material  product - increased-aT 
a f a s t e r  r a t e  a f t e r  1968 than before. 
below uompsres annual rates of growth f o r  the four and f ive  
year periodia before and a f t e r  1968, and also f o r  a four year 
period excluding 1968. 

For example, the table  

RATE OF INCREASE OF NATIONAL INCûf.lE (NET MATERIAL PRODUCT) 

(Annilal averages i n  percentages) 

4. morn an international point k view, the &pariBon 
between the two periods is also illuminating. 
compares €iungary*s national income with other CMEA countries 
before and a f t e r  1968. 

The table  below 

RAT33 OF INCREASE OF MATIONAL INCOME (l’BT MA!i!ERIAL PRODUCT1 

(Annual averages i n  percentages) 

. 

M A T O  C O N F I D E N T I A L  
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5. In  view of the shortness of the 1968-1972 period it 
would be unwise t o  draw too hard and f a s t  conclusions from t u s  
table. Hungarian commentators themselves admit t h a t  the 
accident of two record agricul tural  harvests i n  1971 and 1972 
made a decisive contribution t o  the resu l t s ;  but this need no t  
invalidate the conclusion t h a t  the mechanism i t s e l f  played a 
pa r t  i n  enabling a f e s t e r  r a t e  of growth to  be maintained. 

POPULATION, MANPOWER AND EMPLOYMENT 

6, Hungary's opulation of 10,415,000 a t  the end o f  1972 

While the death ra te  has remained f a i r l y  
was the smallest of !i he East European countries. excep.t f o r  
Albania and Bulgaria. 
stable over the l a s t  two decades (on average about 10.7 per 
thousand per wm.u.n), the  b i r th  ra te ,  âpart from a sudden r i s e  i n  
the early 1950s when abortion was temporarily prohibited, has 
fa l len  continuously. Indeed, the b i r th  rate f e l l  to tà l o w  of 
13.1 per thousand i n  1965 which was one of the lowest r a t e s  i n  
the world. It has r i sen  s l igh t ly  since then, but the resu l tan t  
natural increase (i .e,  l i v e  bi r ths  l e s s  deaths) during the l a s t  
f i f teen  years o r  so, has been very small; nie table below 
compares Hungary*s natural  r a t e  of  increase o f  population with 
those o f  other CNEk countries and some developed countries over 
the Last two decades. 

NATURAL POPULATION INCREASE PER THOUS&HD PEOPLE 1950-I970 

Countries 

Communist countries 
Bulgaria 
Czechoslovakia 
GDR 
Poland 
Romania 
Hungary 
Other countries( I ) 
Austria 
Great Bri ta in  
France 
FRG 
USA 
Japan 

951-1 955 

10.7 
70.9 

19.1 
13.4 
io00 

2.8 
4.0 
6.4 
5.2 

15.l 
10,9 

, 4.7 

19564 960 

9.5 
8.1 
3.3 

17.2 
12,o 

6.2 

407 
5.2 
6.6 

' 6.1 
14.9 
10.0 

__ . 

1961-1 965 1966-1 970 - 
7.1 
4. 7 
0.7 
8. 6 

13.2 
3.6 

4.2 
5. 
6.0 
5.0 
8.3 

10.4 

7. The basic reason fo r  Hungary's small population 
increase has been a decline i n  marital  f e r t i l i t y ,  ra ther  than 
structural factors such as the number of mmen i n  chfld-bearing 

T i 1  w?fT-Tm .Ii 

N A T O  C O N F I D X N T I A L  
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N A T U  G U  PJ F i  U &  N Y i  A L  

years o r  tine marriage rate. 
i n  the b i r th  r a t e  since 1967, when new maternity benefits  were 
introduced (though even these have now decreased once more), but 
some Hungariaiz demographers s t i l l  think it is doubtful whether 
3% has brought the gross reproduction r a t e  up t o  the leve l  
required for the society t o  reproduce i t s e l f  i n  the long term, 

8. The reasons f o r  thg. decline i n  marital  f e r t i l i t y  are 
varied. Rising expectations of a higher staciard of  l iving-and 
improving p o s s i b i l i t i e s  f o r  t h e i r  fulfi lment,  has encomged 
a policy of keeping famille8 s m a l l ,  and material rewards high - 
lkars  before babies" - a s  the Hungarian phrase has it, Greatly 
improved educational opporunities mean t h a t  parents, instead o f  
valuing children i n  the traditional. manner - as investments for 
the future - now t r y  t o  invest  the maximum i n  each chi ld 's  future. 
There i s  also a housing shortage created by rapid industrializa- 
t i o n  and the accompanying movement from the countryside t o  the 
town, which obliges a majority of newly-weds to  s tay f o r  a 
number of years i n  parental  homes, o r  small furnished moms. 
containment of  family s ize  has been made possible by the vast ly  
increased use of  contraception and Hungaryts l i b e r a l  policy on 
abortion, A t  a r a t e  of something l i ke  230 abortions f o r  every 
100 l i v e  bir ths ,  this obviously makes a considerable difference, 
and a reimposition of the ban on abortion has recently become a 
prominent topic. The l a t e s t  indications are that the Government 
may now be contemplating sone Wprotectiven action, short of  a 
return t o  the methods of the early f i f t i e ~ .  It is also the 
general opinion tha t  the Child Welfare Allowance introduced i n  
1967 must be improved. It has evidently l o s t  the l imited popular- 
i t y  it en3oyed prevfously, chfefly because price r i s e s  have 
eroded its rea l  value and women are feel ing it necessary t o  return 
t o  work ear ly  t o  earn extra money. 

There have been s l igh t  increases 

This 

9. Whatever the reasons f o r  Hungary's very small populat+bn 
increase, i ts inpl icat ions f o r  the manpower s i tua t ion  are clear,  
namely a gradually diminishîng ava i l ab i l i t y  of manpower, coupled 
with an increasing demand for labour, as economic development i s  
pressed aheed. 
as labour has moved out of agriculture,  and greater numbers of 
women have been emplo ed i n  the economy, 

wave. caused by the so-called Watko era", which heavily penalized 
abortion and raised the annual r a t e  of natural  population increase 
temporarfly t o  between 8 and 12 per thousand i n  the first half of 
the 195Os, compared t o  the present 2.6 t o  3 per thousand, 
"bulgert i s  now spent however, and the present feel ing is t h a t  from 
now u n t i l  about 1977, the number of young people s t a r t i ng  work 
each year w i l l  g x d u a l l y  decresse from about 180,000 t o  something 
l i k e  110,OûO. 

Until  now, such d i f f i c u l t i e s  have been manageable, 

Nore recently, the 
labour supply for 196 L 1973 waw unde rn i t t en  by the demographic 

T h a t  
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I O ,  Clearly this puts  a premium on Increasing productivity, 
one o f  the chronic weaknesses of the Hungarian economy. 
the only way of increasing output now Is by greater labour 
productivity, which wtls one of  the rilain rr ims of the economic 
reforms, and which requires f r e sh  investment - psr t icu lar ly  
capi ta l  inveshent  .I and recourse t o  Western technology. 

I I .  The s i tua t ion  has been confused t o  some extent by a 
high r a t e  of labour turnover. 
strong i n  1968, often exceeding r e a l  needs, a s l tuâ t ion  which 
created. 8 high man ower turnover. 

workers changing t h e ï r  place of work I n  1968, and a more l i b e r a l  
policy of hir ing and f i r i n g  by enterprises. Although there was 
8 s l igh t  increase i n  the numbers leaving school and looking f o r  
work, it was insuf f ic ien t  t o  meet this dramatic increase i n  
demand. There were increased opportunities t o  look f o r  higher 
wages, be t te r  working conditions a more favourable work a-kuos- 
phere, stc.  A t  the  same time, migration o f  labour was also 
cawed by fac tor ies  being relocated i n  rura l  areas, o r  by the 
rapid development of  famers1 co-operatives when they s ta r ted  
building up t h e i r  own subsidiary industries,  
was c a s e d  when modern developing branches were increasing t h e i r  
workforce a t  the expense o f  contracting industries,  
the increase i n  labour turnover was striking, 
turnover (the proportion o f  those entering and leaving the i r  
workplace as a g d n s t  the average workforce), which was calcul- 
ated a t  2% before 1968, reached 36% i n  1968 and 40% i n  1969. 
I n  1970, turnover imreased  s l igh t ly  again, ûlthough the actual 
r a t e  of growth i n  employment decreased during that year. I n  1974 
and 1972, menpower movement level led o f f  somewhat, pa r t ly  because 
of  messures introduced by the Government t o  enforce recourse t o  
a labour exchange I n  some cases, and par t ly  because o f  the 
l imitat ion of the co-operative * s power t o  entice workers sway 
from Industry, 

AUnost 

Manpower demands became extremely 

This was promoted by the 
dissolution o f  adm P n i s t r a t ive  sanctions ugainst employees ar-d 

Some f luctuat ion 

Nevertheless, 
The share o f  

AGRICULTURI3 

Hungary i s  the farrbing co-operative. 
founded i n  the years 1959 t o  1961, and they now number about 
3,000 (including the specialized co-operatives end other 
co-operative associations). 
million hectares otit of Hungary's 6.9 million hectares of  
a p i c u l t u r a l  land (deTineil as erable land plus household plots,  
orchmds, vineyards, pastures and meadows), giving them an 
average s ize  of about 1,800 hectares. They employ about 80% o f  
the country's agr icul tural  population and supply 70% of its 
ag r i cu l twa l  production. 
foimer pr ivate  f m s ,  the co-operatives combine large scale 

12, !ï!he most charac te r i s t ic  agr icul tural  organizâtion i n  
Most co-operatives were 

They presently cul t ivate  some 5.4 

Being basical ly  an amalgamation of 
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common farming and the individual cul t ivat ion of small plots 
household p l o t s  o r  gardens - a l lo t t ed  t o  each member. On these 
p l o t s  (which cccupy about 15% on average of the area of  the 
co-operative) members are f ree  to  cul t ivate  plants  and breed 
animals aid dispose of these products as they w i s h  - though the 
sa l e  of animals and animal products is uaually effected through 
the co-operative. 

7 3. The other chcrac'keristic agr icul tural  organlztiti'on is 
the s t a t e  farm. These were established a f t e r  the Second World 
War as par t  of the land reform ,from former large estates,  which 
i n  view of  t h e i r  re ia t ive ly  high level  o f  economic and technical. 
development, would have been a waste t o  break up. They numbered 
about 180 i n  '1971, and employ about 15% o f  agricultural  workers. 
Occupying an agricul tural  area o f  about 880 thousand hectares, 
t h e i r  average s ize  is about 4,900 hectares, which makes them 
much larger than the averege co-operative. 

A r icu l ture  i n  Hungary (including fores t ry  and water 
conservancy 7 now employs ebout 25% of the active labour f o r c e  
and provides very roughly 20% of national income (net  material 
product). This prop'ortion has declined slovrly over -the years. 
During 1966 to  1970 the aversge contribution was 21.810 compared 
w i t h  26,514 during 1961-7965 and 35% from 1956 t o  1960. Such a 
reauction has meant that the Hungarian economy has become 
progressively l e s s  dependent on the agricul tural  sector f o r  its 
overall  performance i n  any par t icu lar  year, a trend tha t  w i l l  
cont ime,  a3Beî.t more slowly ,  i n  the future. I n  the same way 
the labour force has also  declined. The 25% o r  so of  1971 and 
1970 Compares w i t h  30% i n  I965 and 39% Ln 19604 i n  1950 the 
f igu re  was more than 50%. 

income ha8 fa l len ,  agricultural  production i n  absolute terms has 
risen f a i r l y  significantly.  Treating 1950 as E base year of 100, 
gross agricul tural  pmductfon i n  1960 was 120 and I59 i n  1971, 
though there are  of course, considerable variations from year t o  
year. Allowing f o r  these variations,  the average f o r  the years 
+I966 t o  1970 ( L e e  during the time of the third Five-Year Plan), 
was 16% above the average for the yeam 7961 t o  1965, which was 
also s l i g h t l y  higher than the plan target of 13% t o  75%. 
average annual growth of  agricultural production also accelerated 
i n  comparison w i t h  the preceding f ive  year period and s l igh t ly  
exceeded the planned rate.  Nore impressive has been the increase 
in producitivy. 
earner I s  shown in Chart A. 
figures with the e a r l i e r  period of 1950 t o  1960 is made d i f f i c u l t  
because the Eungarians changed t h e i r  method of recording manpower 
i n  1960. However, taking 1960 a s  EL base year of  100, gross 
Output per active earner a decade l a t e r  i n  1969 was about 180, 
i.e. 811 80% increase. 
occurred Ln the previous decade 1950 t o  1959 when per capita 
oulqut rose by about 40%. 

14. 

I S .  While i ts  proportional contribution t o  the national 

m e  

G r o s s  agricultural  output and output per active 
Comparison of present productifi ty 

This vas B much greater  increase than had 

m A ~ T ~ ~ - - - - - -  - -  hT E Inn 
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16, Among the conüitions o f  this accelerated growth were 

improved mechanization, a wider use o f  up-to-date technology, an 
incpeasing applicaticn of f e r t i l i z e r s  and p lan t  chemicals etc,  
However, apart  frou this improved sc i en t i f i c  and technological 
approach, there is no doubt t ha t  a tnajor fac tor  i n  the improvement 
was the strengthened organizational and econonic posit ion of the 
co-operative, following the introduction o f  the new system o f  
economic nanagement, 
control over the farms by allowing much more freeüom over what 
they produced and also how it was t o  be disposed. 
exarrple, co-operatives were allowed. t o  sell di rec t  t o  the home 
market, and even i n  some cases to  foreign markets, 
also allowed t o  pursue a much wider range of  anc i l la ry  a c t i v i t i e s  
such as se t t ing  up t h e i r  'own processing plants,  se l l ing  
organizattons, technical end repair  shops, food  shops, e tc ,  
(thmgi-, recantly t b ? e  indus t r ia l  t ic t ivi t ies  o f  the agricul tural  
co-operatives have been severely restr ic ted) .  Financial 
l eg is la t ion  enabled them t o  undertake a greeter volume of  s e l f  
financed investment end i n  1969 and 1970, and something l i k e  a 
boom developed i n  this kind o f  co-operative investment project. 
In addition, there  was a gradual r i s e  i n  the leve l  of  p r ices  
paid by the s t a t e i s  procurenent organizations (adding up t o  18% 
between 1966 and 1970) which helped t o  stimulate greater  
pro duction , 

The reforms removed a great deal of cen t ra l  

I n  1968, for 

They were 

17. The greatest  impact of these various measures was i n  
grain production, pr incipal ly  wheat and maize, To a great extent 
this ref lected the switch over t o  large scale production a f t e r  
the land r e f o r m ,  
enormously over the l a s t  t en  years, such that despite the smaller 
growing 81188, the volume produced i s  much larger ,  For example, 
over 4 million tons of  wheat t'as grown i n  1972, comparet- w i t h  
j u s t  ~ndei?  2 million tons i n  I961 , Similarly, the comparable 
f igures  f o r  naize were 5.5 million tons and 2.7 million tons 
respectively. Hungary i s  now fo r  a l l  in ten ts  and purposes se l f  
sufficient i n  grain production, being able to  meet requirements 
f o r  domestic consumption, fodder reqtdrements and reserves, and 
still make sizeable excorts i n  good years, The success o f  grain 
production has been due t o  a number o f  reasons, an improved 
farming technology, the introduction o f  high yielding var ie t ies ,  
increasin use of  chemicals and f e r t i l i z e r s ,  etc. It m s  e lso ,  

forms of  êgr icul tural  production and easier t o  stimulate by 
price increases. 
t h a t  a cer ta in  ce i l ing  o f  efficiency has been reached which 
cannot be paaged without ii new phase of hesvy investment i n  new 
types of cgr icul tural  machinery, f e r t i l i z e r  supply, etc,  

In  general, the fac tor  o f  labour and capi ta l  require- 
ments has exercised 3 strong influence on the fortunes of the NEPI 
i n  the agricul tural  sphere , 
became obsolete and Hungarian agriculture remained chronically 

The yields  of these crops have increased 

a t  l e a s t  f n i t i a l l y ,  less capi ta l  arid labour intensive than other 

There have, admittedly, been signs more recently 

18, 

After col lect ivizat ion much equipment 
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undercapitalized and technologically baekwwd, 
where progress would involve large drawings on capi ta l  and labour, 
serious problems were presented f o r  co-operatives i n  p a r t i c u a r ,  
and differences i n  capacity to  meet mch demands aggravated the 
%lass  distinctions" always i n  evidence between farns i n  the 
poorer and more prosperous areas, For example, whereas the new 
regulators had made farms more interested i n  developing plant  
growing, they were st i l l  unable t o  ensure adequate prof i t a b i l i t y  
for c a t t l e  breeding, o r  f o r  the labour intensive cro s of  sugar 

p l o t s  usually involved losses,  and consequently livestock 
diminished t o  an extent tha t  could not be compensated f o r  by the 
increase i n  stocks on the large fms .  In  addition, ca t t l e  
breeding was not p ro f i t ab le  i n  the greater pârt of the large 
farms either.  Accordingly, changes were introduced to the 
regulatory system a t  the beginning of 1970. 

were raised and the sale  and purchase o f  fodder were l iberalized, 
A 50% subsidy was granted to farms f o r  the purchase of equiprneiit 
f o r  c a t t l e  and p ig  breeding. Despite these measures, the ca t t l e  
population has remained more o r  less s t a t i c  since 1970 a t  about 
1,900 t busand  he& Indeed, the number of c a t t l e  has scarcely 
a l te red  since pre-war days, whfch helps to explain why c a t t l e  
breedfng has been the subject o f  more decrees adopted b the 

15 years than any other problem, 

Thus i n  cases 

. 
beet, vegetables and f r u i t ,  Breeding c a t t l e  on the Ro usehold 

the s t a t e  procurement organizations f o r  cattle, p 9 gs and milk 
The r i ce s  paid by 

Council of Ministers and the Agricultural Ministry i n  t 5: e l a s t  

19. The d i f f i cu l ty  is one that i s  basic t o  Hungarian 
agriculture,  t h a t  is, despite a complex system of subsidies anà 
incentives, and price increases, the dispar i ty  between indus t r ia l  
and agricul tural  p r ices  i s  still too great. 
much hfgher pr ices  f o r  t h e i r  machinery, equipment and other 
i q u t s ,  but have t o  s e l l  t h e i r  products a t  fixed and a r t i f i c i a l l y  
l o w  prices.  The a s p a r i t y  is such tha t  some Hungarian economists 
have argued that for agr i cu l tu ra l2 r i ces  t o  r e f l e c t  the actual 
costs  of production, a general 2510 r i s e  would be necessary. For 
this reason there has also been a perceptible decrease i n  
vegetable and fruit growing i n  recent years, w i t h  the r e s u l t  that 
consumer pr ices  have increased t o  the disadvanta e of l o w  income 
people, large families and those on a pension. 
m u a l  consumption is now 75 k i l o s  compared with a European 
cverage OP about 85 t o  90 k i l o s ) ,  
sat isfactory f r u i t  and vegetable supply i s  now one of  the 
Government *s most important ta rge ts  of  social  policy. 
is the seme - the pr ice  level  does not make the cult ivation of 
these labour and investment intensive p lan ts  a worthwhile 
prop0 s î t i o n  , 

been successful i s  p i g  breeding - par t icu lar ly  important i n  
Hungary where more than 50:: o f  meat consumed is pork. 

Farmers have t o  pay 

The per capita 

As a resu l t ,  a steady and 

The trouble 

20, Interestingly,  one area i n  which the Government has 

A large 
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Scale programme t o  encourage production was put in to  e f fec t  i n  
1969, and there w a s  a r i s e  i n  procurement pr ices  and subsidies. 
By 1971 the p i g  PO u la t ion had increased to  some 7.5 million 

I n  the same 
year 890,000 tons of  pigs  f o r  slaughter were produced - 200,000 
tons more than i n  the previous year - and very nearly the ta rge t  
of 900,000 tons s e t  f o r  1975. 
production created problems f o r  the inadequate capacity o f  the 
processing industry, so  t ha t  some cutback was inevitable i n  
1972. 
the household p lo t s  o f  the co-operatives, and pr ivate  and 
awtil iary farms, i l l u s t r a t i n g  the importance of these sections to  
Hungarian agriculture,  and the rapid way i n  which they will 
respond t o  pr ice  increases which make production profitable.  

The Government i s  aware of this and knows t h a t  i f  
production i s  t o  be increased and assured, pr ices  w i l l  hâve t o  
r i s e  and the Hungarian consumer pay more f o r  his food, 
the Government does seem prepared f o r  some ac t ion- in  this respect 
despite the great unpopularity of such increases with consumers. 
The Central Committee Meeting of 20th November decided t h a t  i n  
1973 the pr ice  of milk would be raised 44%, butter  20%, cheese 
10% and other milk products by 25%. Although such increases are 
supposed t o  be of fse t  by accompanying wage r i s e s  f o r  indus t r ia l  
workers, they are nevertheless evidence of the authori t ies '  
determination t o  accustom people t o  a higher pr ices  system. The 
decision i s  well i l l u s t r a t e d  by the choice of so sensi t ive an 
item as  milk f o r  the mador increase; howwar strong the  economic 
argument for the move, the soc ia l  arguments against it would 
u n t i l  very recently, have been considered overwhelming. It was 
also decided t h a t  there would be a general r i s e  i n  meat pr ices  - 
another very sensi t ive item - a f t e r  1975, primarily i n  order t o  
support the heavy Government spending scheduled f o r  1973-1980, i n  
an e f fo r t  t o  achieve some expansion i n  ca t t l e  breeding. 

head, compared w i t  R 6 mill ion a year o r  so ear l ie r .  

Indeed, the sudden surge i n  

Significantly, most o f  the increase was accounted f o r  by 

21. 

I n  f a c t  

22. Besides t rying t o  move towards a more r e a l i s t i c  pr ice  
structure i n  order t o  encourage agricul tural  production, the 
Hungarians have also recently t r i e d  a more technological 
approach by experimenting w i t h  the %lased production11 system. 
Under this system, the var ie ty  of p lan t  o r  animal most sui table  
f o r  development i n  Hungarian conditions is selected and then given 
optimum space, chemical treatment o r  fodder as the case may be. 
In  1972, the system was successfully t r i e d  w i t h  maize and sugar 
beet production, and w i l l  be adopted on a larger  scale with these 
crops i n  the future, Experimental success has also been had i n  
ra is ing r i ce  and tobacco yields. 
is t rying t o  encourage the adoption of this system by aiding 
farmers with advice and guarenteed purchases, i f  farmers accept 
the s t r i c t  conditions of cul t ivat ion involved. However, the 
drawbacks of the system are elso great, the chief one being t h a t  

The Ministry o f  Agriculture 
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the mechanization involved, makes it very expensive indeed 
und frequently requires large imports of  western machinery, It 
also requires a l o t  of sk i l led  manpower, of which Hungarian 
agriculture is short ,  For these reasons, a rapid switch t o  the 
new system is  not possible, and resu l t s  can only be expected t o  
come gradually. 

INMJSTRY 

23, though the precise reasons f o r  this are far from clear. 
average annual r a t e  of growth f o r  1968-1972 was between 4% and 
5%, compared w i t h  a r a t e  o f  Jus t  over 7% f o r  the years I963 t o  
1967. 

t o  the new systerii (and it was i n  l i n e  w i t h  the deliberately low 
planning targets), but the f a l l  t o  only 3% i n  1969 was en t i re ly  
unsatisfactory. The r a t e  has increased since then, but i s  s t i l l  
below the average before 1968, 

aims of the NEPIP, but it i s  st i l l  not c lear  t o  w h a t  extent it has 
been successful i n  this respect, 
put mentioned above, i s  not conclusive, as much production i n  
Hwgarian industry has tended t o  be uneconomic and inef f ic ien t ,  
For example during the  1961;796'7 period a f a r  from negligible 
popor t ion  of indus t r ia l  output was not used f o r  domestic consurn- 
pt ion o r  exports, but for  stocks. Since then i n  the l a s t  4 o r  5 
years the concept o f  "production f o r  the sake of productionp has 
been put  increasingly i n  the background in an attempt to  make 
industry more sens i t ive  t o  demand. 
i n  production i n  some sectors. 
t o  argue recently t h a t  production figures calculated on th8 old 
basis no longer r e f l e c t  t he  t o t a l  contribution of industry 
accurately enough, and t h a t  an index o f  Wgross production value" 
taking in to  account services rendered between enterprises and price 
r i s e s  due to  improved quality would show a much more healthy 
growth r a t e  f o r  the l a s t  few years, 

perhaps more r e l i ab le  indicators of productivity, In  this respect 
productivity indices have been subject t o  a var ie ty  of influences, 
For example, under the MEM enterprises were given some freedom to 
dispense w i t h  surplus labour, but the Government, i n  i t s  anxiety 
t o  prevent widespread unemployment, placed a ce i l ing  on average 
wage increases in 1968. T h i s  regulation encouraged enterprises 

employ unnecessarily large numbers o f  workers to  keep wages 
l o w  so tha t  higher than average. wage increases could be given t o  
selected workers. The introduction of a shorter  working week i n  
cer ta in  industr ies  had similar resu l t s ,  
authori t ies ,  concerned by labour shortages i n  highly 

The r a t e  of indus t r ia l  growth has slackened since 1968, 
The 

The r a t e  f e l l  sharply i n  1968 - Y' ared w i t h  8% t o  
9% i n  1967, T h i s  could reasonably be explained as y the t rans i t ion  

24. Greater ind.ustria1 productivity was one of  the major 

The fal l -off  i n  indus t r ia l  out- 

T h i s  could mean a cut  back 
Some Hungarians have i n  f a c t  t r i ed  

25, It i s  output per man and output per  man hour tha t  are 

In addition, the 
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industr iâ l ized areas planned tha t  over half o f  a l l  new 
fac tor ies  between 19k6 and 1970 should be located i n  areas where 
there was surplus manpower. Consequently, a large number of 
enterprises moved t o  the provinces where productivity was lower. 
Alarmed a t  the apparent f a l l  i n  productivity, the Government 
then took a ser ies  of measures t o  reverse this policy. 
ce i l ing  on wage increases w a s  l i f t e d  i n  1969 and a tax  was levied 
on the wages of  extra  s t a f f  employed. 

success o r  otherwise of  the NE24 i n  ra i s ing  productivity, 
However, an attempt is made i n  Table B t o  compare the e r f o p  
mance o f  industry i n  the 2 periods 1964/1967 and 1968 P 1971, 
is done from 4 di f fe ren t  aspects - gross production, output per  
worker, output per m a n  hour and number o f  persons employed, 

The 

26. These developments have made it à i f f i c u l t  t o  gauge the 

T h i s  

27. Several tentat ive conclusions can be drawn from the 
Table. 
grown more slowly î n  recent years, t h a t  t o t a l  output p e r  person 
has also fa l len ,  that  employment i n  industry has grown more 
slowly, but perhaps most significantly,  output per man hour has 
risen, 
b u t i n  very general terms a f a s t e r  r a t e  of production was 
accompanied by a f a s t e r  growth of  productivity. In  a few 
industr ies  there was a faster increase i n  output per  man as  well 
a s  output per hour. 
industry, In  this instance, the labour force has r i sen  very 
slovdy since 1964, and the l a rge  production increase has been 
achieved by both a greater output per  person, and i n  par t icu lar  
by 8 sharp increase i n  output per  man hour. Similar developments 
have taken place i n  the e l ec t r i ca l  and leather  and shoe Industries. 

It seems f a i r l y  cer ta in  that indus t r ia l  production has 

Large differences e x i s t  amongst the various branches, 

T h i s  was the case f o r  example î n  the vehicle 

28. However, i n  nearly a l l  other cases the r a t e  o f  increase 

T h a t  t M s  was par t ly  o f f se t  by the f a s t e r  

T h i s  was the case f o r  example i n  

i n  ouQut per man Prom I968 to  1971 was slower than i n  the 
1964/1967 period, 
growth i n  output per man hour, ref lected a more e f f i c i en t  use of 
labour during this period. 
the pr in t ing  industry, the demand f o r  whose products has grown 
considerably i n  recent years. In  this instance the labour 
force has been increasing f a s t e r  than before 1968 (one of  the 
few cases where this has happened and no doubt due i n  p a r t  t o  
Government-aided wage preferences), but nevertheless ft i s  
increased productivity which héis been largely respordble  f o r  the 
f a s t e r  growth i n  output. 
chemical industry. 
r a t e  than 1968, as has the labour force, but increased 
productivity has allowed the chemical industry to  grow f a s t e r  
than any other heavy industry since 1968 - also  re f lec t ing  the 
high r a t e  of  investment i n  this sector. Productivity has also 
increased strongly i n  the precision engineering industry. 

Productivity has a l s o  Increased i n  the 
Output has increased a t  a s l igh t ly  lower 
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29. A t  the other end of the scale, productivity has decreased 
fn the  mining, paper and t e x t i l e  Sndustriets. A s  8 resu l t ,  out- 
put i n  the mining industry has remained more o r  l e s s  s t a t i c  since 
1966, as it has in the t e x t i l e  industry. In  fa i rness  it should 
be pointed out  t ha t  f o r  some years the Government deliberately 
aimed a t  a rapid run-down of coal mining, and that some 
Hungarian economists have argued that a slower r a t e  of growth 
i n  the text i le  industry accompanies the development of  a more 
modern indus t r ia l  structure as does the decline i n  the r a t io  of 
l i g h t  industry i n  general. 
by only 9% during 1968/1971 , compared with 22% f o r  heavy industry, 
then, I f  these economists are correct, Hungarian industry may 
well have. been modernising f a s t e r  than before 196ô, 

t o  the Hungarians. For example, the building materials industry 
has also shown a very poor performance i n  the l a t t e r  period, 
productivity and output scarcely increasing a t  a l l ,  and whereas 
it could be a r  
indus t r ies  ref 1 ec t s  a greater degree of "economic real i ty" ,  tus 
is not so with the building materials industry. 
important supplier of the construction sector  i n  general, the  
importance of the industry is a l l  too obvîoui, a r t icu la r ly  i n  a 
country aiming f o r  f a s t  development. 
of brieke, f i r ed  tiles, asbestos, cement, roofing shingles, Pime 
and reinforced concrete was actual ly  lower than it had been i n  
1968, and overa l l  roduction i n  1971 g r e w  by only 1% and i n  7972 
by an estimated 32 Thl8 poor record was despite a long history 
of subsidies, heavy investment, p referen t fs l  wage ra tes ,  generous 

-credit f a c i l i t i e s  end a r ise i n  the  pr ice  of the industry s 
products. The industry has had d i f f icu l ty  i n  digesting the 
invea.tanent, and poor location has made it d i f f i c u l t  t o  r ec ru i t  
suff ic ient  sk i l l ed  manpower, I n  addition, poor management and 
di f f icu l ty  i n  forecasting demand h s  made it d i f f i c u l t  f o r  the 
industry t o  u t i l i z e  i ts  capacit ies properly. Again, i n  fairness,  
it must be admitted t h a t  the building materials industry is  often 
weak i n  other CMEA countries as well. Despite the poor record 
of this industry, the ambiguous r e s u l t s d n  other sectors, work 
productivity i n  the sense of  output per  hour seems t o  have 
undoubtedly increased f a s t e r  since I968 than before. While it 
Cannot be proved i n  any defini t ive sense that  this was due t o  the 
workings of the S W ,  there is a t  least  a strong supposition tha t  
the increased freedom of action given t o  many enterprises under 
the NEM has played a large p a r t  i n  th is  development. 

Two fur ther  fac tors  also suggest that  .improved performance 
i n  the period since 1968 has been based on qual i ta t ive as well as 
quantitative change. F i r s t ,  productivity has i n  the years i n  
question shown a much faster rate of improvement - whichever index 
of measurement i s  used - i n  the co-operative sector of industry 
than i n  the la rger  s t a t e  enterprises (Table C brings out this 

As production i n  l i gh t  industry grew 

30, However, this may be a l i n e  of argument too convenient 

ed tha t  a slower production growth i n  some- 

A s  a very 

But I n  19 s I , the production 

31, 
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difference most fu l ly) .  
the co-operatives was lower a t  the outset ,  allowing greater  
marginal increases9 and t h a t  the co-operative sector accounts i n  
ariy case only Tor a small proportion o f  t o t a l  production; but it 
cannot be accidental t h a t  NEM conditions have favoured precisely 
the smaller units which, having more freedom of action, were be t te r  
able t o  adjust  t o  consumer demand, carried out be t te r  market 
research, and were able to  a t t r a c t  labour more easily.  Another 
cheracter is t ic  feature  of development i s  that the proportion of 

around 
well over 20% i n  the years I969 and 7970 and was provisionally 
put a t  over 23% i n  1972 (see Table D, but NB that  these f igures  
are more than usually SubJect t o  revision). The metallurgical 
and vehicle industries,  precision engineering and the t e x t i l e  
and leather  industr ies  showed a par t icu lar ly  rapid increase i n  
the i r  contribution t o  foreign trade. A t  the same time, sa les  t o  
wholesale and r e t a i l  trade have shown a s l igh t  increaseo w h i l e  
sales  between enterprises themselves increased much more slowly. 
The connection with NEM measures probably l i e s  i n  the f a c t  t h a t  
a greater proportion of  indus t r ia l  output i s  now subject t o  
international pr ices  and that insofar as NEM measures allow 
enterprises greater l a t i t ude  i n  responding t o  these, some o f  the 
l i m i t s  plsced on efficiency by the .r igid and unrepresentative . 
prices  charac te r i s t ic  of more highly centralized economies have 
beer, circumvented with the r e s u l t  of a fur ther  growth i n  exports. 
The effect  o f  such external "market" inflùences should idea l ly  
be t o  fo s t e r  a more modern s t ructure  f o r  industry as a whole. 
And it i s  worth noting tha t  here too the co-operatives have shown 
a charac te r i s t ica l ly  greater sens i t iv i ty  t o  new market influences; 
the proportion of their  output going both t o  foreign and domestic 
trade, and i n  some cases the actual volume of the l a t t e r  rose a t  
B marked1 
industry T see Table E) ,  

32. 
industry has laboured under the NEM as  a r e su l t  of stubborn built- 
i n  diseconomies, l o w  l eve ls  o f  pro f i t ,  problems of  sheer scale 
i n  the management field and the soc ia l  constrafnts against 
gett ing r i d  of superfluous labour became so marked by 1972 t ha t  
the authori t ies  decided on posi t ive sct ion to  bre& the deadlock. 
As from 1973 some 50 large enterpr ises  covering 180 factory 
units i n  a l l  and accounting f o r  55% o f  Hungary's to ta l  indus t r ia l  
production are t o  be handled w i t h  ''special attention". 
as can be ascertained, this "special attentionn w i l l  e n t a i l  a 
greater and more regular flow from the enterprises to  the central  
authorities. The Central Planning Office, i n  co-operation with 
the various ministries,  w i l l  then co l la te  the data (which w i l l  
cover sales, p rof i t s ,  marrpower, export production and value of 
assets) ,  and present period3.c reports  t o  the Council o f  Ministers. 

It is t rue  t h a t  basic productivity i n  

indus t r ia l  u t  going in to  fo re i  trade, which had been stetic 
i n  the years 1965-1 !?l 68, showed a rapid increase to  

f a s t e r  r a t e  than i n  the case of large-scale s t a t e  

The comparative disadvantage under vrhich large-scale 

As f a r  
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On the basis of  such r o r t s ,  o r  of  the uncollated infomation, 
the branch minis t r ies  &I. be required t o  take appropriate steps 
wherever warranted. The Council of Ministers* resolution 
maintained t h a t  such supervision should not conf l ic t  with the 
principles of the NEM o r  reduce enterprise independence, but 
also maintained that the higher authority could hold the enter- 
p r i s e  management responsible, could give orders * and could provide 
or withdraw s t a t e  support when it f e l t  necessary, 

33. Eigh t  or t en  of the l a r  e s t  enterprises - 6 of them have 

Ministerial  supervision f o r  a t rans i t iona l  period while o f f i c i a l  
finance i s  pumped in to  them, and arrangements made f o r  a change 
to a more economic rofile.  The 6 enterprises are the Hungarian 
Shipyard and Crane iactory,  the Csepel Automobile Factory, the 
Red Star  Tractor Factory, the Driving Motor and Elevator Factory, 
the Ganz-Mavag Engine, Waggon and Machine Works, and the Concrete 
and Reinforced Concrete- tbrks,  
go central  reorganization was the Red S ta r  !&actor Factory, which 
was merged with the Cyor Wagon and Machine Works i n  March 1973, 
The factory will no lon r produce t rac tors ,  but will manufacture 
component parts f o r  pub f? i c  vehicles instead. This will require 
expensive retooling - which it could never have afforded by 
i tself  - a s  well as the retraininff of  the labour force. ssxnethlnrr 

been o f f i c i a l l y  named so f a r  w i  f 1 be taken back d i rec t ly  under 

The first of the 6 firms to under- 

v 

which i s  not too popular, 
'transform the company i n t o  a prof i table  concern and eliminate 
worker discontent, 
t r a t e  on r ive r  craft, rather than ocean going vessels, the Csepel 
Motor Factory is t o  stop production of middle-sized lo r r i e s s  the 
Rriving Motor and. Lift Factory i s  to  concentrate on gear boxes 
and i nàus t r l a l  motors, while the Ganz-Mavag Engine Factory is t o  
specialize in tho  mass production of a few specified types OP 
lift, In almost all cases there i s  a c lear  connection between 
the proposed change of  economic prof i le  and the demands of intra-  
CMEA specialization, although increased export cspacity towards 
the West es well is not necessarily ruled out. Taken together 
with the s ta tutory otage r i s e s  t o  be mentioned l a t e r ,  these measures 
represent e c lear  recognition of the f a c t  t h a t  the NEM regula- 
t ions  i n  themselves have proved incapable of  exercising the f u l l  
desired influence on the more t rad i t iona l  sectors of  Hungarian 
industry, 
has been made on a p a r t i a l  return t o  administrative control, o r  
whether the a i m  i s  simply t o  overcome cer ta in  stubborn obstacles 
t o  ra t iona l  development before returning to  purely regulatory 
controls, 
at the la rges t  enterprises is t h a t  the changes t o  be implemented, 
are designed t o  speed the process of. s t ruc tu ra l  change - 
inplying the concentrat ue on of forces'on the most profi table  
branches and products from the point of view both of  domestfc 
consumption and foreign trade - which is  i n  i t s e l f ,  an important 
or iginal  aim of the NEM measures. 

The hQce is that  these measbes w i l l  

The Shipyard and Crane Factory will concen- 

It is too early t o  say whether a decision of principle 

But one thing which seems c lear  f r o m  the measures taken 
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340 In  1968, simultaneously with the freeing of  the majority 
of pmducers, i.e. primary indus t r ia l  prices,  the scope of  invest- 
ment based on enterprise self-financing was broadened, Entenipriser- 
were a v e n  additional i n s t i t u t i o n a l  powers whîch included the 
power t o  i n i t i a t e  the replacement of  obsolete fixed assets,  
modernization programmes, expansion of production and also non- 
productive welfare investments, in addition, centre1 plans no 
longer carried any plan indices o r  l i m i t s  on enterprise invest- 
ment. However, through control of  depreciation funds, *pro f i t s  
and cred i t  golicy, the s t a t e  s t i l l  retained considerable control, 
For exmple, decisions over cer ta in  categories of  investment 
remained w i t h  the Goveimnent, the most important o f  which were 
individual large scale investments (which were t reated as p a r t  
of the Plans), nonœprod'aci;ive investments i n  the power end 
t r anspor t  industries,  and non-productive investments o f  Councils 
and o f f i c i a l  bod2es. On the f inancial  side, central  f i n a c i n g  

- was expected to continue to-account f o r  a considerable share of  
overall investment, but bank c red î t  and self-financing by enter- 
p r i ses  were intended t o  play a s ignif icant  and expanding r8le. 
I n  order to help achieve this, enterprises were empowered t o  a l l o t  
a growing share of p r o f i t s  i n to  investanent, In t e re s t  r a t e s  were 
t o  regulate the process by ra i s ing  investment costs t o  firms, 
ând providing a savings al ternat ive for those with evailsble funds. 

by the central  authori t ies  the investment s i tua t ion  becane un- 
stable a f t e r  1968. An important reason seems t o  have been t h a t  
the Government seriously underestimated the s ize  of  the p r o f i t s  
t ha t  would accrue t o  the enterprises in 1968, as well as addi- 
t i o n a l  funds tha t  became svailable from the high level  o f  sales 
of used o r  scrapped equipment. 
resources of firms were much greater thanplanned, and the 
additional funds encouraged many enterprises t o  start new 
investments. An additional reason vms tha t  the regulating 
controls did not cope effect ively w i t h  the s i tua t ion  as had been 
hoped. 
from 1968 t o  1971 (and i n  addition i n  1969, the charge on capi ta l  
assets  was extended to cover Essets acquired through bank loans), 
it had l i t t l e  e f fec t  on the demand f o r  loans o r  on enterprise 
saving, T h i s  was because the added i n t e r e s t  cost  could general1 
be passed on through pr ice  increases (due t o  the se l l e r s '  market 
and the f inancial  need of the en-terprises overwhelmed the 
incentive t o  save. At the  srne time, the banks did not really 
have t o  apply commercial c r i t e r i a  t o  loan applications, because 
there was l i t t l e  th rea t  o f  l o s s  from repayment f a i l u r e s  - the  
budget e i ther  absorbed the losses  o r  subsidized the enterprises 
that  were i n  financial  trouble. As ever, the fear of the social 
and g o l f t i c a l  consequences of l e t t i n g  firms go "bankruptm, 

35. Nevertheless, despite the retention of  overall  control 

The r e su l t  was that the investment 

For exciple, while î n t e re s t  r a t e s  did g r o w  considerclbly 

'I 
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ensured that there was l i t t l e  r e s t r a i n t  on the issuing of credi t ,  
ci2.00, g2trpn the aressures by other various groups, notably 
central  *end local  authorit ies,  also t o  increase the i r  investments, 
the r e s u l t  was a heavy excess demand f o r  capi ta l ,  A boom rapidly 
developed. 

Outlays of funds by enterprises end co-operatives leapt  
by a third in 1969, and as this coincided with a similar increase 
i n  s t a t e  investment, the market rapidly became overstrained. Too - 
many schemes were s ta r ted  with too l i t t l e  prlgaration, and of too ~ 

uneconomic a nature, and the National Bank and sectoral  Ministries 
were l e s s  v ig i lan t  than they should have been in arrest ing such 
schemes a t  the outset ,  The problem was also distorted by the 
system of r i c e s  and subsidies i n  force,  which d id  not always 

The 
Inf la t ion  i n  indus t r i a l  prices accompanying the boom and the 
comîng i n t o  operation of the NEPI led t o  a great increase i n  
investment costs, and the a r t i f i c i a l l y  l o w  cost  of labour (caused 
by severe wage r e s t r a in t )  encouraged managers t o  build new plants 
using more manpower and existing technology, rather than t o  
modernize production processes, o r  develop new products, Expan- 
sion o f  plant  capacity seemed t o  promise a l a rger  scale of 
psoduction o r  bigger volume of prof i ts .  Consequently, the volume 
of unfinished capi ta l  projects  increased dramatically, corn l e a o n  
periods lengthened, and oràînary reconstruction tended t o  ge 
neglected, 

was par t icu lar ly  bad i n  9970, when the vo lme  o f  enterprise 
investment again rose very sharply, and the f i n a l  volume of 
investments exceeded the plan by about 2090. 
investment outlay i n  the social sector increased by 7 2 %  and, as 
i n  1970, most of the increase was accounted f o r  by the enterprises, 
ra ther  than by the central  authorit ies.  Ali this led t o  increas 
s ing enterprise budget def ic i t s  and sp i r a l l i ng  investment costs: 
between 1968 and 1971 construction costs  rose by 25% t o  30%, 
w h i l e  the cost  of  related technology rose by 4096 t o  5os6, 
Consequently, the Government intervened a t  the end of 1971 t o  
control the si tuation, Investment I n  the soc ia l  sector f o r  1972 
w a s  fixed a t  the 1971 level, t ha t  i s  about 106 b i l l i on  for in ts ,  
In  order t o  achieve this the number o f  large individual s t a t e  
investnents planned by the Government for j972 were reduced, md 
the investments of enterprise8 and i n d u s t r b l  co-operatives were 
cu t  by 2 b i l l i o n  f o r j n t s  below the 1971 level ,  It was planned t o  
effect  this by a reduction I n  the segment of the development fund 
which could be formed out of p ro f i t ,  r e s t r i c t ions  on bank credi t  
were tightened, and the c red i t  ce i l ing  w a s  f ixed below the 1971 
level,  In addftion, enterprises undertaking new construction 
projects  had to  s e t  aside 20% o f  the construction costB as an 
obligatory reserve. The idea was t h a t  under such cfrcumstmces 

36, 

enable rea  ! i s t i c  assessments of cap i ta l  re turn to be made, 

37. The imbalance i n  supply and demand f o r  investment funds 

Then i n  1971, 
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it would be t o  the advantage o f  the enterprise to modernize 
rather than build - a weakness of the investment boom noted 
ea r l i e r  - as modernization projects  did not require the 20?6 
depo si  t . 
of investment. 
prices) was 2% below the plan figure. In current pr ices  invest- 
ment amounted t o  I O 3  b i l l i o n  for in ts ,  compared t o  .I00 b i l l i on  i n  
1971 - indicating a s igni f icant  increase i n  building costs. 
Moreover, while i n  the previous 3 years the proportion o f  t o t a l  
investment financed by enterprises and co-operatives had increased 
(from 4996 i n  i969 .t;o 54% i n  1970 and 5'7% i n  1971 ) , i n  1972 it 
decreased somewhat. In  fsct I n  1972, the âmount o f  enterprise 
and co-operative investment ( i n  value terms) decreased by 3% t o  
49$, while central  investment, on the other hand, rose by 10% t o  
1 2 ~  The investment boom was probably a unique occurrence. As 
pointed out  it had happened more from a miscalculation o f  p r o f i t  
levels  and a resu l t ing  conîusicn (as  i l l u s t r a t ed  by the subsequent 
revisions of  the investkaent f igures  f o r  1968) and a f a i lu re  t o  
apply the appropriate controls by the central  authori t ies ,  ra ther  
than an &etual lack of controls i n  an in s t î t u t iona l  sense. Once 
action was decided upon it was re la t ive ly  easy to  asser t  this 
basic control. 

, 

38. The measures were successful i n  l imi t in  the growth 
The f i n a l  f igure f o r  investments f i n  constant 

39. Nevertheless, the Hungarian Government seem t o  have 
no desire to repeat the experience, and are appzrently determined 
t o  maintain for the  time being a t  l e a s t  the f u l l  rigour of the 
various administrative and f inancial  sanctions introduced, For 
example, a t  the beginning of 1973, the Government adopted the 
findings of an investigation o f  enterprises handling o f  invest- 
ments since 1968. 
many investment decisions on the u t i l i za t ion  o f  funds i n  a 
responsible way. But it c r i t i c î aed  them f o r  inadequate prepara- 
t ion  and assessment of proposed development projects. 
concluded that while enterpr ises  are to re ta in  t h e i r  decision 
taking r81e, preparatory work for investments was to  be improved 
and that lltNs and i t s  implementation" must be controlled to  a 
greater extent by supervisory bodies. Effect was given t o  this 
conclusion a t  the beginning of March, when the Council of 
Ministers passed a resolution on enterprise investment, which 
l a id  down guidelines on the kind of  ?reparatory work tha t  firms 
should undertake i n  connection wlth t h e i r  investments. T h i s  
included an obligatory determination of  the goal t o  be achieved 
by the investment, the re la t ion  of this goal t o  the national 
economic plan, and why it was considered timely. The preparatory 
work i s  t o  include a careful  f inancial  plan, and the cost  o f  the 
investment - taking in to  account expected pr ice  movements - and 
the sources from which it is t o  be Zinanced must be stated. The 
decision t o  approve the investnent i s  st i l l  t o  be l e f t  t o  the 
general manager of  the enterprise. If the enterprise wants a 

It found t h a t  on the whole, the hanàling of 

It 
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s t a t e  subsidy o r  c red i t  to supplement i t s  own resources, a 
"basic document" must be drawn up on the preparatory work. This 
inVes'-r,ent covenant is the main document f o r  the aaproval o f  
the investment and is 8 prerequisite f o r  a l l  investments which 
requfre a s t a t e  subsidy o r  bank credi ts ,  i t  is also required f o r  
investments t o  be financed by enterprise development funds i f  
the investment is a maaor one. 

40.. It is d i f f i c u l t  t o  assess the extent t o  which,these 
resolutions represent a r e t r e a t  from NEM principles. 
argued that these measurëS have reduced tEe- indëiexdenc-e of- 
enterprises and mean a step backward in the  f i e l d  of  reform, but 
there  i s  no doubt t h a t  between 1968 and 1972 the authori t ies ,  

ec ia l ly  the indus t r ia l  branch ministries,.surrendered t o  the 

a greater extent than was desirable o r  even intended. Even the 
or ig ina l  reform did not wantdto carry enterpr ise  independence t o  
the point where the regulating ac t iv i ty  o f  the c e n t r d  authori- 
ties was pushed too f a r  in to  the background. Moreover, although 
they are being imposed a8 central  direct ives ,  they do not, f o r  
the most part, represent d i rec t  interference i n  the de t a i l s  of 
the enterprise operation, and thus do not seem to  be a return t o  
an administratively run, o r  command economy. However, if these 

It can be 

"3 en erpr i ses  t h e i r  r81e i n  controlling, fnforming and guiding to  

measures 
measures 
emphasis 
solution 
control, 
t r o i s  i n  

PRICES - 
41 . 

are considered- together w i t h  the other r e s t r i c t ive  
taken i n  the fields o f  wnges and priceiil, then a different  
could emerge. 
t o  the investment problem was found i n  more centrâl  
ra ther  than establishing more effect ive f inanc ia l  con- 
a "market1' sense. 

It i s  perhaps in te res t ing  that the 

The NEM se t  up f o u r  categories of prices: o f f i c i a l l y  
fixed, m a x i m u m  pr ices ,  pr ices  allowed t o  f luc tua te  within limits 
s e t  by the s ta te ,  and f ree  o r  non-official prices,  .The first two 
categories included 7'0% of domestic raw material  and semi- 
finished product pr ices;  60% of agr icul tural  prices,  and 50% of 
consumer goods prices. The l a t t e r  was intended 'to p ro tec t  
consumers against  any deterforation i n  the standard of  l iving,  
and a s  only 23% of consumer goods actual iy  had f ree  pr ices ,  the 
s i tua t ion  was not great ly  d i f fe ren t  than before the PJEM. 
Consequently, the s t a t e  retained extensive control over re la t ive  
pricea, and social ,  ra ther  than economic considerations continued 
t o  play the- naaor rôle i n  pr ice  formation,. - Nevertheless, the 
Hungarians were aware tha t  the evolution of Q more ra t iona l  price 
s t ructure ,  adequately re f lec t ing  the condltions of supply and 
demand, was v i t a l  t o  the long term success of the NEM. 
restructuring of the system was t o  take a long t ine ,  the Hungarians 
speaking of a t  l e a s t  ? O  t o  15 years t o  evolve a viable system, 
which also indicated that the NEM was t o  be thought of as a similar 
long term undertakirig. 

The 
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42. The major innovation i n  pr ic ing policy was the decision 
t o  allow some enterpr ises  to  f i x  the pr ices  they charged other 
producing firms - w i t h  the exception o f  pr ices  f o r  most raw 
materials, which continued to  be s e t  by the s ta te .  Because o f  
the absence of any r ea l  competitive element i n  the Hungariaii 
economy, this inevitably had the e f fec t  of allowing some firms 
t o  act as monopolistic s e l l e r s  and increase pr ices  a t  w i l l .  
pr ices  were-passed on where possible by the purchasing firms, 
generating a strong inf la t ionary trend w i t h  indus t r ia l  producer 
prices, and allowing these firms t o  build up large prof i t s ,  
resul t ,  a substantial  proportion of  these p r o f i t s  stemmed from 
pr ice  increases that could not be j u s t i f i e d ,  o r  could be aus t i f ied  
only par t ia l ly ,  by the modernization o r  grester  qual i ty  o f  the 
product manufactured. Where supply and demand were roughly i n  
belance, this tendency t o  ra i se  pr ices  was held i n  check, but 
where there was a monopolistic supply s i tuat ion,  o r  where demand 
exceeded supply, p r ices  rose sharply. 
true, f o r  example, of the capi ta l  goods industry, which faced an 
enormous deferred demand. This was serious, as capi ta l  goods 
were v i t a l  f o r  the technical development o f  Hungarian industry, 
and technical development was a ma$or a i m  of the Kl'Ebl* 
of the high c o s t  o f  cap i ta l  goods, and t h e  a r t i f i c i a l l y  l o w  cost 
of labour, labour intensive Anvestment remained more a t t rac t ive  
than capi ta l  intensive investment, Moreover, the creation by 
many enterprises o f  large additional funds due t o  price increases 
was a major contributing fac tor  of  the investment boom which 
followed ia  the years ahead. Clearly, t he  Government had not 
expected enterprises to increase t h e i r  p r ices  quite t o  the extent 
t h a t  they did, and i n  turn, this led  the Government t o  under- 
estimate the amount of additional funds t h a t  becme available f o r  
enterprises to  invest  * 

On the other hand, while enterprises able t o  ra i se  
pr ices  reaped windfall p rof i t s ,  other enterprises,  whose pr ices  
were fixed by the s ta te ,  or which enjoyed a l e s se r  degree of 
monopoly (and many large s t a t e  firms were i n  the first category), 
suffered losses. In order t o  eliminate t h i s  discrepancy, and to  
preven bankruptcies, the Government taxed the nprofitablelf  firms, 
and subsidized the l%mprofitablen ones. (On top o f  this, the 
s t a t e  of ten had t o  subsidize consumer industr ies  i n  order t o  
prevent the higher pr ices  from being passed on t o  the general 
population.) As a result, "profitable" firms paid bonuses t o  
management and workers from the p ro f i t s  which remained a f t e r  
taxes, whereas "unprofitable" enterprises of ten  paid bonuses out 
of  f i c t i t i o u s  p ro f i t s  created by the s t a t e  subsidies. As no 
dis t inct ion was made between the bonuses paid i n  the .two typas of  
firms, the bonus system f a i l e d  to  perform i t s  intended funct3.cn 
of .rewarding economic efficiency. 

The meeting of the Central Committee of  the HSWP i n  
November I972 adopted several  measures which t r i e d  to  deal with 
these problems. For example, an important aim of  pr ices  under 

These 

As EI 

T h i s  was par t icu lar ly  

But because 

43. 

44. 
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the  NZM, had been t o  bring the l eve l ' o f  agricultural  pr ices  
s l o w l y  into l i ne  w i t h  industr ia l  prices,-  Since 1968, central  
procurement pr ices  for vsriûüs agricultural  products had been 
raised considerably, and output had s igni f icant ly  increased as 
a resul t .  But it was also the Government's intention that the 
general public should become accustomed t o  paying hlgher pr ices  
as well, and accordingly a decision was taken t o  increase the 
pr ices  of  dairy products and meat. 
with i n  more de t a i l  i n  the section on Agriculture), A decision 
was a l so  taken t o  increase the pr ices  of ciga_yettes-_and s p i r i t s ,  
chiefly t o  be able t o  finance the central  wage increases that 
were decided on a t  the same meeting. 
increases, several  measures were also adopted on pricing policy 
i t s e l f  , Among other things, these involved s t r i c t e r  price 
control, including the compulsor reporting (and ju s t i f i ca t ion )  

V iedn  pr ices  i n  the building industry t o  90%, and extension 
of the use of  contractual prices in the largely f ree  producer 
pr ice  f i e ld ,  and an undertaking not  t o  increase the pr ices  of  
basic goods o r  the proportion of f ree  pr ices  before 1975. Later 
elaborations o f  the Government's new price policy showed that  it 
also included a new method of calculating f r ee  prices,  a more 
precise def ini t ion of "unjust" prof i t s ,  and greater powers f o r  
the National Maiterials and Price Control. Office, including the 
obligation to harmonize the a c t i v i t i e s  o f  the ministerial  and 
local council pr ice  control authori t ies ,  

(This decision i s  dea l t  

But besides actual pr ice  

i n  advance of  pr ice  increases, t E e rais ing of the proportion of  

45, The c leares t  r e s t r i c t ion  on fiasthes price rationalization 
we8 represented by the ban on any fur ther  r i s e  i n  basic fixed 
prLces o r  any extension of the f r ee  price range u n t i l  9975, It 
was l a t e r  revealed that the Government intended t o  hold down the 
increase i n  the average price index i n  1974 and 1975 t o  2% per 
annum, compared w i t h  3.6S.O i n  1972. T h i s  statement implied that 
since there would be no more central  price increases, f r ee  pr ices  
would be allowed t o  cm%tnue t o  r i s e  a t  more o r  l e s s  the same 

. r a t e ,  and by implication, t h e i r  scope, w h i l e  sti l l  comparatively 
narrow, would not  i n  any signif icant  way be res t r ic ted  further. 

* There w a s  clso some economic ju s t i f i ca t ion  f o r  the move t o  tie 
more pr ices  by contract  in the largely nfree" producer pr ice  
field.  There had been some notably sharp r i s e s  i n  the price level 
i n  cer ta in  branches i n  1972, e.g. 6.7% i n  the paper industry and 
6.296 i n  the e l e c t r i c a l  appliance industry, and coupled w i t h  lax 
contract  discipl ine this amounted t o  an unfair  burden on those 
enterprises,  many o f  them large exporters, who were dependent on 
8 wide range of  semi-finished products, Nevertheless, the 
introduction of such a system can only  e n t a i l  a l imitat ion on the 
extent of  f r ee  pr ice  formation i n  this area, and its successful 
enforcement w i l l  involve some kind of  administrative control, 
Similar considerations also at tach themselves t o  the decision t o  
introduce s t r i c t e r  pr ice  control, It is unclear w h a t  the new 

. .  
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methods of calculating f ree  pr ices  w i l l  involve, but the s t r i c t e r  
price control and reporting of pr ice  increases w i l l  Ln practice 
probably mean t h a t  most enterpr ises  w i l l  face a pr ice  audit  once 
a year, and that  pr ices  charged by private craftsmen w i l l  also 
be checked, penal t ies  being imposed i n  cases o f  excessive 
profiteering. It l s  also unclear what the new def in i t ion  o f  
ltwLJustll p ro f i t s  en ta i l s ,  but it i s  probably an attempt on the 
pa r t  of the Government t o  spe l l  out what consfsîtutes a genuine 
p r o f i t  and w h a t  does not, and t o  stop the various accounting 
t r icks  whereby enterpr ises  can disguise the r ea l  s ize  of tne 
p r o f i t s  they are making, 8*g. by exaggerating the amount of 
expenses they incur etc. The Government has also revealed that 
it has s e t  aside funds t o  o f f se t  any major world market pr ice  
increases which might threaten t o  ra i se  the leve l  o f  domestic 
pr ices  above the planned 2% increase, but it has s t ressed that 
these reserves would be used w i t h  great circumspection. 

46. It is d i f f i c u l t  to assess the f u l l  implications of 
these modifications of pr ice  policy to  the future o f  the NEM. 
Despite an annual 20,000 mill ion fo r in t s  spent on pr ice  subsidies, 
the Government% o f f i c i a l  aim is still t o  evolve a consumer pr ice  
system proportionate t o  value. However, the Government have also 
adinitted t h a t  the implementation o f  this decision is proving t o  
be much more d i f f i c u l t  than had been imagined, and t h a t  its 
attainment w i l l  s t i l l  take "two o r  three" plan periods. More- 
over, it does Seem c lear  from the foregoing analysis, that the 
problems encountered by the  Government i n  easing price control 
were greater than they had expected, and that they have been 
obliged to  put a s t o p  t o  l ts  fur ther  development i n  the immediate 
future,  i.e. u n t i l  1975, It is  too problematical t o  p r e a c t  what 
w i l l  happen a f t e r  this date,  but it remains t rue  t h a t  the 
Governmentfs decisions i n  this f i e l d  w i l l  determine the whole 
course of the NEM. 

EARNINGS 

47. Between 1955 and 1971 , average monthly earnings i n  the 
soc ia l i s t  sector by workers and employees (largely ident i f iab le  
w i t h  administrative and c l e r i ca l  staff), vi r tua l ly  doubled f r o m  
1,725 f o r i n t s  per month t o  2,200 fo r in t s  per month - o r  by about 
496 per annum. However, the r a t e  of increase varied considerably 
during the period concerned - it was about 6.5% from 1955 t o  
1960, about 2.3% from 1960 to 1965 and 4,2% from 1965 t o  1970. 

48. The r a t e  of  increase also varied considerably from one 
sector of  the economy to  another (notably between agriculture 
and industry) within individual sectors i . e. from one industry 
t o  another, geographically from one area of  the country t o  
another, and also between the co-operative and s t a t e  sectors. 
Indeed, the var ia t ion has been so great that the overal l  pat tern 
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M A T O  C O N F I D E N T I A L  . . . .  . 

tf earnings has s igni f icant ly  altered. 
paphically a s  i n  Chart F o r  by tke Table G bôlow. The strikirig 
reature of these diagrams i s  the way i n  which the average indus- 
; r ia l  wage has f a l l en  from a posit ion o f  pre-eminence t o  one of  
*elative infer ior i ty .  
tarnings l e d  the  f ie ld ,  being some 7% t o  8% ahead of  the soc ia l  
3ecZlor a s  a whole 
sector of agriculCure. I n  1960 wages i n  the construction sector  
tqualled those i n  industry, but the two were s t i l l -welLahead  of 
:he r e s t  o f  the f ie ld .  Then the transport  sector  drew level,  

Developments have been even more s t r ik ing  since the 
.ntroduction of the NEM dn 1968, when indus t r ia l  wages actually 
' e l l  below the average of the soc ia l i s t  sector  f o r  the first 
;ime, and wages i n  s t a t e  agriculture leap t  ahead t o  bring this 
;radit ionally lower paid sector ahead of  industry. 

sectors are compared from the point o f  view of  average monthly 
.ncome deriving from the employer, this quantity being largely 
:omposed of  earnings, and receipts  from the p r o f i t  par t ic ipat ion 
?und, indeed i n  some cases, i.e. w i t h  respect t o  s t a t e  agriculture, 
;he difference is, i f  anything, s l i gh t ly  increased, Another 
:actor which is l i k e l y  t o  have prejudiced the posi t ion of  
ndus t r i a l  workers is the  steady r i s e  in prices , ,  par t icu lar ly  of 
seasonal foodstuffs under the NEN, which natural ly  has l e s s  e f fec t  
m the par t ly  self-supplying peasantry, 
is considered from the  point of view o f  earnings plus social 
.nsurance benefi ts  that income d i f fe ren t ia l s  a re  somewhat reduced, 

This can be shown 

The table shows t h a t  i n  1955 indus t r ia l  

and as much as 3056 higher than the s t a t e  

49. 

50. Nor does the picture  appear t o  a l t e r  essent ia l ly  if the 

It is only when income 

51, There has also been some change i n  income d i f fe ren t ia l  
letween the s t a t e  and the co-operative sectors. 
letween 1968 and 1971, average earnings i n  the s t a t e  sector 
hereased by q6%, and 19.7% i n  the co-operative sector. In  
iespect o f  t o t a l  income derived from the employer, the increase 
?as 18.3% i n  the s t a t e  sector and 24.77'0 i n  the co-operative 
3ector. Moreover, while average earnings of  workers i n  indus t r ia l  
state and co-operative sectors increased by about the same 
moportion between 1968 and 1971, the t o t a l  income of  workers i n  
:he co-operative sector  increased somewhat more, 
)ossible that  the available figures understate the increase of 
rarnings that has occurred iiî some co-operatives). 
=wed t h a t  the level  of average earnings i n  s t a t e  industry is 
ligher than i n  the co-operatives, However, this ignores the f a c t  
;hat the s t ructure  between the  two is also very different.  S ta te  
.nùustry, for  example, covers a much wider range of  incomes than 
:O-operative industry. For instance, it is boosted by the 
txceptionally high wages earned by large numbers of  workers i n  
;he mining industry, Earnings i n  the i ron  and s t e e l  industry and 
.n l i g h t  industry, on the other hand, have been well below this 

For example, 

( I t  is also 
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average. Again, no general statement can be made about income 
trends i n  Hungary without some mention of the great regional 
variations which still e x i s t  under the NEM. 
average r e a l  incone per capi ta  was 22,190 i n  Budapest, 19,514 
for in ts  i n  counties Bekes and Csongrad, but only 16,026 f o r i n t s  
i n  Najdu-BfPiâr, Szzbolcs-Szatmar and Szolnok, 

For example, i n  197'1 , 

52. These var ia t ions are not ,necessar i ly  a r e s u l t  o f  the 
NEM, The geographical var ia t ions mentioned above obviously 
existed long before the NEM, as did, f o r  example, many of the 
variations i n  indus t r ia l  wages mentioned above - the mining 
industry has been i n  a posi t ion of  wage superiority f o r  years. 
What i s  t rue  i s  that i n  any country with a t rad i t iona l ly  central ly  
planned economy, heavy industry tends to  be favoured more than i s  
economically ju s t i f i ed  i n  comparison w i t h  other sectors  of the 
economy. 
inefficiency and "feather-bedding", such that when controls are  
eventually removed o r  relaxed, other sectors of  the economy tend 
t o  move ahead f a s t e r  than previously. A t  the same time, exis t ing 
indus t r ia l  inefficiency becomes much more obvious and d i f f i c u l t  
.t;O j u s t i f y  than before, The r e su l t  i s  that the t rad i t iona l  chief 
beneficiary of Communist society - the worker i n  the large ste.te 
enterprise stands t o  lose most, o r  gain l ea s t ,  from any relax- 
ation of  central  control, 

It therefore builds up a great deal o f  subsidized 

53. None of this is specif ic  t o  Hungary. In  Yugoslavia, 
for  example, where relaxation has gone much fur ther ,  far wider 
d i f fe ren t ia l s  have appeared between various sectors and a great  
deal of corruption and prof i teer ing has also developed, 
Yugoslavia is, of course, an extreme example, but i n  comparison 
w i t h  other East European countries, the process o f  relaxation of 
control i n  Hungary i s  u i t e  considerable. Consequently, the 

acute form, 
problems o f  income d i f  P erent ia l  have also ar isen i n  a rakher more 

54, A s  a resu l t ,  the  worsening posit ion of indus t r ia l  
workers vis-a-vis the r e s t  o f  the community became a topic  of 
increasing concern during 1971 and 1972, and an. important weapon 
t o  the conservative opponents of  the L J 4 ,  Finally, a t  the 
Central Committee meeting of  the NSWP on 20th November, 1972, a 
ser ies  of measures were adopted aimed a t  redressing some o f  the 
imbalance, The main measures were: 

(a) A central  wa e rise of 87: on a-rerage f o r  indus t r iâ l  
workers and %Y6 f o r  building workers over and above 
the normal yearly increase. 

(b) A s t r i c t  d i f fe ren t ia t ion  i n  the d is t r ibu t ion  of pay 
increhses, 
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, 
i 

(c )  

(d) 

(e) 

55, 

Drafting a table of wages f o r  sk i l l ed  workers and 
spec ia l i s t s  to be applied on a national scale. 

The abolit i3n o f  regulators tying wages t o  p r o f i t s  
i n  mining and the power industry. 

Experimental introduction of "wage masstt taxation 
system i n  some branches, 

The idea of the central  wage rLs-e-for tndustrifal vmrkers- 
was t o  help s t a t e  controlled industry i n  general, and the large 
enterprises i n  par t icular ,  to  make up the ground they had l o s t  
a s  regards wage leve ls  vis-&vis the co-operatives and pr ivate  
industry. 
labour away from the l a t t e r  branches, o r  force them to take on 
heavier f inancial  burdens i f  they are t o  go on offering preferen- 
t i a l  wage ra tes ,  es co-operatives carrying on industrial. type 
a c t i v i t i e s  w i l l  not qualify f o r  the central  wage increase, The 
increase i s  also aimed a t  redressing the d i f fe ren t ia l  that has 
grown up between agricultural  and indus t r ia l  workers, The 
Government has, f o r  example, indicated that the indus t r ia l  wage 
r i s e  should, even taking a l l  other fac tors  in to  consideration 
such as cost  of  l i v ing  d i f fe ren t ia l s ,  mean a considerable increase 
i n  real  incorne among working c lass  families,  whereas agricultural  
incomes would depend more on production results and the  luck of 
the weather. Although some agricultural  p r ice  increases ahould 
ensure t h a t  agriculture1 incomes do not stagnate, it seems l ike ly  
that a t  l e a s t  i n  1973, the recent tendency f o r  peasant incomes to 
rise f a s t e r  than t w s e  o f  indus t r ia l  workers will be reversedo 

The wage increase is also "eo be applied selectively,  
o r  w i t h  strict Wiff  erentiatîon",  Interestingly,  the p r i w i p l e  
of different ia t ion i t s e l f  is one which is basic t o  ths NXM and 
often by no means popular e i ther  w i t h  the conservatives o r  with 
the workers themselves. It neans t h a t  within the wage increase of  
8% and 6% for-workers e loyed  i n  the s t a t e  industr ies  and building 

w i l l  increase by 10% and 8%, L e .  above the  average, while the 
increase f o r  anci l lary and semi-skilled workers, w i l l  be consid- 
erably less. 
conditions of  vmrk, 

57. 
wage increases, but t h e i r  contribution appears t o  be l e s s  i n  the 
nature of a straightforward subsidy,--than of a waiver of a 
proportion of the r o f î t s  tax on enterprises.  The burden on 

urged then t o  meet the extra costa by improved labour distribution 
am3 Organization, 
burden on in the form of  price increases, 

The r e s u l t  ahould be e i ther  t o  diver t  the f l o w  of 

56. 

industry respectively, "R t e wages of  skilled workers and foremen 

The policy is also t o  favour those i n  "Unfavourablen 

The Government are  bearing 6090 of the t o t a l  cost  of  the 

enterprises w i l l  t E erefore be considerable, and officials have 

They b v e  a7m been warned not t o  pisvs the 
It has becocle c lear  
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-&.et many enterprises are doubtful of t h e i r  capacity t o  rationa- 
l i s e  t h e i r  operations i n  the required manner, and complications 
have also appeared concerning the d i f fe ren t ia t ion  pr inciples  o f  
the wage increases, The o f f i c i a l  Government l i n e  i s  t h a t  of the 
t o t a l  extra  wage fund, 80% should be devoted t o  ensuring a basic 
r i s e  of 8:: f o r  sk i l led  workers and 4% f o r  other workers, while 
the remaining 20% will be granted on a d i f fe ren t ia l  basis, with 
preference being given t o  workers of good calibre and those 
engaged i n  d i f f i c u l t  work. This l a t t e r  payment should bring the 
overall  increase f o r  sk i l l ed  workers t o  the 10% figure mentioned 
above 2nd 5% for other workers, The complex conditions thus 
imposed on the fmplemetrtation of the wage increase have caused 
considerable confusion and distrust a t  many enterprises. Clearly, 
tryMle the pr inciyle  o f  d i f fe ren t ia t ion  i s  a good one, there w i l l  
continue to be a l o t  o f  variat ion depending on the f inancial  
s i tua t ion  of par t icu lar  fac tor ies  and on the collective influence 
of workers organizations, 
dis t rus t fu l  of management's intentions,  and the opportunities 
there v J i l l  be f o r  favouritism e tc ,  

There i s  much room f o r  workers t o  be 

58. The new national wage scale f o r  sk i l led  labour is 
specif icel ly  designed .to narrow down the O portunity f o r  loca l  
variation i n  wages, while, beginning i n  19 s 3, the close connec- 
t ion  between wGges and enterprise p r o f i t s  are t o  be eliminated 
i n  c o a l  mining and i n  the e l e c t r i c  power industry, 
re&tion is evidently j u s t i f i e d  by the f a c t  t h a t  these two 
indus t r ia l  branches market t h e i r  products o r  services a t  fixed 
prices, and are unable t o  make p r o f i t s  t h a t  w i l l  enable them to 
provide wage increases - although miners8 wages oppear t o  be 
unJustifiab3.y high already, 

59, Finally, as an experiment, the wage - mass system - 
designed t o  stimulate greater economy i n  the use o f  labour - 
i s  t o  be introduced i n  some enterprises. 
the "average wage leve l  systemw i n  force a t  the present, under 
which enterprises pay very high progressive taxes on every 
percentage wage increase above an inàicated leve l  fixed by 
reference t o  the average growth i n  per  capita wages and prof i t s .  
T h i s  was unfavourable t o  enterpr ises  planning a reduction i n  
the work forces, 
used f o r  some time a t  s ta ts  farrns and some s t a t e  service 
enterprises - f o r  example forestry,  
complex system i s  t h a t  taxes  w i l l  be paid primarily on the total 
wage volume (or  fund) instead of on the per  capita o r  average 
wage level ,  Its intent ion i s  t o  penalize managers f o r  any gross 
increase i n  wages regardless of the development o f  p ro f i t ,  so  
t h a t  it is  against h i s  i n t e r e s t  Lo take on more employees, even 
a t  a less  than average wage, 

The statutory paage r i s e  represents a f a i r l y  c lear  case 
o f  central  action being taken t o  remedy disproportions thrown up 
by the working of the NI3N, as does the introduction of the 

This 

It takes the place o f  

The new system i s  one which has already been 

The main features of this 

60. 
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AC11 27-DI4-45 -31 - 
nation& wage scale f o r  sk i l led  workers and special is ts ,  
action does not, however, imply a re ject ion of  the  mechanism as 
8- vrhunLe, Ag previously argued, the' development of  income 
disproportions is inevitable when central  control is relaxed 
aiid the moye it is relaxed, the bigger these "disproportionslt 
w i l l  be, 
disproportions by re-establishing former central  control, o r  
modifying the mechanism suff ic ient ly  t o  cope w i t h  these disprop- 
ort ions and thereûy enable most o f  i t s  .essent ia l  features t o  be 
retained and perhaps extended a t  a l a t e r  date, 
have chosen the l a t t e r  alternative,  modifyiagp tiïë-iïïëchanism whërë 
social conditions demand it, and i n  future  any economic "reform" 
w i l l  have t o  t read carefully i n  order not  t o  antagoriize the 
t r ad i t i ona l  i n t e r e s t s  of  the indus t r ia l  worker, 

Such 

The problem then becomes one of whether t o  remedy these 

The Hungarians 

AS.SESSMBNT . .  

The NEM has now been i n  operation f o r  over f ive  years, 
The mechanism has been attended with sone successes - a s l igh t ly  
f a s t e r  r a t e  of growth of  national income, a be t te r  performance 
i n  the agricul tural  sector (arguably the major achievement o f  
the PEN), an Increase i n  indus t r ia l  efficiency, etc. - but it 
has also encountered a number of deep rooted problems, which 
have slowly forced the Government t o  take a more interventionist  
d i e  and draw back somewhat from the or ig ina l  NXN principles.  

i n  June 1971, when the regulators were modified t o  curb excessive 
enterprise investment and t o  l i m i t  the mobi l i ty  of labour. 
Despite these res t r ic t ions ,  investment spending in 1971 continued 
t o  be t oo  large,  am;d exceeded both the plan and available 
resources. Because of  overspending, many enterprises went ban!+ 
rup-l; and imposed a heavy burden on the s t a t e  budget, which was 
forced t o  bale then Oute 
Liinprofite.ble enterprises was no t  met, and s tn te  subsiciies i n  1971 
amounted t o  53 b i l l i on  fo r in t s ,  conpared t o  35 b i l l i on  i n  1968, 
Accordingly, fur ther  r e s t r i c t ive  measures were taken a t  the 
beginning of 1972, which involved a fur ther  p a r t i a l  reintroduction 
of central  control, Investment expenditures f o r  1972 were held 
a t  the 1971 level ;  the share o f  investment financed by enter- 
p r i s e s  was cut  back, and a new s t a t e  bank was s e t  up f o r  the 
purpose of haEdling the increased Government share of investment. 
Restrictions on c red i t  f o r  additionaï cap i ta l  outlays by firms 
'was also extended, As a r e su l t  of  the shortage of manpower, the 
7 971 r e s t r i c t ions  on labour mobf l i t y  were extended through 1972, 
and a concerted drive was launched t o  streng-khen work üîscipline 
and t o  revive "social is t  emulation" - the l a t t e r  being a clear  
stop t o  the conservative elements i n  the Government. 

reached i t s  climax a t  the Central Committee meeting of  the HSWP 
in November 1972, the provisions o f  which involved some kind of 

61. 

62. The first decisive reassertion of centrai  control was 

In  this respect the objective of closing 

63. The process o f  reimposing a measure o f  centrai  control 
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increased intervention i n  most economic sectors - industry, 
investment, wages policy, p r ices  e tc ,  
there was a limited, but nevertheless d i s t inc t  drawing back from 
the basic pr inciples  of  the NEPI, i n  the in te res t s  o f  re-establish- 
ing cer ta in  social ,  development and even p o l i t i c a l  p r i o r i t i e s  
closer t o  the t rad i t iona l  model o f  a Communist economy. N o s t  
of the measures had been foreshadowed i n  statements and speeches 
wde  ea r l i e r  ka the yeâr, and the economic reasons f o r  them were 
generally suf f ic ien t  iiî thcnaelves, without looking f o r  purely 
po l i t i ca l  motives o r  outside pressures to explain them, Moreover, 
-3.t is  a mistake t o  assme that the  partisans of the BEN were 
automatically i n  opposition to changes i n  the mechanism, even on 
the scale implied a t  the November meeting, 
intended to  be a s ta t ic  and unchangeable system, and it had 
always been foreseen that considerable changes and modifications 
would be found necessary QS time went on, But there st i l l  remains 
the important point that  solutions t o  these problems could 'have 
been found slong other l i nes ,  but were not, a.nd t h a t  the  solutions 
tha t  were adopted were a11 concerned with re-establishing some 
measure o f  central  control, In  t h i s  respect, the November meeting 
def ini te ly  represented a compromise between the proponents of the 
IL'EM and t h e i r  conservative cri t ics,  Events since then, and 
par t icu lar ly  the subsequent elaboration of the Government * s 
eccnomic policy i n  Marcho confirms this impression, Moreover, 
whereas many o f  the measures teken i n  1971 and ear ly  1972 t o  
control the economy were cast i n  the form of modifying the 
regulators, many of the measures adopted since the November meet- 
ing have been more i n  the na.ture o f  administrative edicts ,  which 
have given a rather  d9lferen.t flfeel't t o  the general environment 
i n  which the NEM now operates. 

As far  as the fu ture  of the NEM is concerned, the 
crucial  question is, of  course, not so much w h a t  administrative 
devices are used, but the s p i r i t  i n  which they are  applied; t'nere 
i s  such a thing as intervention t o  end intervention, d e s i p e d  t o  
c lear  the way f o r  a more f ree  working of nmarketli forces i n  the 
economy, and it remains t o  be seen t o  w h a t  extent the r e t r e a t  
from NEM principles  since I971 hass been a t ac t i ca l  move to  
preserve ES much o f  the policy as possible in tac t ,  o r  a permanent 
r e t r ea t  t o  t rad i t iona l  command methods of economic management, 
The answer t o  this question may be more apparent as the out l ines  
t o  the Plan period 1976-1980 become gradually available, and i n  
par t icular ,  what refinements to the regulators are proposed, 

Finally, the changing condftions and relationships 
within Eastern Europe have also had t h e i r  e f fec t  on the NEM, and 
w i l l  continue to  do so i n  the future ,  
duced i n  1968, the internat ional  s i tua t ion  was f avowable f o r  
such an undertaking. The Soviet Union had been involved with 

of i t s  own, and seemed well disposed towards the idea, 

In  a l l  these measures 

The NEM was never 

64. 

' 

65. 

When the NEM was intro- 
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and Czechoslovakia had already introduced its "new economic 
P O C ? ~ ~ , " .  Since then, the general picture  has changed, The 
concept of "integrationn w i t h i n  the CNEA has replaced Vefom'> a5 
the dominant economic concern and i n t e r e s t  of Eastern Europe, 
and the Czechoslovak reform has been eradicated by the Soviet 
invasion. 
tended t o  favour the  more conservative sections of the Hungarian 
Communist Party (and this includes both the older  t rad i t iona l  
conserv t fves  and what is called the "new left81 among younger 
nembersy against the "reformis%" elements, and cons-ewëntly t ru ly  - 
radical measures seem f o r  the moment t o  be precluded. Wdle this 
rezllains so, the main task of the  supporters of the HEM wi l l  be to 
{eep as much of the policy i n t a c t  ari-d i n  operation as they can, 
rather than seeking t o  extend it. 

This changed p o l i t i c a l  climate i n  Eastern Europe has 

N I _ T _ O  - C O  N F  I D.E N T I A  L 
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PART II: FOREIGN TRADE 

CURRENT POSITION 

Foreign trade i s  par t icu lar ly  important l o r  a couuitry 
such as Hungary which has l imited natural  resources and a rela- 
t ive ly  small domestic market, 
the economy I s  i l l u s t r a t e d  by the f a c t  t h a t  40% o f  Hungary's 
national income i s  derived from trade. Exchmges with Eungary's 
trading partners have grown f a s t e r  than national income and a 
1% growth i n  the l a t t e r  has i n  recent yews  required a 2% growth 
in foreign trade. 
Union, the GDR, Czechoslovakia, Poland, West Germany, I t a l y  
Austria, Yugoslavia, the United Kingdom, F'rance and Switzerland, 
Among the countries o f  Eastern Europe, Hungary l i e s  fourth a f t e r  
East Germany, Czechoslovakia and Poland i n  terme o f  t o t a l  foreign 
trade turnover; I n  1971 it reached a t o t a l  of $5,490 mill ion(?).  
The value o f  foreign trade per  head of population i s  approximately 
$533. Over the las t  f ive  year plan period (1966-1970) t o t a l  
foreign trade turnover grew by 59$, that is  9.7% per annum. I n  
1971 turnover rose 14% above the 1970 leve l ,  cornpared w i t h  the 
planned 8%. During 1966-1 970, imports grew coiisiderably f a s t e r  
than excorts i.e, by 64.59; compared. with 53.3% f o r  the l a t t e r .  

The greatest  increase i n  trade turnover since 1965 has 
been with the non-Communist countries and their consequent share 
i n  overall  trade has r i sen  marginally. 
countries has r i sen  83.5% compared with 80.1% f o r  Communist 
countries. I n  both sectors imports have shown the greater r a t e  
of increase. However, the pa t te rn  has not been the sme i n  al1 
years and export gains contrary t o  expectation were achieved i n  
3969 mainly t o  non-Communist partners as a r e su l t  of favorable 
world market pr ices  prevail ing for many Hungarian exports, 
Similsr ly  imports from these countries rose sharply i n  1970 t o  
a s s i s t  arm ambitfous domestic investnent plan. 

able balance of trade w i t h  the exception o f  a mall surplus in 
1966 and a much l a r  er one i n  1969. 

partners to  the extent o f  $122 mill ion but recorded i- d e f i c i t  
w i t h  non-Communist partners of  $214 million. 
year o f  the plan period and again i n  I971 Hungary recorded 
sizeable d e f i c i t s  of $186 mill ion and $489 mill ion respectively, 
ref lect ing the overheating i n  domestic investment act ivi ty .  

deuaand, bad crops i n  1970 and as regards cer ta in  products, l e s s  
favourable market conditions abroad. 

66. 

The importance of foreign trade to 

Hungary's nain trading partners ere the Soviet 

67. 

Trade turnover w i t h  these 

68. During the years 1966--1970 Hungary Fias had an unfavotll"~. 

Her cumulative d e f i c i t  f o r  

In  1970, the  l a s t  

the perfod was $92. f million. She was in surplus with C o m n U s t  

69, In  I971 exports rose by 8% despite vigorous domestic 

Inports rose 19% due to  

wi ar ian f o r i n t s  converteü to  US dol la rs  a t  the r a t e  
US $ 1 =I 11.74 fo r in t s  

11) K 

N A T O .  C O N F I D E N T I A L  

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E
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combined impact of domestic and external factors.  
a s ignif icant  element causing the increase i n  imports  was a 
heûy.7 demancl for capi ta l  goods: far i n  excess of  the domestic 
supply. 
and foader as the record leve l  of p ig  population was befng 
stabil ized. 
m o r t  i n  large quantit ies f o r  stockpiling purposes as a hedge 
against anticipated pr ice  increases i n  r a w  materials and semi- 
finished goods. 

In  par t icular  

Agriculture called f o r  much more machinery, f e r t i l i z e r s  

In a d a t i o n ,  Hungarian enterprises tended t o  over- 

- ~- _ _  - TRAIE WITH COMMUNIST COUNTRIES 
70. Communist countries i n  1971 accounted f o r  68% of 

Hungarian trade turnover, After the USSR, the l a rges t  partner 
was  the GDR, followed by Czechoslovakia and' Poland; these four 
countries accounted f o r  5976 o f  t o t a l  turnover. Trade w i t h  this 
area since I960 has increased a t  a slower ra te  than trade overall,  
although the apparent slowdown i n  trade i n  1966 was largely due 
to new pr ices  introduced in to  intra-bloc trade which caused a 
r e l a t ive  reduction of trade i n  value terms. In  1971, Hungary 
had. a surplus only w i t h  Poland, North Vietnam, China and Mongolia 
and her d e f i c i t  with the sector  overall  reached $250.5 million, 
compared with 1965 when she recorded a surplus overall  and w i t h  
GDR, Poland, Czechoslovakia, Albania, Yugoslavia, China and 
North Vietnam i n  particuïar.  Recent imports from more industri-  
a l ized Comunist partners represent an economic advantage t o  
Hungary, since a surplus on b i l a t e r a l  account, which cannot i n  
practice be transferred,  represents an i n t e r e s t  f r e e  loan t o  the 
debtor partner. Following the v i s i t s  of Janos Kadar, Fock and 
Dr.  Jozsef B i r 0  t o  Moscow last spring, it was agreed t o  revise 
upwards the year's estimates f o r  Hungarian-Soviet trade. 
also managed t o  schieve a surplus with the Communist area overall. 

TWDE WITH THE SOVIET üNION 

accounting f o r  34% of total turnover i n  both 1970 and 'i971. 
1965 trade ha8 r i sen  by 75% whîch is marginally less thcm 
Hungarian trade with o t h e r  Communist partners. 
Soviet Union's share i n  Hungarian trade has f a l l e n  from 37% t o  
i ts present 3456. The gat te rn  of  Hungarian-Soviet trade i n  the 
period 19664970 has given Hungary a mall  surplus overall  of 
$58 million; this was reversed by the large Hungarian d e f i c i t  i n  
1971 which amounted t o  $743 million, Nearly half of  Soviet 
exports t o  Hungary comprise raw materials and semi-finished 
products, 
raw materials t o  Hungary (see Table VII). Nearly a l l  Hungary's 
imports of crude o i l  and pe t ro l ew products, i ron ore and p ig  
iron, come from the Soviet Udon, as do Parge proportion of  
her timber, pho'sphate f e r t i l i z e r  and e l e c t r i c  power imports and 

Hungary 

71. The Soviet Union is Hungaryls main trading partner,  
Since 

Since 1968, the 

The USSR is par t icu lar ly  important as  e. supplier of 
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half her purchases of coke, cotton and rol led s tee l ,  Nachinery 
and equipment are important Hungarian e o r t s  t o  the Soviet 
market and fn par t icu lar  motor vehicles l o r r i e s  and buses), 
diesel  locomotives, communications equipment and cranes, The 
Soviet Union also provides a s table  and unlimited market f o r  
indus t r ia l  consumer goods, pharmaceutical products and agricul-  
t u ra l  products, especially f ru i t  and vegetables; although -the 
Hungarians profess t o  believe that Soviet tolerance of second- 
c l a s s  export goods i s  already beginning t o  reach i ts  l i m i t s ,  

TRADE WITH EASTERN EUROPE 

72. The countries of Eastern Europe now account for-some 
31% of t o t a l  Hungarian foreign trade turnover, 
the period 1966-A970 increased by 52% 
expanded a t  a slower r a t e  than imports, 
has been i n  trade w i t h  the GDR, 
Czechoslovakia as Hun my ' s  second major trading par tner  overal l  
and i n  the period 196&1970 turnover rose b 8070, the GDR was 
followed by Bulgaria (+ 77%) and Yugoslavia y+ 77%). With the 
GDR i n  par t icu lar  Hungary's trade has grown because of the 
increase i n  co-operation and special izat ion i n  the indus t r ia l  
sphere. 
Europe, machinery and equipment, bauxite and alumina , consumer 
goods, f r u i t  and vegetables. O f  recent years Hungary h8.s consid- 
erably increased her exports o f  engineering products and 
components; i n  re turn from Eastern Europe she receives coal and 
coke, copper, sulphur, basic meterials f o r  the chemical industry, 
and engineering products chiefly from Czechoslovakia and the GDR. 

Turnover during 
Hungarian exports 
The most notable increase 

In  1966 the GDR àisplaced 

Hungary exports her t rad i t iona l  products to  Eastern 

TRADE WITH NON-COIVDRJNIST COUNTRIES 

73. Trade with the non-Communist partners since 1965 has 
been characterized by some fluctuations,  especially i n  the ra te  
of increase of imports. Trade w i t h  this sector accounted f o r  
32% of t o t a l  turnover, and of this 85% is with the Industr ia l  
West, In the period 1966-1970 Hungary recorded an overal l  
de f i c i t  o f  $21 4 ni l l ion ,  w i t h  the non-Communist trade partners. 
Hungary's leading Western partners are West Germany, I ta ly ,  
Austria, the United Xingdom, Switzerland and F'rance, who together 
accounted f o r  65% o f  t rade within this sector ($1 , I  35 million) , 
However Hungarian trzde with both Switzerland and the United 
Kingdom decreased i n  1971 by 10% and 4% respectively, 
imports from the Indus t r ia l  West increased much f a s t e r  than 
planned and earnings from exports actual ly  declined as  a r e su l t  
of the economic slowdown i n  Europe, 
from the West were cut down and exports increased, sometimes on 
a dramatic scale, but the year's trade account w i t h  the West 
still  closed w i t h  a d e f i c i t  of 0.9 b i l l i o n  for in ts ,  

In  1971 

I n  1972 Hungarian imports 
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TRADE WITH DEVELOPING COWTRIES 

h 

1 

74. Hungarian trade and aid a c t i v i t i e s  w f t k  the developing 
countries continue t o  make slow if unspectacular progress i n  most 
pa r t s  of the world. During the perio,d of the  l a s t  Five-Yeail-Plan, 
19664970, Hun ar ian trade w i t h  this area rose by 409.0 with imports 
fncreasin fas !$ er than exports. 
f o r  some of t o t a l  turnover. Hungary's leading trade hrtners 
are India, Egypt,  Pakistan and Brazil. (See Appendix I V  P 
1971 trade turnover w i t h  this sector  actual-1-y-zell by 3% although- 
Hungarian exports recorded a small increase o f  3%. Ihangarian 
t rad in  a c t i v i t i e s  i n  the Th i rd  World are supported by the 
extens f on of  medium to  lone term non-convertible currency cred i t  
f a c i l i t i e s  t o  promote exports of Hungarian capi ta l  equipment. 

75. In  the Middle East, only two new credits were extended 
during 1972: 
million to Iraq. This l a t t e r  i s  in te res ted  as forming part  of a 
bloc operation involving the Soviet Union and several of the East 
&Bnopean countries, to help the I r aq i s  during the period when they 
were i n  dispute with the Iraq Petroleum Company, and able t o  s e l l  
very l i t t l e  of the o i l  from the nationalized Kirkup f ie ld .  The 
$50 mill ion credit followed e a r l i e r  extensions of $15 million i n  
.I969 and $9.6 million i n  4970: 
made available .to the Iraqi national o i l  industry f o r  technical 
assistance, help i n  exploration of the Rumaila f i e ld ,  and f o r  
the purchase of capital equipment f o r  the aational _ o i l  industry. 
A new feature  of the credit  arrangements was that Iraq could repay 
i n  o i l  (or iginal ly  70% but mended i n  1972 to 100%) 

I n  Latin America al80, 'the- Hungàri'ans-seem to  have made 
ef for t s  i n  a small way t o  increase t h e i r  a id  and trade ac t iv i t i e s  
over the last three o r  four years, par t icu lar ly  i n  1970 and 1971 
when small c red i t s  usually ($5 mill ion t o  $10 million) were made 
available t o  about half 8 dozen of the South American countries. 
These were mostly f o r  the purchase of Hungarianrailway and 
transport  equipment, and f o r  use in development of  the mining 
industr ies  i n  Chile, Bolivia and Peru. 

(Africa end SE bis) was limited, and erhaps the only notable 
Of 1972 both to extend the t o t a l  volume of trade and t o  extend 
the range of  commodities to be exchanged. 

?UDE WITH MULTILATERAL PARTNERS 

trade, t h a t  i s  with most Communist and developing countries, are 
conducted through bilateral  clearing accounts. 
l a t e r a l  par tners  accounts f o r  only 21% of total  trade, and w i t h  

Trade w i t h  this area accounts 

In 

a small $5 million c red i t  t o  South Yemen and $50 

almost a l l  of these sums were 

76. 

77. Hungarian in t e re s t  i n  l e s s  developed countries elsewhere 

feature was that e f fo r t s  were made w i t  R India i n  the l a t t e r  pa r t  

78. Payments f o r  the greater  par t  o f  Hungary's foreign 

Trade w i t h  multi- 
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these countries Hungary recorded a def ic i t ,  on v is ib le  trade i n  
I971 of $144 .million, compared w i t h  $42 million i n  1970, 
period of  the l a s t  Five-Year-Plan, the cumulative def ic i t  w i t h  
these partners reached $65 mill ion with a surplus only i n  1969. 

In  the 

TRADE WITH MULTILATERAL PARTNERS I N  MILLION US 

19bb 196'/ 1968 1969 19'/0 1 Y - m  
- -  . - ~ - 

Turnover 602 636 71 1 870 1174 1136 
Exports 290 31 1 34f 456 566 496 
Imports 31 2 325 370 41 4 608 640 
Balance -22 -1 4 -29 +42 -42 -1 44 

COPlMODITY COMPOSITION 

79, Nearly half Hungarian exports comprise rnachiinery and 
consmer goods and the balance i s  divided almost equally between 
agricul tural  and food products and semi-finished goods and 
components, Food and agricul tural  products f igure prominently i n  
exports t o  the Industr ia l  West and due t o  the growing amount of  
induertrial co-operation between Hungarian enterprises and Western 
firms, there hâs been some increase i n  export o f  engineering 
goods t o  these countries. O f  Hungary's t o t a l  imports,  over 50% 
comprise fue ls ,  raw materials and semi-finished products, both 
from Communist and non-Communist partners,  but very l i t t l e  f u e l  
o r  e l ec t r i c  energy comeB from non-communist countries. Hungary 
i s  a net  importer o f  fuels, r a w  materials, machinery and transport  
equipment and is a ne t  exporter o f  indus t r ia l  consumer goods and 
agricul tural  and food products, 

TOURISM 

80. In  retene years there has been a substant ia l  increase 
i n  the number of foreign v is i tors  t o  Hungary which is shown by 
the following figures: 

&'rom non-Communist Percentage f r o m  
countries non- Communist countrie s Total v i s i t o r s  

( i n  thousands) 

1965 2,136 430 20 
1968 4,307 529 12 
1970 6, 320 736 12 
1971 6,105 875 14 
1972 6,400 960 15 
11) fl/l data excludes such partners as  Denmark, Norway, 

Australia, Canada, the United S ta tes  and Japan 
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The number o f  v i s i t o r s  from non-Communist countries has more than 
doubled i n  the period 19657972, but this was l e s s  than the 
increase i n  the number of v i s i tors  fro= C=manAst countries. The 
number of "guest daysn - an indicator o f  tourism earnings has 
continued t o  r i s e  creating a f avowable trend i n  convertible 
currency earnings, 
a r i s e  both- in  the proportion of "more demanding" American, Swiss 
and West German v i s i t o r s  a n d a t  the srne time i n  Hungarian hotel, 
restaurant and other prices,  Net convertible foreign exchange 
earnings from tourism i n  1-9-71 are estimated- t o  have-been i n  the 
orde r  of $43 million and l a s t  year they may have r isen to 
$46-48 million. 
made by the Hungarian Minister of Home Trade and Chairman of the 
National Council f o r  Tourlism, who said t h a t  revenue from non- 
Cobrrîuni'st countries was $55-56 million and t h a t  30%35% of this 
was placed a t  the disposal of Hungarian c i t i zens  t ravel l ing t0 
the West; this would make net  earnings for 1971 i n  the order of 
$40 million. 
as much 8s 9% towards financing Hungary's d e f i c i t  w i t h  m u l t i -  
l a t e r a l  partners i n  1371, 
t o u r i s t  f a c i l i t i e s  should ensure 8 continuing and increasing source 
o f  convertible currency revenue, 

WESTEFW CREDITS 

As regards Western tourists, there has been 

The figures f o r  1971 are reinforced by statements 

Thus hard currency earnings from tourism contributed 

Hungarian plans t o  fur ther  develop 

81 , Run ary*s  policy o f  entering in to  industr ia l  co-operation 
agreements w i  8 h West European countries has helped, to a cer tain 
extent, t o  reduce her need t o  borrow o r  obtain c red i t s  from the 
West, However, it remained essent ia l  f o r  Hungary t o  acquire 
additional hard currency to  finance her recurrent trade de f i c i t s  
with the indus t r ia l ly  advanced Western countries, Her import 
surplus from this area f n  7971 mounted t o  some $256 million, 
t h e i r  approach to  this problem of how t o  finance the hard currency 
element of t h e i r  foreign trade the Hungarians have adopted an 
independent and enterprising approach when compared to the other 
CMEA countries, 
cover major purchases o f  capital equipment from NATO countries but 
consistently on B smaller scale than other members of CMEA. The 
pro ortfon of long-term credi ts  of more than. f ive  years autstanding 

(with the exception o f  Zast Germany which comes into a special  
cate@ry i n  this matter). The posit ion had al tered radioally by 
the end of the next year when Hungary,had the highest percentage 
of c r ed i t s  of five years and over t o  t o t a l  debt outstanding, In 
1971 Hungary purchased a t  l e a s t  f ive  chemical plants  from Western 
countries 8s well as capi ta l  equipments f o r  a wide range of 
industries,  
debt to  NATO countries was $162.1 million representing 6% of  
P.ATO countriesi  c red i t  t o  Eastern Europe. 
l a s t  Five-Yearpian (.19664970) $225 miiïfon of new credits were 

In 

On the one hand Hungary has received creàit t o  

at P he end of 3970 was the  lowest of  any East European country 

A t  the end o f  the year the accumulated outstanding 

In the period of the 
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extended t o  Hungary i.e. an average of $45 million a year, the 
smallest  total .  of ~ 1 1  the E a s t  Europeai c,mntries. In 49?lc she 
was granted another $31.4 million. 
sinall mounts of buyers/suppliers c red i t  the Hungarians have 
sought and accepted they appear t o  have the lowest debt service 
ra t io  among the countries of  Eastern Europe. 

Because o f  the re la t ive ly  

82. The position, however, i s  en t i re ly  d i f fe ren t  when 
Hungary's a c t i v i t i e s  i n  the Eurodollar market are taken into 
consideration. She has been active since entering the market on 
a mall scale  i n  1968. In  1969 the Bank of London and South 
America headed an internat ional  consortium of  banks t o  provide a 
l o a n  of $15 mill ion f o r  f i ve  years. This was the first loan t o  
be extended t o  en East European country f o r  indus t r ia l  develop- 
ment; il? th i s  case by one specif ic  industry, This w m  t o  be used 
by the Hungarian Aluminium Corporation to  finance the expansion 
of t he i r  fabr icat ing capacity and thus boost t h e i r  export sales,  
par t icu lar ly  t o  the West. A second loan followed in May 1970 but 
f o r  double the amount - $30 million - again raised by a BOLSA-led 
consortium t o  finance the expansion of the pharmaceutical industry. 
It was estimated t h a t  the loan would cover about one th i rd  of  the 
t o t a l  cost  o f  inveswents planned by the industry for the next 
Five-Year Plan (1971-1975), The large investment programme to  be 
embarked upon w ~ i s  par t i a l ly  dependent upon the acquisit ion of 
certain types o f  e uipment i n  the West. 

t reble  its convertible currency earning by 1975 to  reach $45 
million. 
country since the war t o  f l o a t  a Eurobond issue on the London 
capi ta l  market(1). 
million of 8% bonds f o r  a m a x i m u m  of 10 years, the co-managers 
being the National Westminster Bank, Morgan Grenfell and the 
Moscow Narodny Bank, 
issue, which was over-subscribed, It was a clean f inanc ia l  loan, 
not attached t o  any specific use but according t o  the prospecws 
*i t  would be applied t o  financing the convertible currency content- 
of various investment projects  d i rec t ly  linked to accelerating 

I?) 

Pharmaceutical products 
are one of Hungary ? s chief exports and it was hoped t o  almost 

Then i n  June 1371 Hungary became the first East European 

The National Bank of Hungary issued $25 

Nearly 80 other banks par t ic ipated i n  the 

Hungary was abre t o  f J o a t  a Surobond issue because She hâd 
taken s teps  towards settlement of  her foreign public debt, 
T h i ~  originated from issues made prior t o  the Second World 
War. In  the cases of Austria, Belgium, Luxembourg, Demark, 
France, Greece, Netherlands, Norway, Sweden and Switzerland 
agreements have been concluded and mutually agreed claims 
have been pefd. 
Canada agreements have been concluded. Total claims o f  the 
above mount t o  some $50 million of which $45 mill ion has 
been discharged, An agreement has been i n i t i a l l e d  w i t h  the 
United S ta tes  and negotiations are  proceeding w i t h  I ta ly .  

In  the case of the United Kingdom and 
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the  r a t e  of indus t r ia l iza t ion  of  the country, A t  
same year Lloyds and Bolsa International headed a 
18 internat ional  banks i n  arranging a $50 million 

the end of the 
consortium o f  
f ive  year loan 

èo the igaiionaï B& o f  iiurigaq-to-assis-t i n  finmciïig "the 
programme t o  develop export orientated industr ies ,  The loan a t  
t h a t  t h e  was the l a rges t  so fa r  raised on the international 
market f o r  a CMEA country, These loans, together w i t h  other small 
credi t s  provided by various Western banks, brought the t o t a l  of  
Hungarian Eurodollar bormwiag since 1968 to $21 3 million, 
excluding the 1971 Eurobond issue. In the autumn of 1972 Hungary 
returfled t o  the London capi ta l  market when the-same- banks- that - 
had managed the previous Eurobond issue f loa ted  another on behalf 
of the Ns.tiona1 Bank of Hungary of  $50 million. This one was f o r  
a msximum of 15 years and carried i n t e r e s t  a t  8396, (ph l e s s  than 
on the 1971 i ssue)  and was also over-subscribed, These Eurodollar 
borrowings are bigger than the sum outstanding on suppliers/buyers 
c red i t s  t o  NATO countries and add considerably to Hungary's future 
debt servicing burden. 

CO-OPERATION WITH THE INDUSTRIAL WEST 

that i n  order t o  ra i se  productivity i n  both industry and agricul- 
t u r e  a t  a l l  rapidly, prerequis i tes  f o r  modernising industry and 
ra i s ing  the  standard of l iving,  she must import indus t r ia l  equip- 
ment and advanced technology from the Industrial West, W s  
posed the problesi of  how such imports were to be paid f o r  as 
Hungary's exports t o  the West i n  the mid-6ûs consisted la rge ly  of 
agr icul tural  produce. The value of  such exports could not be 
expanded suf f ic ien t ly- to  ensure the ava i lab i l i ty  of the necessary 
hard currency given the basic problems involved i n  increasing 
OuQut regularly, coupled w i t h  the  ine l a s t i c i ty  of  demand on 
Western markets. Hungary therefore has attempted to  ra i se  both 
labour productivity and indus t r ia l  standards by entering in to  a 
ser ies  of indus t r ia l  co-operation agreements ( ICAs) ( I  ) which 
would enable her t o  avoid the building up of large hard currency 
&bts  thus creating a debt servicing problem. Co-operation 
agreements were i n i t i a l l y  a t t rac t ive  to the Western par tner  
because o f  the re la t ive ly  high quality of Hungarian engineering 
products based on long t rad i t ions  of sk i l led  workmanship, partic- 
u la r ly  i n  the precision u r d  e lec t r ica l  engineering industries,  

11) 

83, Hungary was the first E a s t  European country t o  rea l i se  

I n the absence of any agreed nomenclature it is not a t  al1 
c lear  precisely what types of deal a re  included i n  the term 
"industrial  co-operationft. 
between seemingly authoritative statements, Compensation 
t r a a n g  or para l l e l  deals do not const i tute  indus t r ia l  
co-operation which can be defined as the sharing of produ- 
ction, the exchange of l icences o r  the jo in t  exploitation 
of technology o r  markets. 

This leads to  inconsistency 
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With only l imited design and development resources available they 
decided not t o  continue w i t h  mbi t ious  attempts to  develop a range 
02 precision machine too ls  but t o  r e ly  on the use o f  Western 
designs and licences. 
development of e lec t r i ca l  machinery, especially la rger  turbines 
and generators. 

A similar decision was reached f o r  the 

84. The pragmatic approach t o  economic problems i n  general 
and monetary ones i n  par t icu lar  was shown by the f lex ib le  a t t i tude  
Hungary adopted towards signing K A S .  
ments covering many di f fe ren t  forms of indus t r ia l  and agricul tural  
co-operation heve been negotiated. 
has gained momentum; only 27 agreements were signed i n  the years 
1964-1967, 26 i n  1968, 42 in.1969, approximately 25 i n  1970, 50 i n  
1971 and 70 i n  1972 making a t o t a l  o f  240, 

85. 
co-operation agreements is  only available as a t  the end of  June 
I971 but the 
cantly. 
between indus t r ia l  sectors  was: 

From 1965 onwards agree- 

From a s low s t a r t  this policy 

Information re la t ing  to  the Ustr ibut ion  of  indus t r ia l  

roportions are not  likely t o  have chûnged sign9fi- 
The P o t a l  number then mounted to I64 and the bre&docm 

$ 7 
Branch j Number I Pepcentage 1 I 

1 

v -~ - - 

a 
6 

i o  
I i i i 

1 Bjachine industry( 4 ) ' I I 2 2  
i Chemical industry 13 
Light industry I 10 

1 Agriculture .17 1 Food industry i 1 )  
i Other ' 1)  I 

%6m When the to tEl  of ICAs was 220 the Hungarians c lass i f ied  
the types of agreements as follows: 

i Percentage 1 ! 
Type o f  Agreement f Number ! 

Exchange o f  documentation T 
(incl.  licences?) 
Jo in t  production 
Product sharing 29 
Harket co-operation I 23 
Other 1 18 

.*8 ' 

1 ;: 36 
32 
13 
11 
8 

1 1  1' A f igure of  162 equal t o  74% was given i n  September 1972 
when the t o t a l  number of I C A s  stood a t  220 
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West Germany (3) 
ï t a ï y  ( 4 )  
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87. Hungary has signed most ICAS wfth West Gemany, f o l l o w e d  
I" Italy an& Rmce, 
971 but is not l i k e l y  t o  have changed s igni f icant ly  etnce. 

Co-operation contracts bv country 

The most cmprehensFve list re l a t e s  to mfd- 

+l . 

I Number a t  
30th- June-, 1971- Country- 

Austria (2)  
Denmark 
Canada 
Finland 

I 

47 
I? 
16 
15 
12 
11 
10 
10 

3 
I 
1. 
I 

20 ' 

(1) Yugoslavia is included because settlement is i n  
convertible currency. 

(2) This seems a very low f i  One source a t  the 
beginning of 1973 said 6$Eo:o~ erat ion contracts 
had been signed and a fur ther  6 were i n  prepara- 
tion. 

According t o  another source dated August 1972 about 
100 contracts had been signed. 

(3) 

(4)  A t  the end of 1972 i t  was claimed 19 contracts had 
been signed. 

- . 

(5)  36 contracts signed and 50 were i n  preparation a t  
the end of 1972, 

88. Some o f  the most important ICAs  contacted betwaen ' 

uzgary and her Western partners were enumerated i n  
:/127-D/272(Revised) of 25th May, 1970, As indicated i n  para- 
'aph 21 above Hungary has continued th i s ' po l i cy  and speeded it 
1 i n  the last few years. 'One fea ture  has been the negotiation 
' several  agreements involving agr icu l tura l  produce o r  chemicals 
Ir use i n  agr icul ture  e.g. t h e  Norwegians breeding m i n k s  on 
m&wian farms w h i l e  re taining ownership of  th8 animals. 
'w and more complicated types of agreements have been entered 

Recently 

. _ .  . _ .  . ,  
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into,  as the following examples indicate. 
reg is te rs  i s  undertaken by the Budapest Office Machine enterprise 
and the Czech f i r m  of ZVS on the basis of co-operation and 
licences provided by the West German firm o f  Anker Datentechnik 
and its Austrian subsidiary, A j o in t  f i r m ,  ïGA, was s e t  up i n  
1972 w i t h  Austria f o r  the purpose of se l l ing  capi ta l  equipment 
fo r  the o i l ,  chemical anà pharmaceutical industries i n  t h i r d  
countries, while Ganz end F ia t  w e  co-operating t o  supply turbines 
and generators f o r  power s ta t ions  i n  hirkey and d ïese l  motors for 
power stst ions i n  Greece. 
Ansterdan and Curacao se t t i ng  up jo in t ly  owned Hungarian end 
American subsidiaries i n  t h i r d  countries t o  exploit  Hungarian 
biochemical products f o r  use i n  p l a s t i c  surgery. Another new 
development since the previous report  is the emergence of Japan 
on the Hungarian and East European scene, The years i971 and 
1972 have seen the signLng of a protocol on technology and 
sc ien t i f ic  CO-O eration, the purchase of  technical know-how on the 

establishing a knitwear manufacturing enterprise, 
hand a t  l e a s t  two licences appear t o  have been so ld  t o  Japan, 
This development seems l i k e l y  t o  be followed, a t  l e a s t  from 1974 
onwards, by an even more rapid €lowering of Hungarian co-operation 
and f inancial  re la t ions  with the United States,  

The manufacture of cash 

A company has been regis tered i n  

manufacture of 5 VC f looring and of a licence and machinery for 
On the other 

89. A yet fur ther  development i s  the poss ib i l i t  o f  an 
agreement being concluded t o  s e t  up a jo in t  meat combine based on 
exis t ing p2 

A Western 
f i r m  (or  firms) would provide 49% of the capital needed t o  s e t  
up the enterprise and the remaining 51% would be provided by the 
co-operative, with the help of  a crec?it from the National Bank 
and a State  subsidy. 
enterprise with a Western par tner  f o r  productive urposes, since 
the law permitting foreign investment i n  Hungary B see paragraph 

breeding co-operatives which would process and market 
pork produc f s (especially it is hoped i n  the  West). 

This would consti tute the first j o i n t  

101). 

LICENCES 

90. 
o f  licences t o  use Western manufacturing processes which a l s o  
involves the relevant technical know-how and i ts  application t o  
production methods. 
aspects of advanced Ffestern technology was recognised as e s s e n t i d  
if the qual i ty  of Hungarian products was t o  be raised f o r  domestic 
consumption and fo r  exports t o  both East and West. To spee6 up 
the process resolutions were introduced i n  1969 which allowed 
enterprises t h a t  buy l icences t o  receive preferent ia l  treatment 
i n  respect of reductions i n  customs duties, credi t ,  e t c ,  and- 6. 
special  enterprise, the Licencia Patent Marketing Enterprise, was 
s e t  up t o  deal solely i n  these products. How this has eirpanded 
is shown by the  f a c t  t h a t  only 63 l icences were purchased in the 
20 years 1947-1967, 92 i n  1968-1970 and 50 i n  1971 making a t o t a l  
of 205 (from Western and CMXA partners).  

The most important p a r t  o f  many ICAs  is the  acquisit ion 

The introduction and assimilation of cer ta in  

N A T O  P n N P T r) E N T I F 1. 
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91, Xn 1968 Hungary bou h t  licences, blueprints, designs, 
and services $0 the  value of f I .4 million while i n  1971 the t o t a l  

West Germany t o  the  value of $4.0 m B I l ion ,  France $1.2 million, 

reached $10.2 million, 
worth from the rouble are8 and $8.7 million from the dol lar  area. 
The main Western countries providin 

Sweden $0.5 million, UK $0.4 million, Austria $0.3 million and 
Switzerïanc? $0.3 million, 
considered to* be in the dollar area; sold Hun  ary l icences t o  the 
value of $1.6 million. F r o m  the rouble area ! he USSR supplied 
$7 .O million worth, However trade i n  liceXcTsS, -BlÜëprints, plans, 
designs and services is by no means a one-way t r a f f i c ,  i n  f a c t  
i n  1968 sa les  were greater than purchases by almost $0.2 million 
and i n  I971 were valued at  $9.3 mill ion against  imports worth 
$70.2 million. 
and rouble areas was nearly equal i n  1971 being $4.9 million t o  
the former $4.5 million t o  the l a t t e r ,  The value o f  actual 
l icences sold amounted t o  only $0.8 mil l ion the major pa r t  
consisting of--plans, blueprints- and designs, The main customers 
i n  I971 were Bast Germany who b o k  $2.8 mill ion worth, I raq  
$1 08 million, Czechoslavakia $1.2 million, Algeria $0.8 million, 
Indîa and Poland each $0.4 million. 
t h a t  the Soviet Union was not l i s t e d - a s  a major purchaser, 

The l a t t e r  figure comprised $1.5 million 

l icences anù know-how were 

Yugoslavia, which f o r  this purpose is 

The dis t r ibut ion o f  sales between the dol lar  

It is in te res t ing  t o  note . 

HUNGARY CO-OPBRATIOM WITH CMBA 

92. The share of  Comunist countries i n  Hungary's t rsde 
was 61% i n  I950 and .by 1969 this had r i s e n  'to 68%. 
share o f  the Soviet Union i s  especially important, having r i sen  
i n  the  period mentioned from 275/u-34$. Co-operation w i t h  Comurzist 
countries, Par'tScularly w i t h  the Soviet Union has ensured supplies 
o f  r a w  materials, 
is only self-suff ic ient  o r  producing a surplus i n  one commodity - 
bauxite and even i n  this case Hungary has been obliged t o  conclude 
a long-term agreement wi th  t h e  Soviet Union so that  Sovie5 hyàro- 
power resources can be used f o r  the processing of  aïwnina mined 
in Hungary, Therefore t h e  security of  r a w  material resources has 
been a key qEestion f o r  overall  Hungarian economic progress and 
w i l l  continue t o  be so i n  the future. 
from the Soviet Union have in - the  past been transacted on the 
Sasis of long-term agreements, a t  s tab le  pr ices  and re la t ive ly  
l o w  transportation costs and from the non-convertible currency 
area. Hungary has also been able to  r e l y  on the Communist market, 
per t icu lar ly  the Soviet Union t o  take exports whose qual i ty  would 
not enable them ix be sold i n  the West, I n  I970 Hungary exported 
5,000 busks t o  Socis l i s t  countr ies 'md more than half of  the t o t a l  
production of  pharmaceuticsis goes t o  this market. 

I n  co-operation among Communist countries, besides trade 
relations,  the extension o f  production based on specialization 
and co-operation represents an important development, 
zation Agreements have been concluded i n  a number of areas, i n  

The increased 

O f  the main indus t r ia l  raw materials, M g a r y  

Imports o f  such materials 

93. 

Speciali- 
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the framework o f  which C3DA countries have decided t o  divide 
production, i n  order t o  exploi t  advantages of mass production, 
thereby enjoying the economies o f  scale, 

94. Production relations have been developed recently 
w i t h  several Comunist countries i n  the truck and bus industry, 
through the exchange of components, 
components f o r  Soviet motor cars, Hungary receives the finished 
ar t ic le ,  similar agreements ex is t  w i t h  other Communist countries 
i n  respect of motor cars  and lo r r i e s ,  
place with the GDR in the spheres of machine too l  manufacture, 
telecommunications, the precision engineering industry and in the 
manufacture of agr icu l tura l  and food machinery, Agreements ex i s t  
with Romania f o r  instance, i n  the manufacture o f  railway dinlng 
cars and with Bulgaria agreements have been concluded on speciali-  
zation i n  medical Instrument production, 

Against the delivery of 

Co-operation i s  taking 

95, According Lo an agreement concluded w i t h  Bulgaria, 
Hungary w i l l  cover the bulk o f  her requirements from the large 
capacity sodiun carbonate works t o  be established i n  Bulgaria 
by importing 120-140 thousand tons per annur;î: Ifungmy contributes 
creUPt and machinery i n  return. 
Hungarian sulphur requirements, about 100,000 tons per annum, i s  
covered from Poland allowing Hungary to  produce sulphuric acid 
on B considerable scsle ,  
agreements exists i n  the pharmaceutical and rubber industries. 
The exchange of a r t i f i c i a l  f i b re s  has begun w i t h  the GDR and w i t h  
Poland, and an agreement has been concluded with the Soviet Union 
on co-operation i n  the manufacture of p las t ics ,  
co-operation Ggreements w i l l  be found a t  Appendix V I I I ,  

A substantiel  portion of 

A broad system of specialization 

Details o f  some 

96, The economic co-operation among countries par t ic ipa t ing  
i n  CMEA has l ed  i n  some areas t o  mult i la teral  co-operation, 
example of this is the unif ied e l ec t r i c  power grid of the W A  
countries. I n  this way Hungarian e l ec t r i c  power supply can r e ly  
on the g r id  - this reduces necessary reserve capacity, makes the 
u t i l i za t ion  of natural  differences passible and balances peak 
demand periods. 
waggon pool has reduced the number o f  empty runs while u t i l i -  
zation of waggon capacity has increased and hi r ing  charges 
lowered. 

An 

Hungary' s part ic ipat ion i n  the common railway 

97. Hungary joined the CPEEIt International Investment Bank 
when it commenced operations i n  January 1971 , During the first 
two years of the bankrs operation 
29.3 million traasferable roubles f l )  (of this 30% was t o  be in 
convertible cwrencies)  end during the same period, Hungary was 
allocated c red i t s  t o t a l l i n g  47*6 million transferable roubles, 
Those c red i t s  w f l l  be used mainly i n  the 19'72-1973 period and are 
destined f o r  the Hungarian S ta te  Railways, the Ikarus C a r  Body 
and Vehicle Factory and the Budaprint cotton m i l l ,  

11) The accounting uni t  used i n  intra-bloc settlements by 

Hungary was due to  contribute 
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'ROSPECTIVE DEEVELOPMENTS 

98. In  the current f i v e  year plan period Hungarian-Soviet 
;rade is  t o  r i se  by 60%. 
:omtr ies  has expressed concern about supplies of raw materials 
.n the long term. 
iphere and has attempted to  obtain'some Soviet commitments f o r  
;he period up t o  1985. The Soviet Union, f o r  i t s  par t ,  has been 
rhowing some reluctance t o  meet automatically a l l  such Huizgarian 
lenands. It i s  l i ke ly  tha t -  Hungary, besides be3ng-ë@%Etëdito- 
:ontribute towards raw material exploitation on Soviet t e r r i t o r y  
.n conjunction wlth other East  European countries, w i l l  a lso have 
;O increase her purchases of Soviet machinery and consumer goods. 
!he percentage of raw materials coming from the Soviet Union may 
lecline relsttively though it w i l l  increase absolutely. The 
iargin, for example, of Hungarian o i l  requirements not covered 
,y Soviet del iver ies  may reach 4.5 mill ion tons by 1975 and this 
ielps t o  explain the negotiations which the Hungarians have been 

t, Libya and Nigeria i n  recent years 
'or the supply of  crude ""p O 1 and  with Czechoslovakia and Yugoslavia 
:onducting with Iraq, 

'o r  the  construction of a pipeline t o  carry oil from the  Adriatic 
see Appendix IX), 

Within CMEA, the Hungarians have shown themselves dis- 
iosed- t o  stand up f o r  t h e i r  own in te res t s .  
'Complex Programme1' adopted a t  the 25 Session (1971 ) o f  the CNBA, 
rith references t o  increased multilateralism, more ra t iona l  
I r ic ing  and exchange r a t e s  w o u l d  seen t o  incorporate Hungarian 
tews. 
ngaged t o  expand t h e i r  trade with Eastern Burope f a s t e r  than 
za8e w i t h  the West and i n  1972 this was the case and it is 
vident that bilateral trade agreements w i l l  remain the maJor 
edium of intra-(SMEA economic relations.  

i00, Hungary, one o f  the more active CMEA countries, 8s f a r  
s inciustrial co-operation is concerned, is l i k e l y  kn the period 
.p t o  1975 t o  become increasingly involved i n  special izat ion and 
o-operation agreements with other East European countries and 
O a l e s s e r  extent w i t h  the Soviet  Union. 
mphasizeà the need for specialization i n  the engineering sector 
nd the speed up of standardization generally within CM3A. 

101. The new law enacting the 1970 Decree on Foreign Invest- 
ent  which came in to  effect  l a s t  year allows the establishnent of  
o in t  enterpr ises  on Hungarian as well as foreign s o i l  par t ieu- '  
arly f o r  ma.rket research and marketing ac t iv i t ies .  
mvides for foreign lega l  en t i t i es ,  companies and corporations 
O par t ic ipa te  i n  associations formed i n  Hun a.ry t o  the extent 
f 49% holding by the nonoHungarian partner f this m a y  be in the 
arm of j o h t  ente r i ses ,  j o in t  stock companies o r  l imited 
i a b i l i t y  companies 7 , 

Hungary along with other  E a s t  European 

Hungary is  dependent on Soviet exports i n  this 

-~ 

99. 
The terms of the 

B u t t h e  Hungarians have, f n  deference t o  CMEA policy 

Hungary has repeatediy 

The l a w  
% 

The Hungarian Government, f o r  i ts  p a r t  
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guarantees f r ee  t ransfer  of p r o f i t s  and repatr ia t ion of  
capi ta l ,  v ia  the National Bank of  Hungary, i n  the investor 's  
own currency. 
non-Communist partners. However the Hungarians have made it 
clear  that  western investment and involvement w i l l  n o t  be 
permitted as f o r  example, on the scale i t  i s  i n  Yugoslavia 
and most ventures are l i k e l y  t o  be i n  the marketing sphere, 
par t icular ly  f o r  products of indus t r ia l  co-operation. 
some o f f i c i a l  commentators on the new law have claimed t h a t  
i t  cannot allow shared ownership o f  a producing as d i s t inc t  
f r o m  a marketing o r  planning enterprise as this would be 

. contrary t o  a clause of the Hungarian consti tution. Equity 
partnership has not been ruled out but i s  unlikely t o  
materialize i n  the near Futurs. 

T h i s  can apply t o  bo th  Communist and 

Indeed 

102. Hungary i s  l i k e l y  t o  continue her aggressive p u r s u i t  
of western technology b o t h  purchasing machinery and equipment, 
mainly on c red i t  and through co-operation agreements. 
resul tant  improvement i n  prodact qual i ty  should make Hungarian 
finished goods more acceptable i n  western markets. 
be par t icular ly  important i n  the context o f  Hungarian 
relat ions w i t h  the enlarged E E C ,  given the uncertain future 
f o r  agr icul tural  exports under the  application of the common 
agricul tural  policy. 
TEIE ADRIA PIPELINE 

The 

T h i s  w i l l  

103. Hungarian industry 's  demand f o r  o i l  i s  increasing 
considerably f r o m  year t o  year. Demand w i l l  continue t o  
increase and the country's major external supplier - the 
Soviet Union, i s  n o t  prepared t o  meet the anticipated 
requirments. Consequently the securing of new o i l  sources 
i s  becoming more and more a matter o f  urgent concern. 
Hungary, the impor t  of  Miiddàe East o i l  i s  the obvious method 
of closing the gap and i ts  transportation through the Adria 
pipeline seems a pract ical  solution. Preliminary agreements 
were signed i n  1971 by the Hungarian foreign trade enterprise 
Mineralimpex, the National Crude O i l  and Gas Industry Trust 
and a Yugoslav enterprise INA. (Industria Nafte o f  Zagreb.) 
The agreement provides f o r  I N A  t o  complete by the end o f  1975 
the construction o f  the whole o f  the Adria pipel ine 's  
Yugoslav section from the p o r t  of  Bakar (near Rijcka) t o  the 
Yugoslav-Hungarian border town o f  Bokov. There hsve however- 
been o f f i c i a l  reports that  implementation has s o  flir been 
delayed, t o  the Hungarians' considerable annoyance, by 
d i f f iou l t i e s  over the conclusion of contracts i n  Yugoslavia, 

w i l l  be b u i l t  as a Hungarian-Czechoslovak venture and w i l l  
run from the border along the southern shores o f  Lake Balaton 
t o  the Seazhalombatta ref inery near Budapest. 

For  

104. The 240 km section of the pipeline within Hungary 

From there 
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according t o  Hungarian sources 506 o f  the o i l  w i l l  flow onwards 
t o  the Czech border using the already completed CMEA 
F-i-ndahip I pipeline. Until now t h i s  line has carried Sovie t  
o i l  from Bratislava t o  Seazhalombatta, but when the Adria 
pipeline is finished, i t  w i l l  operate i n  the opposite direction, 
When operating a t  full oapacity about 20 m tons o f  o i l  p/a 
w i l l  be transported by the l i n e  of which 5 m tons w i l l  go t o  
Hungary. 

Middle East suppliôr of oil. 
the USSR and other Communist countries, Hungary among them, 
which it would l i k e  t o  repay w i t h  oil, an arrangement which 
the construction o f  the Adria pipeline will f a c i l i t a t e ,  

- 
105. Iraq is the country likely t o  be Hungary'a msin 

Iraq has rè-c-efve-$loans from 

. ' .. - 

. .  

. . .  

I <! 

I 

.. . 
. .  

NATO, 
I I 'l O Brussels. 
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APPENDIX I 

HUNGARY: POREZGN TRADE 

i 
1 

1.. -- __II 

Total Turnover 
i t rade Exports 

Imports  i Balance 
1 :r w i t h  Exports 
I Communist Impor t s  1 countries Balance 

Trade Turnover I with non- X - o r t s  
Communi st i m p o r t s  
countries Balance 
Trade Turnover 
with Exports 
industr- Imports  
ial West Balance i Trade Turnover 

Exports I E L o p -  imports 1 ing Bairince 
1 countries 
i Trade Turnover 
! with Exports  

Imports i multi- 
! l a t e r a l  Balance 
i partners 

Trade Turnover 

t 

i 

1965 

- 
3,029,8 
1,509.5 
1,520.3 

-10.8 
2,076 . O  

1,018.2 
1,057.8 

+39.6 
953.8 
451 * 7  

-50.4 
502.1 

758- 0 

407.0 
351.0 

-56 . O 
195.9 
100.8 
95.1 
+5.7 

551 -0  
257.0 
294.0 
-37.0 

---- I--- 

1970 

-7- 

4,821.7 
2,316.6 
2,505.1 
-188.5 

3,136.6 
1,519.5 
1,617.1 

1,685.2 
797.3 
888. I 
-91 .O 

665.5 
746.0 
-80 5 
273.6 
131.5 
142.1 
-70.6 

1,1'?4.0 
566.0 
607.0 

-97 6 

19411.5 

-41 .O 

1971 

59490.0 
2.500.4 
2,989.6 
-489.3 

3,686.6 
I y723.0 
19963.5 
-240.5 

1,803.5 
777.4 

1,026.1 
-248.7 

1,538.8 
641.6 
897.2 

264 . 7 
135.8 
128.9 
+6.9 

-255.6 

Percentage 
change 

1971/70 1970/65 
Riri--r-"..--,.--.." I 

+13.9 + 59.1 
+ 7.9 + 53.5 
+19.3 + 64.8 

+17.5 + 51.1 
+13.4 + 43.6 
+21.4 + 58.8 

+ 9.0 + 86.2 

+20.3 + 83.3 
- 3.6 + 89.6 

-3.2 ( 1 >+I  13 0 1 
-12.4 + 120.2 
+ 5.3 + 106.5 

( 1 )  Data excludes following mult i la teral  partners: Denmarke 
Norway, Australia, Canada, United States  and Japan 
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51 N A T O  C O N F I D E N T I A L  , 

Albania 

Ac/l2?-Df 445 -51 - 
APPENDIX II 

2.0 
4.2 
6.4 

TRADE VBIfH COMMUNIST COUNTRIES 1965* 197 O, 1971 

- .  
" ... __IC. --- 

Exports 

-- 
. 2.0 
. 2.5 

2.0 
179.3 
185.1 
198.3 
20.3 
26.3 
46.1 

105.0 
136.5 
187.0 
'135.7 
218.2 
243 . 3 
28.7 
49.9 
66.7 

-525.4 
808.8 
873.0 
29.2 
54.0 
56.2 
14.7 
8.4 

16.5 

-- 

Turnover 

4.0 
6.7 
9.2 

* 313.8 
383. O 
448.1 
42.4 
75.0 
95.1 

793.3 
281 . 1 
337.6 
266.3 
479.3 
562 6 
67.5 

110.7 
140.1 

7,078.7 
1,638.3 
1,888.6 

56.5 

118.0 

25.3 
21 .O 
30.5 

99.8 

L- 

Balance 
~ _ ~ _  

.- - - 1.7 
0 3.6 
+ 44.8 - 1248 - 51.5 - 1-8 - 22.4 - 2.9 
+ 16.7 - 8.1 
+ 36.4 
+ 3.9 - 32.9 - 76.0 
- 10.1. - 10.9 - 6.7 
- 27.9 - 2.0.7 
-142.6 
+ 1.9 
+ 8.2 - 5.6 
+ 4.1 - 4*2 
+ 2.5 

- 
. . . . - . , . .. . 

(In mil l ion  US $1 

Percent- 
age 

change 
i n  

-turnover 
1971-70 

+ 37.0 

+ 17.0 

+ 27.0 

;t 20.0 

+ 17..0 

+ 27.0 

+ 15.0 

+ 18.0 

+ 45.0 

1970- 
65 

--- 
+67.5 

+22.1 

176 . 9 

+45.4 

+80.0 

+64.0 

+51.9 

+76.6 

-17.0 
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I N A T O  C O N P I D E N T I A L  

-52- 

1 
j ~mports 

North i 3.7 
Vietnam I; 0.7 

1.5 
3.4 
3.7 

Worth 
Korea 1 

i 4.0 
2.7 
3.7 

Mongolia I , 
! 

3.2 
O. 3 

14.9 
I 5.7 

Cuba 

i 

1 

i 
Exports f Turnover 

t 
i 
1 

- -- 
5.3 i 9.0 

17.2 17.9 
16.4 

1.6 
3.2 
2.8 
2 . 8  
4.4 
5.4 
8 . 3  
5.0 
8.7 

17.9 
5.0 
6.9 
6 . 8  
5.5 
6.1 
8.6 
8 . 6  

10.7 
23.6 

I 6 

( I n  mill ion US $) 

. Percent- t 
-ri-i-irii-...-c - 

I 

; age 
: change 1970- Balance i in I 65 
1 turnover i 

1971-70 I 
I--- 

4 1.6 
.t 16.5 
+ 14.9 
- 1.8 - 0.5 
* 1.2 
4- 0.1 
.t 2.7 
4- 2.2 

+ 8.0 - 0.7 - 6.2 
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N A T O  C O N F I D E N T I A L  

ACI127-D/445 -53- 
APPENDIX III 

‘PW3 WITH W O R  WWJ?ERN PARTNERS 1965, 197 O. 1971 
# 

*Q 

_- ..I 

Ais tri a 
Y 

Belgium/ 
Luxemburg 

West 
Germany 

Prance 

Ne therlandr 

I t a l y  

Sweden - 

S w i  tzerlanc 

Vnited 
Kingdom 

age 
I”!’ . change 
Or ’ 1971-70 

f 1970-65 

51 -7 
97.7 

117.1 
17.1 
28.7 
36.5 

77.4 
128.0 
176. I 

27.1 
52.0 
83.0 
18.4 
38,2 
41 -7  
49.4 
97.0 
720.8 
9.6 
22.3 
27.5 
25.5 
57.2 
56.4 

+ 20 
+ 89 

+ 30 
+ 64 

+ 38 
+ 65 

+ 59 
+ 92 

+ 9  
+lo8 

+ 25 
+ 96 

+ 23 
+132 

- 1  
+I24 

49.5: 
92.5; O 
92.51 + 87 

-- 
EX- 

ports  

c-_L 

39.4 
71 09 
65.6 
8.1 

13.6 
13.3 

79.6 
158.7 
144.9 

17.8 
27.0 
25.7 
16.7 
24.7 

54.1 
126.4 
138.0 

12.0 
22.5 
20.5 
41 - 2  
78.4 
65.6 
28.5 
55.9 
49.3 

29.4 

-ei-rii 

?J 
I 

1 

Percent- 
age 

change 
7971-70 
1 9’7 0-6 5- 

- 9  + 82 

L 1 2  
+ 68 

--_I 

- 8  
+ 99 

- 5  
+ 52 

+ 19 
+ 48 

+ 9  
+134 

- 9  + 08 

- 16 
+ 90 

- 12 
+ 96 

, . .  . 

Turn- 
over 

g i , i  
169.6 
182.7 
25.2 
41 -7 
49.8 

156.0 

329 .O 

44.9 
79.0 

108,7 
35.1 
62.9 

103.5 
223.4 

21 .fi 
44,6 
48.0 
66.7 

135.6 
122.0 
78. O 

148.4 

286.7 

71.1 

258.8 

141 08 

Percent- 
age change 

1971-70 
1970-65 

m 

+ 8  + 86 

+ 19 
+ 65 

+ 12 
+ 84 

9 8  
+ 76 

+ 13 
+ 79 

+ 16 
+116 

+ 7  
+I07 

- 10 
+lo3  

- 4  
+ 90 

. . .  

Bal- 
ance 

_ _  
P.. . 
-12.3 
-25 . 8 
-51.5 - 9.0 
-14.5 
0 2 3 ~ 2  
+ 2.2 
+30.7 
-31.2 
- 9.3 
-25.0 
-57 . 3 - 1.2 
-13.5 
-12.3 
+ 4.7 
+29.4 
+17.2 
+ 2.4 
+ 0.2 - 7.0 
+I507 
+21.2 
+ 9.2 
-21 .O 
-36.6 
-43.2 
-L -̂ 
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APPENDIX IIf(a) 

Portugal  ( I ) 
i 

0.2 ~ i 
0-1 

0.5 I 
0.7 1 

i 

0.7 
0.8 

- 4.6 

-36.6 1 -43.2 

- 1.1 - 0,7 

- 0.3 

.. . i I 

-- --I_.-.-. -.; 

>' 

- .. ..-..-..-. 

- 0.6 f 
Figures f o r  lceland and Portugal are  f rom Western Partner 
s t a t i s t i c s  
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N A T O  C O N F I D E M I I A L  

c / i D l 4 4 5  -55- 

N A T O  C O N F I D E M I I A L  

c / i D l 4 4 5  -55- 

!?-BACDE KLTH CERTAIN DE S 1965, 197 O,  1971 

*--1_1-- 

zgentina 

lraeil 

India- 

raq 

ran‘ 

[orocco 

’akistan 

iudan _, 

1 -  

iyria . 

‘AR 

Imports 

--r 

10.2  
12.6 
5.0 
8.4 , 

14.8 
13.4 
21.9 
2 3 . 2 .  
26.5 - 
0.6 ‘ 

0.9 
5.6 

14.9 
7 . 0 .  
9.1 
4.3 
3 . 8  
1.4 
5.0 
7.7 
0.8 
4 .8  ‘ 

5.5 
4.6 
5.4 1 

3*3 
8.5 

17.6 
15.4 

Percent- i 

Exports 1 Turnover 

i 

1 
, -  

-- 

8.4 
2.0 

16.8  
21.8 
19.9 
2.8 
5 - 5  
7.5 
3.7 

10.7 
10.9 
8.8 
7.2 
O. 6 
1.6 
6.6 
4.6 
1.2 
4.6 
4.9 
3.1 
6.3 

- 7.7 
18.5 
23.2 
25.7 

10.7 
13*3 
6.8 

10.9 
23.2 
15.4 
30.7 
45.0 
46.4 

2 . 8  
6.1 

. 8.4 
9.3 

25.6 
17.9 
17.9 
5.5 
4.4 
3.0 

11.6 
î2.3 

, 2.0 
9.4 

i0 .4  
7.7 

11.7 
11.0 
27.0 
40.8 
41.1 

age I 
i change 1 70- 

Balance in 2 5  

- 
- 9.7 
-11.9 - 3.2 
- 5.9 - 6.4 
-11.4 
- 5.1 - 1.4 - 6.6 
.5. 2e8 
$. 4.9 + 6.6 
- 1 .9  - 4.2 
+ 3*9 - 0.3 -- 3.1 

i - 3.2 
+ 0.2 I i + 9.6 

2 - 3.1 
f + 0.4 
4 - 0.2 
! - 0.6 
- 1.5 1 + 0.9 

I + 4.4 
i +loo0 

-I + 5.6 ’ :  +10.3 

turnover i 
1’471=7-0- 1- - 

i 
-49 

-34 

+ 3  

+38 

-30 

-20 

+ 6  

+11 

- 6  

+ I  

+ 24 

1 + i l 3  
i I 

i 

I +I6 

I +11* 1 +175 

i f - 6 9  
L 

i 
! 

f +28? 

’ +370 

i 

i 

t 
I \ + 5 2  

l 
I + 5 1  

I 

I 
n 

-. .. , . 
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N A T O  C O N F I D E N T I A L  

APrnNDIX v 

IMPORTS 
By percentage (1  ) 

I Non- : Comunisti communist 
i 1. Fuels, electric j 

energy i 14.1 
2. Raw materials, ! semi-finished 

products, spare I 
parts 

of which i 
i 26.0 

15.2 
raw materials 
semi-finiohed products i I 

spars parts 6.5 
3. Machinery, 1 

transport equip- 
ment, cap i ta l  

47-7  : 

~ - .“ ._ - , I _  -. . -.I --.- -I . - ---- 1.. . -1.1 ---.- 
I 

I. I.- -. - ..-.-- I..-*..” ---L- Ir- - ”* I ,-.- I --a.... *- 

1 

25.0 goods f 
4. Industr ia l  

consuer  goods 7.1 
5. Raw materials f o r  1 

f o o d  industry, 
l ive animals, 
food products 6.1 

1 
t 

- <  . .  _ -  “.IL ..--.-I_ - _._. .- --“t - -I --- 
OP which i 

food industry 
pro  ducts 

i agricul tural  prod- t 

U C ~ S ,  animals I 3.1 

3.0 
I 

-- ---..--U-.-.-- - -I- -..--.-.-.. ---- 

26.4 
30.8 

3.4 

11.8 

2.6 

70.0 

l 4 * 7  

i 
I 10.1 

l 

7 1 )  Because of rounding, percentages nay not add up t o  100.0 
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EXPORTS 
By m a g e ( 1 )  

t -.. I ,. ._ .___ ___1__._ _ . I I .  ...-..I-.-- 

i 

1 i 

I.. niei,s, e lec t r i c  . f  i 
energy 0.8 ~ ~ i -~ ~ 1.8 

semi-finished 
products, spare i 
parts 24.6 1 32.8 

12.5 

-...-----*..-,-. .- ..__. 

I 2. Raw materials, 

-7 
.~ -_ _-.-_.... -.rri-iC.-.-.*---..---..--r..-...-.--rr.-..r̂---.r- " ..-- 

semi-finished products 14.5 4*5 I 19.0 
spare parts 5.6 t 1.3 

3. Machinery, ! 
.*-. .._- -_ --... .-̂ -*dL-..-.u-cu--. ----.-----..-- I + ---. ., -u..<.. 

I -  transport  equip- f 
ment, cap i ta l  1 36.4 1 6.4 goods 

4. Indus t r ia l  
consumer goods 21.7 1 19.9 

food Industry, 
l i v e  animais, 
food products I 16.5 

f 

* 
5. Raw materials f o r  [ 1 

i 

39.1 
f 

U-..". .-.- "C.C-.l -.-. a .Y.r..----.---.I-.C .--*.-.--.I --..-.,.- A-.-.-- 

i f 
i 
t 

- 1  7.6 

18.6 

1 33.4 ! 

I 24.7 i 

. .  ! i 

1 Because o f  rounding, percentages rray n o t  add up t o  100.0 
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M A T O  C O N F . 1  D E N T I A L 

APPENDIX Vi 

- ...- - - - . - . . - ^  --. - _.^*.*. __.__. ..-- " __- -_ 
C o a l  and l i g n i t e  ('000 tons) 
Crude o i l  ( " " 1 
Iron o r e  ( "  n 1 
Rol led  s t e e l  ( " " 1 
Copper and copper products ('000 tons) 
Tractors (no) 
Passenger cars (~000s) 
Lorries (no) 
Blast furnace coke ('000 tons) 
P las t ic  basic materials ('OOCI tons) 
Chenical fibres ( n  " 1 
Fe r t i l i ze r s  ( " ) 
Coniferous sawn wood ( * O 0 0  cumsa) 
Raw cotton ('000 tons) 
Vegetable oils ( 'I " 1  

1965 

2 , 665 
2,251 
2,481 

21 6 
25 

6,024 
12 

2,.956 
1,022 

20 
28 

622 
785 

, 72 
€34 

_-. *--- -...- .__ .- 

Feeder grains ( " " 1  479 

1970 q . 1971 

4,349 4,892 
3,119 3,756 

574 
t 

60 
4,S55 i 16,108 

54 
i 

15,618 1 14,274 
7,172 i 1,143 

78 i 78 ? 

36 ; 38 
1,419 7,480 

960 i 1,125 
98 i 66 

336 ! 368 
141 : 648 

- 1 1 1 -  I --..-"-I ...- I.-wl.III.__--.u- 

1,986 ' : 1,961 

483 I 
36 i 

49 * 

I 

-.- -..-.-.. ...--. P I C  L1.%.. -..., -- .---.-- 
As percentage of 

t o t a l  imports i n  1971 (1 ) 
1.2 

1.7 
2.6 
I .O 

.7 
2.2 

1.7 
I .O 
1.0 
1*1 
1.4 
1.8 

1.7 
I .4 
I .4 

".-.- .-^__-.-.e - 

3.1 

---_..-- e... --.,. ..- _"- - - .- _ _  ~ -.. . . 
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N X Ï ' U  c; U N r' 1 D E N T I A L 
. . I .  , , - . <  . . I  . .  

fi-o t- ro.ï-l.e* a -. e~-i-ofienl-she-d.. .. 

Rolled steel ('000 tons) 
iiïumina ( ~000  tons ) 
Alminiwn unwrought ('000 tons) 
Conpiete factory equipment (n forints) 

ï- -*-.^_-.I^ -*-., 5 .. 

products ('000 tons) i 

I 

i 
I 

i 
i 
r 
1 

4 Buses (AO) j 

haruaceut ca l  basic materials 

Packed uaedicamentç (m forints) 
Leather footwear (EI pai rs )  

P m forLnts f 
1 

Cotton fabrics (m sq.m) I 

Slaughtered poultry (8000 tons) 
" ) Canned f ru i t  ( " 

Canned vegetables ( " 1 : 

F r u i t  ('000 t o n s )  i 

I 
1 Raw meat ('000 tons) i 
i 
i 

I 

Wine of grapes ('000 h l )  
Cattle and calves f o r  slaughter ('000) 

. I- _.-.I--X -- 
58 

605 
194 

18.8 
740 

2,773 

292 
492 

9 
501 
41 
36 
46 

I O8 
689 
I48 
182 

182 
632 
41 5 

52.6 
770 

4,745 

343 
955 

73 
83 
43 
57 
82 

7 56 
975 
,220 
305 

237 
607 
428 

62.2 
577 

5,024 

390 
7,151 

14 
87 
62 
73 
92 

173 
1,088 

21 3 
326 

0,,8 
2,,8 
105 
I U2 
2,, O 
4,2 
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. .> N A T O  C O N F I D E N T I A L  

APPENDIX v n  
IMPORTS FROM THE SOVIET UNION IN 197 O 

Crude oil ( '000 .$oris) 
I r o n  o r e  ( '000 t o n s )  

3,952 91 
2 P 986 96 

Crude phosphates ( t o n s )  450,617 75 
Pig i r o n  ( t o n s )  189 9 708 99 
Rol led  s tee l  ( tons)  364 p 254 72 
Hot r o l l e d  semi-finished 
s t e e l  products  ( t o n s  ) 
Aïuminium (tons ) 
T r a c t o r s  (no) 
L o r r i e s  (no) 

164,346 77 
68,509 04 

2,992 62 
6 9445 41 

Coniferous sawn wood (cu.m) 888 380 93 
Coke ( t o n s )  5399750 43 

EXPORTS 20 THE SOVIET UNIOW IN 1970 

Alumina ( t o n s )  200,892 
Diesel motor t r a i n s  (no) 40 
Buses (no) 2,808 

48 
1 O 0  

5.9 
L o r r i e s  (no) 1 ,226  83 
Packed medicaments 
( 1 000 f o r i n t s )  715,352 75 
Pootwear ( 000 p a i r s )  6 685 53 

Hosiery (tons) 1,776 47 
Slaughtered  p o u l t r y  ( t o n s )  18,614 33 
Canned fruit ( t o n s )  47,478 sa 

Cotton and c o t t o n  f a b r i c s  
( t o o 0  s q . m )  28,180 2 8  

Canned vlsgetables ( t o n s )  11 1,983 
Wine of grapes (hl) 342? 276 
Bread gra ins  ( t o n s )  199 887 

72 
55 
40 

F r u i t  ( t o n s )  130,069 43 

N A T O  C O N F I D E  N T I AL, 
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APPENDIX Vi11 

HWGARY CO-OPERATION WITH COI!NMUNIST COUNTRIES 

Aktuufied a re  soas de’ûi l s  e0 Hmgarim. co-operatien 
pro jec ts  w i t h  Communist countries. 

1. There exist two j o i n t  Bulgarian-Hungarian companies: 
Intransmash, established i n  1964 - th i s  exists t o  f a c i l i t a t e  
mechanization and automation o f  interfac$ory: t ransport  rind 
warehouse operations, i t  work8 mainly i n  the sphere of research 

romash was founded i n  7965 and was l a t e r  and development. 
joined by the Soviet nion, i t  again i s  mainly’concerned with 
research and development, i n  the sphere of agr icu l tura l  
machinery. It has developed sugar beet harvesting; machines, 
grass  seed and cereal pur i f ie rs ,  threshing machines. . 

The Hungarian foreign t rade organization Komplex and 
the E lze t t  metal Plate and Sheet Works provided technology and 
equipment f o r  a lock factory a t  Varna i n  Bulgaria. 
design and construction was done by the Buigarian Zavod Metal 
Works, The Bulgarians w i l l  eventually manufacture 11 d i f fe ren t  
types of E ï a e t t  locks, 

3 .  
equipment f o r  the construotion of a soda works i n  Bulgaria, the 
repayment i s  i n  the form of  calcinated soda over a ten year 
period. 

%- 

2. 

The building 

The Hungarians have contributed machinery and 

4. Co-operation ex is t s  i n  the maqufacture of railway 
goods wagons, the waggon framework i s  constructed a t  the 
Chervena Zvezda and Georgi Dimitrov plants  i n  Sofia while 
Hungary provides brakes and axles. 

CZECH0 SLOVAKIA 

1. Jo in t  Hungarian-Cvechoslovak projects  include the 
e l ec t r i f i ca t ion  of the railway l i n e  between Komaron and 
gomarno (71 km) - a l l  design is  Czechoslovak. 
i s  t o  be b u i l t  a t  Szob and Sturovo. 
technical committee has been formed t o  create  a cen t ra l  channel 
t o  regulate Danube t r ibu tar ies ,  this i s  due f o r  completion 
th i s  year. 

A jo in t  s t a t ion  
A Hungarian-Czechoslovak 

2 .  Co-operation e x i s t s  between the Czech enterpr ise ,  
Hiram and the Hungmian Medicor. 
i n  denttll surgery equipment t o  cover requirements of both 
countries,  while the Hung-irians have discontinued t h i s  
production and instead are  concentrating on the production of 
operating tables  and incubators. 
by joint ac t iv i ty  i n  equipping hospi ta ls  for t h i r d  countries. 

Czech enterpr ises  special ize  

This is carried a s tsge fur ther  

. .  
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3 .  Tractors Wepol-Terrait have been jo in t ly  bu i l t  by 
the Czech t r ac to r  works a t  J i c i n i  and the Hungarian agricul tural  
machine works under West German and French l icences.  

4. The Hungarian Komplex and the Ceechoslovak 'Prancakta 
foreign trade companies signed an agreement i n  January 1971 
f o r  co-operation i n  the production o f  p ig  breeding s ta t ions.  
The Hungarians supply the complex engineering p m t s  while the 
wall panels requiring wood and t inber are t o  be delivered by 
the Czechs. 

5. An agreement exists f o r  the manufacture of E tern i t  
tubes. Raw concrete i s  delivered by the Labatlan cement 
factory (Hungary), it i s  processed a t  the Nitra factory i n  
Czechoslovakia, i t  i s  then returned t o  Hungary. 

6. Technoimpex o f  Hungary and Invest of Czechoslovakia 
are co-operating w i t ' n  Sveter o f  West Germany f o r  the building 
of slashing machines t o  modernize the Czech t e x t i l e  industry. 
50% of  the components come from West Germany, 50$ from Hungary 
based on West German documentation. Assembly i s  i n  
Czechoslovakia. 

GDR - 
1. In the  sphere of  automobile manufacture, Hungary 

supplies some components, while Ikarus buses, which are 
constructed i n  Hungary, use drivers '  seats from the Roewe plant 
i n  the GDR. 
Vehicle Equipment) supplies e l ec t r i c  car componants, igni t ion 
motors  and dynamos t o  GDR and i n  return receives completed 
cars. Hungary makes the driving gear f o r  the 087-T agricultural. 
t r a i l e r  produced i n  GDR. Hungary w i l l  l a t e r  provide other 
parts,  eventually production w i l l  commence i n  Hungary w i t h  
parts coming f r o m  the GDR. 

The Hungarian enterprise AVF (Electr ical  Motor 

2. The GDR gave up production o f  '*button-hole' sewing 
machines, f ixing machines and button sewing machines - thase 
are now manufactured i n  Hungary. The two countries appear 
jo in t ly  on t h i r d  markets and export complete clothing factories.  

3. The Hungarian Optical Works and the Zeiss Works o f  
Jena have a co-operation agreementg whereby k n g a r y  produces 
large ser ies  of  spectacle lenses t o  Zeiss standards, there 
i s  j o i n t  research on X-ray equipment. 
equipment and components i n  the export of  hospital  equipment 
and cameras t o  t h i r d  countries. 

Hungary i s  using Zeiss 

N A T O  C O N F I D E N T I A L  
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M A T O  C O N F I D E N T I A L  

4. In the  chemical industry an agreement was concluded 
i n  1971 between the Borsod Chemical Combine and the Buna 
Chemical Plant on co-operation i n  the production of  
polyvinylchloride, and jo in t  research f o r  cer ta in  types of 
p l a s t i c s  has begun operating; i n  the f i e l d  of  chemical f i b r e s  
the Hungarian Viscose Pactory and the Schwarza Chemical Fibre 
combine have co-ordinated t h e i r  research and development work 
i n  o rde r  t o  obtain a greater  assortment of qua l i ta t ive ly  
higher grade nylon f ibre .  

- ~ - 

. .  

1. An agreement signed a t  the end o f  the 12th Session 
of the Hungarian-Polish Standing Committee for Economic 
Co-operation established a jo in t  office t o  be known as  
Interkomponent i n  Warsaw; i t s  purpose i s  t o  co-ordinate 
devezopment o f  the two countries’ electronics industries.  

specialization i s  lacking - several  projects have reached .only 
the discussion stage such as the manufacture of small cars and 
a join% foundry i n  Poland and much that  has been done recently 
concerns only the development of’ technical and s c i e n t i f i c  
co-operation ra ther  than actual production. 

I n  the sphere of p l a s t i c s  an agreement has been 
signed recently on product specialization and f o r  mutual 
del iver ies  of synthetic f ibres .  
production of polyacryl-nytril f i b r e  t o  meet Polish requirements, 
while Poland w i l l  specialize i n  tha production of polyester. 
By 7980 the value of mutual deliveries i s  expected t o  exceed 
those of 1972 by 6 times. 

4. The Polish-Hungarian company- Haldex is expanding i t s  
ac t iv i t i e s .  It was s e t  up i n  7959 as a joint-stock company. 
It 
i n  t b )  the u t i l i za t ion  of coal waste f o r  f i l l i n g  i n  mines a n d .  
as an additive i n  the production o f  cement. New agreements 
provide f o r  the construction of 2 new waste refining’ plants 
and one l i g h t  aggregate factory. 

of buses and l o r r i e s  i n  Poland. 
8s rear axles, aluminium engine blocks, gear boxes and s teer ing 
systems while Poland provides radiators,  gear boxes and .. 
in jec t ion  pumps. 

2. In  other spheres Hungarian-Polish co-operation and 

3. 

Hungary will increase 

I ’  

s engaged i n  (a) the  recovery of coal from coal yaste and 

5 .  Some measure of co-operation e d s t s ’  i n  the assembly 
Hungary provides such pa r t s  

. . -  . I  
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ROMANIA 

1 ,  Hungary and Romania are  working together t o  construct 
an alumina plant a t  Tulcea (Romania). Hungary through the 
Chemokomplex enterprise i s  supplying the en t i re  design and 
technology, 
t o  process varying grades of bauxite. 

Equipment w i l l  be manufactured by b o t h  countries 

2. Cotton yarn made i n  Hungary i s  twisted and processed 
by th8 'Palmacs Thread factory i n  Romania and then transported 
back t o  Hungary; Romania i s  pa id  TOI? this service by supplies 
of yarn. 

processed i n  Romanian plants - payment is  t o  be effected i n  
lead blocks resul t ing from the processing. 

4. Machinery for the canning industry i s  being 
manufactured co-operatively. 
this  machinery on the basis  of Hungarian blue p r i n t s ,  i n  
return the Romanians hand over a proportion of the sales  
revenue t o  Hungary. 

Zn an agreement signed by the Hun arian Poreign 
Trade Enterprise f o r  Motor Vehicles (Mogurt 7 , the Autotractor 
foreign trade enterprise a t  Brasov, and the P i t e s t i  Dacia 
Poreign Trade Enterprise,  the f irst  Hungarian spare p a r t s  t o  
be f i t t e ü  i n  Romanian vehioles were delivered e a r l y  i n  1972. 
Further co-operation is envisaged whereby the Hungarian 
factory w i l l  be receiving plan drawings from which car and 
engine par ts  w i l l  be manufactured f o r  Romanian orders. 

3 .  Hungarian lead s lag and agglomerates are being 

The Bornanian plants manufacture 

5 .  

USSR - 
I .  Hungary i s  deliveflng 18 different  components t o  

the Soviet Tolyatt i  Works (producing H a t  cars under l icence)  
and i n  return the 'Jolyatt i  works w i l l  deiiver 65,000 zhiguii ~ 

cars t o  Hungary i n  the period 1970 t o  1975. There i s  also 
extensive co-operation i n  bus manufacture, The Gyor Wagon and 
Machine Works delivers a x l e  housings f o r  Soviet buses and 
Soviet fac tor ies  manufacture and deliver front ax les ,  hydraulic 
equipment and other items t o  the Ikarus  factory i n  Hungam. 

2. As a r e s u l t  o f  the decision t o  develop a p l a s t i c s  
industry using ethylene as  a base, Hungary and the Soviet Union 
have decided t o  co-operate i n  the development of an ethylene 
plant a t  the Tisza Chemical Combine i n  Leninvaros (capacity 
250,000 tons p/a). 
paral le l ing the Druzba II crude o i l  l i n e  and connecting w i t h  
the West Ukrainian p l a s t i c s  plant,  
process '750,000-800,000 tons o f  gasoline per annum in to  
olef in  products, which the Hungarian plant will begin 

A 300 km pipeline i s  t o  be constructed 

The Leninvaros plant w i l l  

A A V n  P ~ R T I P T ~ R N I P T  A T ,  
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N A T O  C O M F L D E N T I A L  h 

deliverisg t~ the S~vLet Union in 1975; it is expected to 
provide 130,000 tons of  athylene and 80,000 tons of propylene 
annually for a period of at least ten years. 
Union, besides providing machinery and equipment for the plant, 
w i l l  by 1980 be sending to Hungary l0,OOO tons of high pressure 
polyeth lene$ 10,000 tons of low pressure polyethylene, 
15,000 ons of polystyrene, 10,000 tons of acrylonitrile, 
2,S00atons of styrene monomers and 5,000 tons of ethylene 
glycol ., 

3 .  The Hungarian-Soviet alum-earth agreement has been 
in existence since 1962. It provided that beginning in 1967 
Hungary delivered increasing quantities of alumina earth to 
the USSR each year. The volume i s  expected t o  reach 330,000 
tons in 1980. Using the cheap hydro-electric power available 
in the USSR, 165,000 tons of aluminium will be produced and 
sent back to Hungary in the form of  aluminium blocks. 

The Soviet 

- - -  - 
I 

4 ,  The Hungarian Research Institute for Leather and 
Synthetic Leather has developed, together with the Institute 
of the Leather Industry in Moscow a process for vulcanizing 
of shoe solss, this is being put on the world  market as a 
joint Hungarian-Soviet licence. 
YUGOSLAVIA 

1. Ikarus and the precision instruments factory, which 
are both members of the UEllI Metal Industry associated enterprise 
o f  Belgrade signed a 5 year co-operative contract in 1972 with 
the Hungarian firms Raba-Gyoer and Mogurt, Under the contract 
Hungarian and Yugoslav firms will deliver t o  each other psrts 

requirements for special vehicles, e.g. refrigerator vans, 
tank,vehicles, as well as engines built on basis of the West 
German licence. Yugoslavia w i l l  suppl Hungary w i t h  

certain types of axles. 

2. 
into a 5 year co-operation agreement with the Yugoslav t'Severlt 
motor works'. !Che joint working agreement calls for a mutual 
product development programme in the small household appliance 
fioad; an individual parts manufacturing programme; co-o?+.%nsted 
sales effort and mutual exchange of technology. In May 19c9p 
Industrial Instruments concluded a similar working agreement 
with another Yugoslav enterprise, the Obod appliance works of 
Cetinje - this agreemant concerns the production of automatic 
washing machines, using the Italian "Indesittl licence. 

and assemblies for buses. Hungary will cover Yugoslavian . c  I 

injection systems for diesel motors, engine 3: l ocks  and 

ln late 7967 Industrial Instruments (Hungary) .entered 

. .  . .  
. .. 
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3 .  The co-operation agreement has been renewed (1972) 
between the Komarom O i l  Company and the Novi Sad O i l  processing 
company (Yugoslavia) whereby large amounts of  o i l  are despatrched 
t o  Komarom t o  be refined and are returned t o  Yugoslavia i n  the 
form of petrol, paraffin,  bitumen9 grease etc. The Yugoslav 
firm pays f o r  t h i s  in dollars  and enables the Komarom company 
t o  u t i l i z e  spare capacity. I n  1972 90,000 tons of o i l  were 
refined a t  Komarom i n  accordance w i t h  the agreement. 

M A T O  C O M P I D E N T I A L  

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



13'- 

/ Indice de l a  production @col 
brute I 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



i. 

> .  , .  . , . 

- 9 -  

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



- 

)OUCTIVITE DANS L'INDUSTRIE - COMPABBISON EN!EiJI 19641967 ET 1968-1971 

IBIDu8TRY 

ectrical energy industry 
t a l l w g y  
chine & machfne bai2'3fng 
oâuction of  vehicles' i * - % >  

ectrical  machines & appliances 
LWXNIIS & vacyum emgineering 

" Y  

ecision engineering 
on + metal mass products 
@.neering btal 
ilding materials industry 
emical industry 
3v'y industry t o t a l  
my indusizy ex. mining 

,d processing industry 
>er inàustry 
Lnting 
ictile industry 
ither, fur, shoe industry 
gt i le  clothing inàustry 
2dicrafts + home craf t s  
ght industry total 
ber industry 
:; Ind. Ex. food proo ind. 

Id processing industry :. Ind. to ta l  

v 
PRODUCTION 
INDICE DE LA 
PRODUCTION 

1964/ 
1967 

90.4 .  I 

9 27 

127 
121. 
9 27 
142 

4 32 
122 
126 
9 28 
9 k 4  
9 25 
127 

115 
144 

119 
I21  
123 
9 28 
146 
125 
117 
124 

113 
4 22 

117 . 

1968/ 
1971 

1 O0 
123 
115 
104 
935 ' -  

' 

132 
124 

129 
120 
9 2 2  
1 O2 

137 
118 
122 

21 5 
1 O? 
129 
96 

113 
194 
131 
lo9  
157 
117 

112 
116 

ER PERSON EXPLOYH) 
IHDIi 
RENIDj 

PAR. 
1964/ 
1967 

114 
127 
117 
197 
916 
918 
129 

120 
4 24 

120 
124 
120 
120 

116 
126 
119 
116 
110 
I O7 
124 
912 
115 
118 

114 

-%9 

146 

DU 
ENT 
lwz!L.. 
1968/ 

9 971 

9 06 
919 
4 9 9  
1 O5 
9 33 
1 25 
9 1 9  

118 
9 O9 
9 9 7  
1 00 

123 
192 
117 

115 
99 

118 
1 O 0  
142 
106 
I44  
110 

132 
113 

1 03 
112 

.-- 

REMD; 
HOR 

4 964/ 
7 967 

199 
129 
997 
117 
946 
199 
928 

9 24 
9 21 
999 
122 
4 25 
9 P l  
9 a0 

196 
4 2 4  
118 
114 
112 
115 
117 
115 
199 
499 

919 
918 

ENT 

1 968/ 
1971 

1 O9 
128 
118 
116 
9 4 6  
137 
920 

9 21 
120 
126 
4 06 
132 
122 
126 

126 
1 O5 
129 
4 O? 
124 
140 
125 
4 17 
1 45 
122 

112 
120 

:NDICE DU IiIopIIBRE DE 
'ERSONWEÇ E'piIPLOYEEs 

1964/ 
1967 

92 
1 O 0  
1 O1 
1 08 

105 
i 08 
1 08 

9 9 1  
1 O 0  
9% 
106 
916 
104 
9 06 

99 
117 
1 O 0  

1 O5 
I13 
119 
119 
110 
1 O1 
106 

4 O 0  
1 O5 - 

1968/ 
1979 

94 
1 02 
1 04 
99 

1 02 
105 
1'12 

1 O 9  

1 05 
'1 O3 
1411 
1 O3 
105' 

1 O 0  
107 

1 
140 

96, 

I 
99, 

919 
103; 

109, 

1021 
108 

1 

1 loi 
104 

IWlUSlfRIB 

Extraction 
Energie Blectrique 

&chines & constmction de nraehim 
Fabrioation de rdhiculee 
Machines e t  appareils é l e c t r i q u ~ ~  
TéïécommPmicati~na e t  i ~ d ~ t r p f e  
du v ide  
Mécanique de prdcisien 
Produits ferreux C% mitalàiques 
Total conetmcthons eieadquos 
Elatériamx de construction 
Chimie 
%&aï industrie laukdo 
Industrie lourde, excepkg 
extraation 
'PPansfcPrmatisn au bo i s  
Papi e r  
imprimeri e 
Textile 
Cuirs, peaux, chaussures 
Vêtements de coton 
Artisanat 
Total industrie légère 
Autres industries  
Secteur é t a t i s é  excepté imluztrie 
alimentaire 
Industrie alimentaire 
Total secteur &titis6 

Mbtallurgie 
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B U C H  

Heavy industry 

which Chemical industry 
Light industry 
of O Textile industry 
which Textile clothing industry 
Food processing industry 
Other industries  
Cooperative industry t o ta l  

Qf mine@Pinig 

INDICE DU RI&PB)EMEHT 

HORAIRE 

1 O0 
'1 O 0  
'Iw 
97 
93 
89 

'1 04 

A03 
98 

307 
'108 

9 4 2  
'I Q3 
97 

.94 
9 06 
99 

1 O7 

'1 O2 
'1 02 
1 O5 
4 O5 
I 03 
'1 O 9  
93 

103 
I O5 

î92 
'112 
'1'19 
'119 
114 
'1'19 
'110 
111 
i l 8  

9 28 
4 26 
'1 50 
'1 27 
118 
' 1 4 8  
'1 54 
119 
'I 30 

4 67 
4 O 8  
-I 07 
9 O6 
'1 1.0 
'1 O9 
81 

I 9 1  
'107 

'1 20 
'1 20 
'1 as 
1'18 

124 
I22 

96 
4 20 
119 

4 29 
'1 25 
431 
4'16 
'1 O7 
'1 0'1 

'1 27 
4 9 2  
4 22 

9 56 
4 20 
P 

9 37 
'1 36 
152 
125 
4 30 
124 
'1 32 
'130 
9 30 

hdUS%F;b@ lQUSde 
dont D C O E I S t ~ C t ~ O X l S  €&6aBaiqueS 

mirni@ 
Industrie légère 
dont : Textile 

Industrie aliment aire 
Autres industries  
Total industrie coopérative 

VBtements textile 
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MARKETING DEVELOPMENTS IOI STATE AND COOPERATIVE INDUSTRY SINCE 1968 
EVOLUTION DE LA COMHERCIALISATIOEI DAWS LfINDUSTRIE ETATISEZE ET COOPERATIVE DnpuIS 1968 = 'Oo) 

BRANCH 

Heavy industry 
of : Engineering 
which 

Building materLals 

Chemical industry' 
industry 

Light industry 
of : Textile industry 
which T e x t i l e  clothing inà, 

Leather, fur, shoe ind. 

Food processing industry 
Other industr ies  
State  industry t o t a l  

Heavy industry 
of : m i n e e r i n g  
which 

Building materials 
industry 
Chemical industry 

Light industry 
of : Textile industry 

Textile clothing ind. 
Leather, f u r ,  shoe ind. 

Food processing industry 
Other industr ies  

, Cooperative industry t o t a l  
1 

TOTAL 
LARKETIi'?G 

1 03 
TO2 

97 

408 
1 O1 
99 
98 

102 

1 O5 
128 
104 

112 
113 

110 

112 
1 02 
110 
104 
103 

154 
117 
108 

1969 

KOLESALE 

RETAIL 
GROS e t  
DETAIL 

+ 

1 03 
1 O1 

91 

113 
1 O5 
124 
91 
88 

I O8 

167 
1 07 

107 
106 

96 

110 
1 O5 
115 
1 O1 
I10 

1 60 
116 
108 

INT 
'WHICH 
FQBELCN 

TFUDE 

!%XMBBCE 

- 

113 
110 

147 

105 
116 
116 
'108 

124 

108 
135 
112 

116 
119 

119 

84 
86 
51 
79 

103 

245 
94 
95 

J Ig7O pICH 
ARKETIN WXOLESALE FOREIGN 

o STATE 

112 
111 

105 

918 
108 
106 
110 

I10  

IQ9 
1 43 
Ill 

* COOPEl 

.I 34 
135 

130 

I30 
1 16 
123 
120 
119 

228 
140 
126 

-a8- 

- 

120 
127 

1 O6 

115 
124 
I44  
I08 

103 

116 
1 96 
128 

123 
I19 

129 

110 
I11 
9 08 
117 
124 

112 
133 
119 

132 
135 

9 0 6  

122 
131 
127 
128 
141 

21 8 
126 
132 

I38 
139 

117 

120 
1 O3 
60 

106 
108 

798 
1 O9 
113 

TOTAL 
&REETIN( 

120 
119 

1 O7 

131 
111 
106 
115 
I I 0  

113 
157 
117 

I50 
150 

1 30 

1 60 
122 
120 
122 
125 

291 
165 
138 

1971 

MOLESALE 

RETAIL 
GROS e t  
DmAIL 

+ 

121 
1 26 

9 08 

1 26 
121 
136 
104 
97 

123 
248 
124 

117 
4 20 

1 04 

107 
130 
115 
121 
144 

297 
126 
129 

N!t! 
'WHICH 
'0REI.CN 
TRADE 

132 
131 

152 

119 
123 
114 
1 47 
133 

154 
1 49 
129 

161 
163 

144 

141 
120 
89 

124 
121 

199 
136 
133 

BRANCHE DUACTIVITE 

industrie lourde 
lont : Constructions mécani- 

ques 
Matériaux de construc- 
t i on  
Chimie 

Industrie légère 
don% : Textile 

Bltezent s toxki l s s  
C u i r s ,  peaux, chans- 
sures 

Industrie diaentaire 
Autres industr ies  
P0t-d industr ie  é ta t i sa9  

Industrie légère 
dont : Constructions a6cael- 

ques 
WatBriaua de constwc- 
t i on  
ChimiPie 

Industrie légère 
donit : Textile 

VBteient s t e x t i l e  
C u i r s ,  peaux, chaus- 
sures 

Industrie alimentaire 
Autres indus t r i e s  
Total industr ie  coopérative 
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CHART F 
GRAPHIQUE F 

üVFiIERS ET EMPLOYES 
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CHART F - GRAPHIQUE F 
AVERAGE M0WHL.Y EARNINGS OF WORKERS AND E#pLOYEES IN SOCIALIST SECTOR BY BRANCHES 

GAINS MEXSunLs MOYENS DES OUVRIERS ET EMPLOYES DÜ SECTËW ETATISE. PAR BRANCHE D'ACTIVITE 
_ _  - - 

. .. , 

I Y 65- 
_. . . -. . . 

isk6 
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TABLE G 
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1 SECTEUR - SECTOR 

INDUSTRY - INDUSTRIE 
1 A. Sta t e  - Eta t i sée  
1 B. Coop. - Coopérative 

Soc ia l i s t  - Soc ia l i s t e  
CONSTRUCTION - CONSTRUCTION 
A, Sta t e  - Gtat isée 
B. Coopo - Cooperative 

Soc ia l i s t  - Soc ia l i s t e  
AGRICULTURE - AGRICULTURE 
Ae Sta t e  - Eta t i sée  
B. Coop. - Coopérative 

Soc ia l i s t  - Soc ia l i s t e  
TRANS + COMS - TRANSPORTS ET 

TELECOMMUNICATIONS 
I A, Sta t e  - Eta t i sée  
~ Bo coop. - Coopérative 

Soc ia l i s t  - Soc ia l i s t e  
TRADE - COMMERCE 
A. S t a t e  - Eta t i see  
B. Coop. - Coopérative 

Soc ia l i s t  - Soc ia l i s t e  

OTHER - AUTRES * 
Soc ia l i s t  - Soc ia l i s t e  

TOTAL - TOTAL 
A. S t a t e  - Eta t i sée  
B. Coop. - Coopérative 

Soc ia l i s t  - Soc ia l i s t e  

- 
1955 

1,217 
1,110 
1,209 

1,195 

1,193 

922 

1,112 

1,112 
1,112 

1,000 
900 
973 

1 , 102 

l t141 

1,125 

19bO - 
1,617 

1,609 
1,525 

1,610 
1,623 
1,611 

10357 

1,502 
19750 
1 9 503 

1,418 
19357 
1,401 

1 541 

19575 

1,547 
P 

- 
1961 
__I 

1,630 
1,498 
1,619 

1,628 

1,624 
1,577 

19383 

1,520 
1,784 
I 9 520 

1,421 
1,366 
1 406 

1,601 

1,599 

1,568 
__. 

- 
19b2 - 

1,669 

1,657 

1,677 
1,620 
1,672 

1,525 

1,371 

1,559 
1 9788 
1 , 560 

1,451 
1,432 
1 9 447 

1,639 

1,638 

1,607 

- 
1963 - 

1,722 
1,592 
1,712 

1.775 
1 , 672 
1,763 

I ,446 

1,604 
1 p787 
1,605 

1,489 
1,482 
I ,487 

1,664 

I ,702 

1,670 - 

1965 
- 

1966 - 
1,846 
1,683 
1,833 

1 907 
1,807 
1,881 

1 9 590 

1,815 
1 q 986 
1,816 

1,696 
1,676 

1,690 

1,819 

1,856 

1,817 

- 
1969 - 

2,009 
1,803 
1,990 

2,198 
2 p O01 

2,128 

19966 

2,057 
2,423 
2,058 

19878 
1 9893 
I , 882 

I 9953 

2,012 

1 998 - 

1971 

2,197 
1,953 
2,172 

2,233 
2,342 

2,199 

2 , 345 
2 887 
2,348 

2,063 

2 , 084 
2 ,132 

2,250 

2,212 
2,106 
2 , 201 

Sta t e  administration, cultural.,  heal th ,  e tc .  establishments 
Administrations, établissements cu l ture l s ,  s an i t a i r e s  e t  au t res  de 1'Etat  
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