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ORIGINAL: ENGLISH WORKING PAPER 

ECONOI’4IC COPNITTEE 

JUSTEEN COUNTRIES ECONOPXCC REVIET;J 

M G A R Y :  THE ECONOMIC SITUATION AM) FOREIGN TRADE 

.United Kingdop Dele- 

The last  two years have seen a considerable modification 
i n  the New Economic Priechanism (KEN), involving a reassertion o f  
central  authority par t icu lar ly  i n  such mattem as investment, 
prices and earnings. 
economic s t a b i l i t y  was made during 1972-1973; 1Ç72ts gross 
industr ia l  production plan vas f u l f i l l e d  and that o f  1973 
exceeded; -the sh i f t  t o  a more nodern indus t r ia l  s t ructure  
continued. 
from the  Tam - 
than i n  1972. 

V e r y  considerable progress towards greater 

The agr icu l tura l  sector has benefited considerably 
ross output rose even more markedly i n  1973 

?Pa-* I agraphs 2 t o  7. ) 

2. Foreign trade is par t icu lar ly  important t o  Hungary. 
Enterprises still re ta in  the measure o f  freedom, a lbe i t  within 
t igh t ly  con-trolled l i m i t s ,  given under the i E F 4  i n  the conduct 
of  overseas t rade but concerted ezfor ts  by the Government were 
needed t o  r ec t i fy  the record trade deâ ic i t  of 1971. 
t o  bo th  Cofimunist and non-Cornmist areas i n  I972 rose 
dramatically while iriiports declined giving a surplus on v is ib le  
trade with the  Cornmist cowl-tries and a much reduced de f i c i t  
w i t h  the  West. Tri the  f irst  nine months o f  1973 t o t a l  exports 
continued t o  grow markedly, while imports began t o  expand again; 
Hungary main-kined lier su--lus on overall  trade and on her trade 
with the C o w m i s t  corn-tyies, but hei- de f i c i t  with the West 
continued. 
trade i n  1972 and 1973 have been noted. 

morts 

WO signiffcan% cl-anges i n  the commodity pat tern o f  
(Paragraphs 8 t o  12.) 

This document includes: 10 Appendices 
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3 .  Comunis t  countries continue t o  account for s l igh t ly  
over -two-thirds o f  Hungaryis foreign trade. 
trade partners are ( i n  order) West Gemmy, I t a ly ,  Austria, 
the  United Kingdom, Switzerland and France; Hungary's t rade 
w i t h  the EEC has been expanding considerably more rapidly than 
that with non-EZC countries and the share OP non-agricultural 
products i n  her excorts t o  the Community has increased. Trade 
with the developing countries is making very slow progress. 
(Paragraphs 13 t o  16,) 

mul t i la te ra l  par tners  i s  financed by cred i t s  and, more important, 
by loans from I!es-beem money markets. 
debt t o  NATO countries by mid-1972 represented only about 
o f  the  t o t a l  outstanding t o  the  whole o f  Eastern Europe, 
has raised about $380 million through loans and bond issues 
on the euro-currency market. 

m o p e  of  indus t r ia l  co-operation with Western companies as a 
method of imgortLng 'sophisticated technology and equipment w i t h  
a minimum eqendi ture  o f  convertible currency. 
agreements have been signed, uainly involving the engineering 
industry and the iiporlance attached t o  this form of co-operation 
i s  l ike ly  t o  be even more pronounced i n  the  future. A l a w  
permitting foreign investment up t o  8 49% holding has been 
pcssed, but i-i; i s  most unlikely that  ITestern investment will 
be  alloved on the scale  found i n  Yugoslavia. 

Her leading Western 

4. Hungaryfs recurrent de f i c i t  on t rade  w i t h  the 

Ei Hungaryts outstandin 
96 

She 

(Paragraphs 17 t o  20.) 

5. Hungary i s  t'ne most  act ive pract ic ian i n  Eastern 

240 such' 

(Paragraphs 21 t o  
23.) 

6. Economic ta rge ts  for 1974 are  lower than the resu l t s  
achieved last  year; the  subs tmt i a l  increase Ira investment 
planned should have an invigorating e f fec t  on the  economy. 

investment makes any subs tmt i a l  increase i n  imports from the 
developed West unlikely. 
is somewhat uncer-kain - the USSR is unlikely t o  meet a l l  her 
requirements s o  that  s ignif icant  quant i t ies  o f  Middle -East o i l  
v i l1  be ï-equired. work on the Ikungarian section o f  the  

(Paragraphs 24 t o  26.) 

The 

Hungaryts fu tu ie  o i l  supply s i tua t ion  

ipel ine 

~ ~ -stringent -re,mztion-of-the -ÎoreigY1--exchange-component- = 

t o  the Adriatic [through Yugoslavia) i s  t o  start  i n  197 E , 
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PART II - M A I N  REPORT 

1. The o b j e c t  of t h i s  paper  i s  t o  review b r i e f ly  t h e  
recent  p rogres s  of  the Hungarian economy , i n  p a r t i c u l a r  
a s ses s ing  the e f f e c t s  of t h e  mod i f i ca t ions  made i n  the reform 
programme s i n c e  late-1971. Some o f  t h e  d i s t o r t i o n s  i n  the 
economy which r e s u l t e d  from the reforms ( p a r t i c u l a r l y  excess ive  
enterpr i ’se  -investment) a f f e c t e d  t h e  fo re ign  t r a d e  s i t u a t i o n  
adversely and the Government s tepped i n  t o  c o r r e c t  ma t t e r s .  
The second h a l f  o f  the r e p o r t  examines Hungary’s f o r e i g n  t r a d e  
performance i n  1972 and 1973, i t s  f inanc ing ,  the p rogres s  o f  
i n d u s t r i a l  co-operation agreements and p rospec t s  up t o  1975. 

THE ECONOMY 

In t roduc t ion  

y e a r s  under the economic reform programme, in t roduced  a s  the 
New Economic Mechanism ( K E M )  i n  1968. The l a s t  two y e a r s ,  
however, have seen a cons ide rab le  modi f ica t ion  i n  some o f  the 
o r i g i n a l  r e g u l a t o r s  i nvo lv ing  a compromise between t h e  p o l i c i e s  
of opposing f a c t i o n s  wi th in  t h e  Hungarian S o c i a l i s t  Workers 
Pa r ty  (HSW). 
o f  t hose  implemented by t h e  Sov ie t  b loc  c o u n t r i e s  i n  the 1960s, 
involving a cons ide rab le  degree  o f  d e c e n t r a l i s a t i o n  o f  dec is ion-  
making on such matters a s  inves tment ,  p r i c e s ,  wages and output .  
The mechanism h a s  been a t tended  with some success  - a s l i g h t l y  
f a s t e r  r a t e  of growth of  n a t i o n a l  income, a be t te r  performance 
i n  the a g r i c u l t u r a l  s e c t o r  (a rguably  the major achievement),  
an i n c r e a s e  i n  i n d u s t r i a l  e f f i c i e n c y  e t c .  - but  i t  h a s  a l s o  
encountered a number of deep-rooted problems which have 
s lowly  compelled the government t o  take  a more i n t e r v e n t i o n i s t  
rô l e  and draw back somewhat from the o r i g i n a l  NEM p r i n c i p l e s .  

2 .  The Hungarian economy h a s  now been ope ra t ing  f o r  s i x  

The o r i g i n a l  re forms were the most fa r - reaching  

3 .  The first d e c i s i v e  r e a s s e r t i o n  of c e n t r a l  c o n t r o l  
was i n  l a t e  1971 when a d m i n i s t r a t i v e  measures were taken and 
r e g u l a t o r s  on i n d u s t r i a l  t a x a t i o n  modified t o  curb  excessive 
e n t e r p r i s e  investment and t o  l i m i t  the mob i l i t y  of labour .  
Continued d i s t o r t i o n s  i n  the economy l e d  t o  f i r t h e r  r e s t r i c t i v e  
measures a t  t h e  beginning o f  1972 which involved a p a r t i a l  
r e t u r n  t o  c e n t r a l  c o n t r o l .  The p rocess  reached i ts  cl imax 
a t  the Cen t ra l  Committee meeting of t h e  HSWP i n  November 1972, 
when inc reased  s t a t e  i n t e r v e n t i o n  i n  most economic s e c t o r s  
was decided upon. 
investment where t h e  government in t e rvened  with v a r i o u s  
a d m i n i s t r a t i v e  and f i i l a n c i a l  s anc t ions .  To c u r t a i l  the s t r o n g  
i n f l a t i o n a r y  t r e n d  a number of  measures were taken t o  i n c r e a s e  
c e n t r a l  c o n t r o l  over p r i c e s  with the f r e e z i n g  of t h e  c o s t  of 
bas i c  goods u n t i l  1975. I n  the case  o f  earn ings  the government 
announced a s p e c i a l  i n c r e a s e  f o r  s t a t e  i n d u s t r i a l  workers i n  an  

The main changes were i n  the f i e l d  of 
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a t t empt ,  i n t e r  a l i a ,  t o  r e d r e s s  the imbalance between them and 
the a g r i c u l t u r a l  workers which had been enhanced w i t h  the 
i n t r o d u c t i o n  of the NEM. Economies i n  the use o f  l abour  were 
a l s o  t o  be e f f e c t e d  through the experimental  a p p l i c a t i o n  a t  
some enterpr ises  of a s p e c i a l  t a x a t i o n  system. I n  the 
a g r i c u l t u r a l  sphere measures were taken t o  improve the  l i v e s t o c k  
s e c t o r ,  which had n o t  r e a c t e d  t o  the reforms a s  favourably  a s  
the c rop  s e c t o r .  F i n a l l y  i n  i n d u s t r y  t i gh te r  c e n t r a l  c o n t r o l  
was au tho r i zed  for c e r t a i n  t r a d i t i o n a l  soc i a l i s t -p l anned  
e n t e r p r i s e s  (i) 

The C u r r e n t  S i t u a t i o n (  2)  

extremely adverse f o r e i g n  t rade ba lance  and a higher-than-planned 
budget d e f i c i t  1972 was t h e r e f o r e  a y e a r  of " s t a b i l i s a t i o n t t ,  
w i t h  t ighter  c o n t r o l  over  investment  f inanced  throùgh e n t e r p r i s e  
r e s o u r c e s  and bank c red i t s  be ing  one o f  the major f e a t u r e s .  
The i n f l a t i o n a w  tendency i n  t he  investment  sphere was a r r e s t e d  - 
i n  f a c t  investment  expendi ture  ( a t  c o n s t a n t  p r i c e s )  was s l igh t ly  
below the very high leve l  of  1971 and demand f o r  investment  
goods a l s o  dec l ined .  While i n  the p rev ious  t h r e e  years the 
p ropor t ion  of  t o t a l  investment f inanced  by e n t e r p r i s e s  and 
co-opera t ives  had inc reased ,  i n  1972 i t  decreased somewhat and 
c e n t r a l  investment  r o s e  cons iderably  . Pre l iminary  f i g u r e s  f o r  
1973 i n d i c a t e  t h a t  enterprise investment  continued t o  be s t r i c t l y  
ç o n t r o l l e d .  Overa l l  investment grew more slowly than planned; 
o therwise  favourable  resu l t s  f o r  a l l  major  economic i n d i c e s  
were achieved. 

1972 a t t r i b u t a b l e  t o  a marked r i se  i n  p r o d u c t i v i t y  a s  there was 

and s t r u c t u r a l  t r ans fo rma t ion  of i n d u s t r y ,  a p r i o r i t y  o f  the 
F ive  Year P lan  (1971-75), proceeded a s  i n d i c a t e d ,  f o r  example, 
by the i n c r e a s e d  consumption of  o i l  and the drop i n  c o a l  ou tpu t ,  
and t h e  g r e a t e r  propor t ion  of f i n i s h e d  products  i n  the output  

i n d i c a t e s  t h a t  the t a r g e t  f o r  o v e r a l l  i n d u s t r i a l  product ion was 
exceeded. The favoured " technologica l"  i n d u s t r i e s  appear  t o  
have maintained the i r  f a s t e r  r a t e  of expansion, the m i n i n g  and 
m e t a l l u r g i c a l  s e c t o r s  which performed r e l a t i v e l y  badly i n  1972 
began t o  revive,  b u t  the resul ts  i n  the b u i l d i n g  i n d u s t r y  were 
d i s a p p o i n t i n g  despi te  some progress .  There was a further f a l l  
i n  t h e  l e v e l  of s t o c k s  al though the a u t h o r i t i e s  had in tended  
t o  a l low s t o c k s  t o  b u i l d  up aga in ,  i n  moderation. The s p i r i t  
Of economy- and r e s t r a i n t  i n j e c t e d  with t h e  announcements of 
mod i f i ca t ions  t o  the NEEd i n  November 1972 h a s  continued t o  be 
the keynote of i n d u s t r i a l  development. 

4 .  1971 saw g r e a t  overhea t ing  i n  the investment f i e l d ,  an 

5 . I n d u s t r i a l  production- expanded a t  the planned rate- i n  

- -___ ~~ a-slight-drop=in- the i n d u s t r i a l -  work- ce .=--~he=modernisation~- ~ -~ 

- of %he aluminium industry.  Information a v a i l a b l e  f o r  -1973 . I  

- 
3 {l) 

( 2 )  

A f u l l e r  examination o f  the counter-reform measures i s  
g iven  i n  Appendix X. 
See Appendices I and II. 
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6. The a g r i c u l t u r a l  s e c t o r  has been t h e  chief b e n e f i c i a r y  
o f  the NEPB and, with the added h e l p  o f  the improved s c i e n t i f i c  
and t echno log ica l  ap roach ,  i s  now one of  the most e f f i c i e n t  
i n  Eas t e rn  Europe. P It i s  g e n e r a l l y  found t h a t  such reform of  
t h e  a g r i c u l t u r a l  s ec to r  i n  the command economies produces 
f a i r l y  immediate p o s i t i v e  r e s u l t s ,  and t h i s  h a s  c e r t a i n l y  been 
t r u e  - in  Hungary.) G r o s s  output r o s e  markedly above t h e  planned 
l e v e l  i n  1972 desp i t e  a d e c l i n e  i n  the numbers employed; 
pre l iminary  f i g u r e s  f o r  1973 i n d i c a t e  an even b e t t e r  performance 
l a s t  yea r .  I n  add i t ion  t o  the g r e a t e r  emphasis on t h e  more 
p r o f i t a b l e  l ives tock  s e c t o r  p a r t i c u l a r  a t t e n t i o n  is being pa id  
t o  mechanisat ion ( s e e  Appendix I I I )  However, the o r i g i n a l  
i n t e n t i o n  f o r  Hungary t o  import o n l y  40 p e r  cen t  o f  h e r  
a g r i c u l t u r a l  machinery du r ing  the c u r r e n t  Pive Year Plan and 
t o  produce the r e s t  h e r s e l f  i s  n o t  proving f e a s i b l e  (and i t  i s  
probable t h a t  about 55-60 p e r  cen t  of Hungary's needs i n  t h i s  
sphere w i l l  cont inue  t o  be met through impor t s ) .  Nearly a l l  
the  equipment w i l l  come f rom o t h e r  CMEA c o u n t r i e s ,  but 
a d d i t i o n a l  hard currency funds have now been granted  f o r  
Western impor ts  and Western s u p p l i e r s  ( inc lud ing  the U S A )  can 
expect a s p e c i a l  r ô l e  i n  developing Hungary's new "closed" 
production systems. The United States-sponsored Corn Product ion 
System i s  the most famous of t h e s e  schemes, under which those  
v a r i e t i e s  o f  p l a n t  o r  animal considered p a r t i c u l a r l y  s u i t a b l e  
t o  i n t e n s i v e  development under Hungarian cond i t ions  a r e  
s e l e c t e d ,  and then product ion i s  r a t i o n a l i s e d  and mechanised 
t o  t h e  maximum e x t e n t .  Co-operation w i t h  t h e  West, and 
p a r t i c u l a r l y  w i t h  the USA,  h a s  been a v i t a l  f a c t o r  i n  the 
i n t r o d u c t i o n  o f  t h i s  system. While t h e  scheme h a s  a l ready  
achieved cons iderable  success ,  the  r a p i d i t y  with which i t  can 
be extended i s  l i m i t e d  by the need f o r  highly s k i l l e d  
personnel  and by the heavy expendi ture  i n  c o n v e r t i b l e  currency 
on machinery and equipment. 

l i v i n g  s t anda rds  o f  workers ir, l a r g e  i n d u s t r i a l  enterpr ises  
and p a r t i c u l a r l y  of  t h e  slow i n c r e a s e  i n  t h e i r  wages. The 
countermeasures announced i n  November 1972, i nc lud ing  a 
s p e c i a l  8 p e r  cen t  i n c r e a s e  f o r  some s t a t e  i n d u s t r i a l  workers, 
were designed t o  improve t h e i r  s i t u a t i o n  cons iderably .  
Avai lable  f i g u r e s  f o r  1973 show a higher r a t e  of i n c r e a s e  i n  
i n d u s t r i a l  than a g r i c u l t u r a l  wages ( a s  i n  1972) .  

7. During 1972 there was much c r i t i c i s m  o f  the poor 

FOREIGN TRADE AND ECONOMIC RBLATIONS 

In  t ro duc t i  on 

such a s  Hungary which h a s  l i m i t e d  n a t u r a l  r e sources  and a 
r e l a t i v e l y  smal l  domestic market.  
c o u n t r i e s ,  Hungary i s  t h i r d  i n  terms o f  fo re ign  t r a d e  p e r  c a p i t a  
behind the GDR and Czechoslovakia. 

8 .  Foreign t r a d e  i s  p a r t i c u l a r l y  important  f o r  a country 

Among the Eas t  European 
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9 .  Under- the e n t e r p r i s e s  were given cons iderable  
freedom i n  the conduct of t he i r  f o r e i g n  t rade i n  the hope of 
i n c r e a s i n g -  t h e  volume o f  p r o f i t a b l e  expor t s .  But a complex 
system of c e n t r a l  c o n t r o l  by means of d i f f e r e n t i a l  exchange 
r a t e s ,  import  d u t i e s ,  exchange c o n t r o l s ,  e t c . ?  ensured t h a t  the 
degree o f  autonomy remained t igh t ly  circumscribed.  
investment  boom of  1969-71 accompanied by a higher l e v e l  of 
pe r sona l  consumption and i n t e n s i f i e d  s tock-bui lding led t o  
g r e a t l y  inc reased  impor ts  of machinery and equipment, 
p a r t i c u l a r l y  from the West. By 1971 a r eco rd  adverse balance 
o f  $490 m i l l i o n  had r e s u l t e d ,  roughly equa l ly  divided between 
the Communist and non-Communist p a r t n e r s .  Clear ly  concerted 
e f f o r t s  were needed t o  r e c t i f y  th i s  s i t u a t i o n  bu t . t h i s  was 
achieved without  any d i l u t i o n  of t h e  r e s p o n s i b i l i t i e s  given 
t o  e n t e r p r i s e s ,  which remain d i r e c t l y  involved i n  f o r e i g n  t r a d e  
though s t i l l  under c l o s e  c e n t r a l  supe rv i s ion .  

The 

10. Nearly h a l f  Hungary's e x p o r t s  comprise machinery and 
consumer goods and the  balance i s  divided almost equa l ly  between 
a g r i c u l t u r a l  and food products  and semi-finished goods and 
components. O f  Hungary's t o t a l  impor ts ,  over  50 p e r  cent  
comprise f u e l s  (a lmost  a l l  f r o m  CMEA p a r t n e r s )  
and semi-finished products .  Hungaly i s  a n e t  impor te r  of 
fue ls ,  raw m a t e r i a l s ,  machinery and t r a n s p o r t  equipment and is 
a n e t  e x p o r t e r  of manufactured consumer goods and a g r i c u l t u r a l  
and food products .  

Main F e a t u r e s  o f  1972 and 1973 

$6,450 m i l l i o n ,  an i n c r e a s e  of 8 p e r  c e n t ,  s i g n i f i c a n t l y  l e s s  
than  i n  the -previous  y e a r  (see Appendix I V )  
the d r a s t i c  c u t  back i n  imports  - m a b s o l u t e  decrease was 

p a r t n e r s  - and an aggress ive  promotion o f  expor t s  t o  the CMEA 
c o u n t r i e s ,  e s p e c i a l l y  the USSR and the GDR, coupled w i t h  
higher p r i c e s  commanded i n  the West, a s i z e a b l e  surplus of 
almost $140 m i l l i o n  was achieved. 
c o u n t r i e s  grew f a s t e r  than t h a t  with the non-communist p a r t n e r s  
( a s  i n  1971, i n  accordance with the p r o v i s i o n s  o f  t h e  Five Year 
P lan  - see Appendix I ) ;  while the l a r g e  1971 d e f i c i t  on 
Hungary's- t r a d e  w i t h  the Communist c o u n t r i e s  was t r a n s l a t e d  
i n t o  a cor respondingly  l a r g e  surplus i n  1972, the d e f i c i t  
w i t h  the developed West continued al though a t  a much reduced 
level  

expanded cons ide rab ly  more r a p i d l y  than  i n  1972, by around 
1 4  p e r  c e n t .  Expor ts  continued t o  grow markedly and imports  
began t o  expand again.  Hungary maintained her s u r p l u s  on 

raw m a t e r i a l s  

11. Hungary's t r a d e  tu rnove r  i n  1972 reached almost 

As a result of 

=-recorded-in-deliveriesifrom-both Communist and non-Communist-==--=- 

Trade w i t h  the Communist 

- 

12. During the first n i n e  months of 1973 Hungary's t r a d e  
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o v e r a l l  t r a d e  and i n  her exchange w i t h  the o t h e r  Communist 
c o u n t r i e s  ( e x p o r t s  t o  which expanded r a p i d l y  while i m p o r t s  
s t agna ted )  but  remained i n  d e f i c i t  on t r a d e  w i t h  the 
developed West. I n t e r e s t i n g l y  t r a d e  with the l a t t e r  group 
grew s i g n i f i c a n t l y  f a s t e r  than t h a t  w i t h  the GMEA p a r t n e r s  
during t h e  per iod  

Trade w i t h  Communist Count r ies  ( i n  1 9 7 a  

13.  Communist c o u n t r i e s  continued t o  account f o r  s l ight ly  
over t w o - t h i r d s  o f  Hungarian t r a d e  turnover  with the 4 l e a d i n g  
Communist p a r t n e r s ,  t h e  USSR, the GDR, Czechoslovakia and 
Poland a s  usua l  assuming a 60 p e r  o e n t  s h a r e  of  her t o t a l  
t r a d e  ( s e e  Appendix V )  . Hungary had a f avourab le  ba lance  
with a l l  Communist c o u n t r i e s ,  except  the GDR, Czechoslovakia 
and Albania, and the n e t  s u r p l u s  w i t h  the  whole of  this group 
amounted t o  over  $250 m i l l i o n  ( s e e  Appendix V I ) ;  
followed the s i z e a b l e  d e f i c i t  t h a t  Hungary s u f f e r e d  i n  1971 
and represented  a r e t u r n  t o  the o v e r a l l  s i t u a t i o n  i n  the 
1966-70 per iod .  The USSR i s  Hungary's main t r a d i n g  p a r t n e r ,  
accounting f o r  about 35 per  cen t  of t o t a l  t u rnove r ,  Nearly 
h a l f  Hungary s impor ts  from the USSR comprise raw m a t e r i a l s  
and semi-f inished products .  Nearly a l l  h e r  s u p p l i e s  of crude 
o i l  and petroleum p roduc t s ,  i r o n  o r e  and pig i r o n ,  the bulk 
o f  her imports  o f  t imber ,  phosphate f e r t i l i s e r  and e l e c t r i c  
power and h a l f  h e r  purchases  o f  coke, co t ton  and r o l l e d  s t e e l  
a r e  der ived  from the USSR. 

t h i s  

Trade with Developed West ( i n  1972) 

1 4 .  Hungarian t r a d e  w i t h  this a rea  cont inued t o  account 
f o r  we l l  over  a q u a r t e r  of t o t a l  turnover .  The l e a d i n g  
p a r t n e r s  were ( i n  o r d e r )  West Germany, I t a l y ,  A u s t r i a ,  the 
United Kingdom, Swi tzer land  and Prance who together accounted 
f o r  t h ree -qua r t e r s  o f  Hungarian t r a d e  w i t h  the developed 
West ( s e e  Appendix V I I ) .  The abso lu te  d e c l i n e  i n  impor ts  
while expor t s  i nc reased  by 22 p e r  cen t  r e s u l t e d  i n  a much 
reduced d e f i c i t  of $55 m i l l i o n  on v i s i b l e  t r a d e .  

1 5 .  Pood, beverages and tobacco f i g u r e  prominently i n  
Hungary's expor t s  t o  the developed West; she i s  the most 
dependent of  the CMEA c o u n t r i e s  i n  t h i s  ca tegory  of e x p o r t s  
t o  t h e  E E C  ( c u r r e n t l y  comprising j u s t  under h a l f  the t o t a l )  
A s  expected, n o n - a g r i c u l t u r a l  expor t s  t o  the EEC dur ing  the 
1968-72 per iod  showed a dramat ic  i n c r e a s e  o f  140  per  c e n t ,  
helped i n  p a r t  by s p e c i a l  s u b s i d i e s  and i n d u s t r i a l  co-operation 
agreements with Western firms ( s e e  paragraphs 21-22 below). 
Never the less ,  expor t s  o f  a g r i c u l t u r a l  products  t o  these 
c o u n t r i e s ,  while growing a t  a s l o w e r  r a t e  than p rev ious ly ,  
expanded s i g n i f i c a n t l y  by 60 p e r  c e n t .  By comparison, 
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Hungary's a g r i c u l t u r a l  and non-ag r i cu l tu ra l  expor t s  t o  non-EEC 
c o u n t r i e s  du r ing  the same per iod  bo th  ro8e by only 40 pe r  c e n t .  
The Hungarians have r e a l i s e d  t h a t  the i n c r e a s e  i n  the s h a r e  of 
non-ag r i cu l tu ra l  p roducts  i n  the i r  e x p o r t s  t o  t h e  EEC is 
i n e v i t a b l e  - and n o t  wholly u n p r o f i t a b l e .  Hungary purchases  
mainly f i n i s h e d  and semi-finished goods from the West, with 
machinery account ing f o r  a s u r p r i s i n g l y  smal l  p ropor t ion  of the 
t o t a l .  - - I-- 

Trade w i t h  the Developinp Countr ies  ( i n  1972) 

1 6 ,  Hungarian t r a d e  and a i d  a c t i v i t i e s  with the  developing 
c o u n t r i e s  cont inue  t o  make slow and unspec tacu la r  p rogres s  i n  
most p a r t s  of the world. An i n c r e a s e  of  5 p e r  cent i n  tu rnover  
was recorded i n  1972, conipared w i t h  a dec rease  i n  the previous  
y e a r ,  and these exchanges continued t o  account f o r  under 
5 per  c e n t  of t o t a l  Hungarian t r a d e .  The l e a d i n g  p a r t n e r s  i n  
t h i s  group i n  1972 were I n d i a ,  Egypt and I r a n  ( s e e  Appendix VIII) 
Hungarian t r a d i n g  a c t i v i t i e s  i n  the Third World a r e  supported 
by t h e  ex tens ion  o f  medium t o  long-term non-convertible 
currency c r e d i t  f a c i l i t i e s  t o  promote e x p o r t s  of  c a p i t a l  
equipment e 

Finance 

17. Trade with M u l t i l a t e r a l  P a r t n e r s ( 1 )  Payments for the 
g r e a t e r  p a r t  o f  Hungary's f o r e i g n  t r a d e  a r e  conducted through 
b i l a t e r a l  c l e a r i n g  accounts .  Trade w i t h  m u l t i l a t e r a l  p a r t n e r s  
accounted f o r  jus t  under  a q u a r t e r  of  her t o t a l  t r a d e  i n  1972, 
compared w i t h  22 per c e n t  i n  1971. 
recorded a v i s i b l e  t r a d e  d e f i c i t -  of n e a r l y  $-54 m i l l i o n  i n  1972, 
a -cons iderable  drop on the $150 m i l l i o n  ' d e f i c i t  recorded the 

~~ p=revious yearc -Probably__about 4O=per cen t  -of-HungaryLs -deb t  
w i t h t h ë m z t i l a t e r a l  p a r t n e r s  i n  1972 was f inanced  by her n e t  
c o n v e r t i b l e  cur rency  earnings from tour i sm(2)  

18. Western Credits.  Hungary's p o l i c y  of  e n t e r i n g  i n t o  
industri.a?L. co-operation agreements wieh West European companies 
( s e e  paragraphs 21-23 below) h a s  helped t o  con ta in  h e r  need t o  

With these Count r ies  Hungary 

~_ 

. 

'ri) 

(2) 

Those c o u n t r i e s  - i nc lud ing  most non-Communist t r a d i n g  
p a r t n e r s  - with which a l l  t r a n s a c t i o n s  a r e  se t t led  both  
ways i n  c o n v e r t i b l e  c u r r e n c i e s  - l i s t ed  i n  Appendix I V ,  
I n - r e c e n t  y e a r s  there h a s  been a s u b s t a n t i a l  i n c r e a s e  of 
the o r d e r  of 1 5  per  cen t  annual ly  i n  the  number of fo re ign  
v i s i t o r s  t o  Hungary from non-Communist c o u n t r i e s .  
number of "Guest days" - an i n d i c a t o r  o f  tourism earn ings  - 
h a s  cont inued t o  r i s e  c r e a t i n g  a f a v o u a b l e  t r e n d  i n  
c o n v e r t i b l e  currency ea rn ings ,  which a r e  es t imated  t o  have 
r i sen  t o  n e a r l y  $48 m i l l i o n ,  i n  1972. 

The 
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borrow c o n v e r t i b l e  c u r r e n c i e s  o r  o b t a i n  c r e d i t s  from the West. 
Thus, by mid-1972 her accumulated O t s t a n d i n g  debt  t o  NATO 
c o u n t r i e s  was only  $152.3 m i l l i o n ( 1  Y 
6 per  cent  o f  t h e  t o t a l  f o r  a l l  the c o u n t r i e s  of  Eas te rn  
Europe). O f  th i s  t o t a l ,  almost t w o - t h i r d s  comprised c r e d i t s  
over 5 y e a r s ,  one o f  the h i g h e s t  p ropor t ions  i n  Eas te rn  
Europe.. New c r e d i t s  extended b NATO c o u n t r i e s  i n  the first 
h a l f  of 1972 am0 nted  t o  oDly 8 3.9 m i l l i o n  (compared w i t h  a 
t o t a l  o f  n e a r l y  3400 m i l l i o n  f o r  Eas te rn  Europe a s  a whole). 
Repayments t o  NATO c o u n t r i e s  i n  1972 r ep resen ted  only 
4 . 8  p e r  cen t  o f  Hungary's expor t s  t o  these c o u n t r i e s .  It i s  
be l ieved  t h a t  t h e  t o t a l  of c r e d i t s  from non-NATO c o u n t r i e s  
i s  r e l a t i v e l y  sma l l ,  and h a s  probably been m o s t l y  provided 
by Aus t r i a ,  w i t h  whom Hungary h a s  c l o s e  t r a d i n g  l i n k s ,  
Sweden and Switzer land.  

( r e p r e s e n t i n g  less than 

19. Loans. Hungary, u n l i k e  h e r  Communist neighbours,  
has  been no tab ly  more a c t i v e  on the euro-currency market 
than  i n  t h e  f i e l d  o f  Western supplier/buyer c r e d i t .  The 
l o a n s  r a i s e d  by Hungary s i n c e  she first entered  this market 
i n  1968 amount t o  about $300 m i l l i o n  ( s e e  Appendix IX) and 
they  have been used p r imar i ly  t o  f inance  the c o n v e r t i b l e  
currency element of  expansion programmes i n  export-or iented 
i n d u s t r i e s  such a s  pharmaceut icals  and aluminium. Hungary 
i s  the  o n l y  Eas t  European count ry  t o  have r a i s e d  euro-dol la rs  
through t h e  f l o a t i n g  of bond i s s u e s ,  which b r i n g s  t h e  t o t a l  
of h e r  euro-currency borrowings t o  d a t e  t o  over  $380 m i l l i o n .  

20. The euro-dol la r  l o a n s  c o n s t i t u t e  t h e  major element 
i n  Hungary's deb t  s e r v i c i n g  commitment. When t o t a l  known 
borrowings i n  t h e  West a r e  considered i t  would ap  e a r  t h a t  
a t  p re sen t  she h a s  the lowest  deb t  s e r v i c e  r a t i o  ?well  
under 10 p e r  c e n t )  of  a l l  the Eas t  European c o u n t r i e s .  

Co-operation with the Developed West 

21.  Hungary h a s  a t tempted t o  r a i s e  both l abour  
p r o d u c t i v i t y  and i n d u s t r i a l  s t anda rds  by e n t e r i n g  i n t o  a 
s e r i e s  o f  i n d u s t r i a l  co-operation agreements ( I C A S )  w i t h  
Western c o u n t r i e s .  She i s  t h e r e f o r e  a b l e  t o  i m p o r t  Western 
i n d u s t r i a l  equipment and advanced technology d e s p i t e  her 
l i m i t e d  p o t e n t i a l  a s  an ea rne r  o f  c o n v e r t i b l e  currency. 
Since 1964 240 agreements covering many d i f f e r e n t  fo rms o f  
i n d u s t r i a l  and a g r i c u l t u r a l  co-operation have been 
nego t i a t ed  and t h e  r a t e  h a s  a c c e l e r a t e d  i n  the l a s t  f e w  
yea r s .  About t h r e e  q u a r t e r s  of t h e  agreements have 
involved t h e  engineer ing  i n d u s t r y  and t h e  remainder t h e  
chemical,  a g r i c u l t u r a l  and l i g h t  i n d u s t r i e s .  About two t h i r d s  

(1) This f i g u r e  only covers  medium and long-term p r i v a t e  
expor t  c r e d i t s  which r e c e i v e  o f f i c i a l  backing and the 
accumulated f u t u r e  i n t e r e s f  payable 
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of the agreements e n t a i l  exchanges of  documentation and j o i n t  
p roduct ion ,  w i t h  product  sha r ing  and market co-operation types 
account ing f o r  most o f  the remainder. 
Over a q u a r t e r  of  the I C A s  have been s igned  with West Germany 
and a f u r t h e r  one f i f t h  with I t a l y  and France combined. 
Recent ly  A u s t r i a  h a s  expanded h e r  a c t i v i t i e s  i n  t h i s  f i e l d  
cons iderably ,  and Japan and the United S t a t e s  have en tered  
the scene. 

22. The most important  a spec t  of many ICAs i s  the 
a c q u i s i t i o n  o f  l i c e n c e s  t o  use Western manufacturing processes  
which i n c l u d e  the r e l e v a n t  t e c h n i c a l  know-how and i t s  
a p p l i c a t i o n  t o  product ion methods. 
in t roduced  i n  1969 which allowed r e l i e f  on customs d u t i e s ,  
c r ed i t  e tc .  f o r  e n t e r p r i s e s  buying l i c e n c e s  and a s p e c i a l  
e n t e r p r i s e ,  t h e  Licenc ia  P a t e n t  Marketing E n t e r p r i s e ,  was 
s e t  up t o  deal  s o l e l y  i n  t h e s e  products ;  a cons iderable  
expansion i n  t h i s  a c t i v i t y  h a s  resulted.  The main Western 
c o u n t r i e s  supplying l i c e n c e s  and know-how ere West Germany 
and France; cons ide rab le  purchases  a r e  made i n  the USSR. This 
i s  by no means a one-way t r a f f i c  a s  Hungary s e l l s  l i c e n c e s ,  
b l u e  p r i n t s  e t c .  t o  bo th  t h e  West and the CMEA group. On 
informat ion  c u r r e n t l y  a v a i l a b l e  f o r  1973, i t  appears  t h a t  
co-operation slowed down somewhat with t h e  Hungarians wanting 
t o  a s s e s s  the r e s u l t  o f  p a s t  agreements be fo re  proceeding 
f u r t h e r .  However, i n  view o f  their de termina t ion  t o  c o n t r o l  
impor ts  from the West under  normal t r a d i n g  arrangements, it i s  
l i k e l y  t h a t  t h i s  w i l l  only be a temporary d e c e l e r a t i o n  and 
t h a t  the aim of the Five  Year Plan, which emphasises the greater 
importance t o  be a t t ached  t o  the purchase o f  l i c e n c e s ,  
exchanges of  t e c h n i c a l  information and market co-operation, will 

a- new= law on-foreign=-investment-came-- 
i n t o  effect ,  p e r m i t t i n g  the  es tab l i shment  o f  j o i n t  enterprises,  
P a r t i c u l a r l y  f o r  market r e s e a r c h  and market ing a c t i v i t i e s .  The 
law provides  f o r  b o t h  Communist and non-Communist concerns t o  
P a r t i c i p a t e  i n  a s s o c i a t i o n s  formed i n  Hungary t o  the e x t e n t  of 
a 49 p e r  c e n t  ho lâ ing .  The Hungarian Government.guarantees the 
f ree  t r a n s f e r  of p r o f i t s  and r e p a t r i a t i o n  o f  c a p i t a l  i n  the 
i n v e s t o r ' s  own currency .  However, no j o i n t  companies have yet 
been e s t a b l i s h e d  and i t  i s  c l e a r  that  Western investment and 
involvement w i l l  n o t  be permi t ted  on the s c a l e  found i n  Yugoslavia. 

It i s  es t imated  t h a t  

Resolu t ions  were 

be pursued. - -  i - 

~~ ;=-In--Oc t o b e r  19  - 

Prospec t s  UP t o  1975 

24. Economic o b j e c t i v e s  f o r  1974 were se t  o u t  a t  t h e  
meeting, o f  the Hungarian S o c i a l i s t  Workers P a r t y  Cen t ra l  
Committee held i n  l a t e  November 1973. 
a r e  lower than the results achieved l a s t  y e a r .  A s u b s t a n t i a l  

Economic t a r g e t s  
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i n c r e a s e  i n  planned investment  goes some way towards t h e  
Hungarian Nat ional  Bank's c a l l  f o r  vigorous r e f l a t i o n  while 
the choice o f  c e n t r a l  investment  p r o j e c t s  seems l e s s  t i e d  
t o  CMEA p o l i c i e s  than  l a s t  y e a r  and i n c l u d e s  some (meat, 
t e x t i l e  and cement f a c t o r i e s )  designed t o  f u r t h e r  
exc lus ive ly  domestic development programmes. 

25. With t h e  more c a r e f u l  r e g u l a t i o n  of the f o r e i g n  
exchange component of investment ,  any s u b s t a n t i a l  i n c r e a s e  
i n  imports  f r o m  the developed West i s  u n l i k e l y  i n  t h e  n e a r  
f u t u r e  and i n s t e a d  Hungary w i l l  p l a c e  i n c r e a s i n g  emphasis 
on her pol icy  of import ing Western technology through 
co-operation agreements. The a c q u i s i t i o n  of f u r t h e r  medium 
and long-tern c r e d i t s  m a y  w e l l  be  undertaken, a s  recommended 
i n  t h e  c u r r e n t  Five Year P lan ,  After t h e  l a r g e  jump i n  
expor t s  i n  1973, we l l  above p l a n ,  it seems l i k e l y  t h a t  i n  
1974-75 t h e  r a t e  of i n c r e a s e  i n  t r a d e  turnover  W i l l  be 
r a t h e r  c l o s e r  t o  t h a t  planned ( i . e .  7-8 per  cent  per annum). 
Wi th in  CMEA Hungary i s  l i k e l y  t o  r e i n f o r c e  her l i n k s  w i t h  
the more i n d u s t r i a l i s e d  c o u n t r i e s  such a s  t h e  GDR w i t h  whom 
a number of co-operat ion projects sre i n . p r o g r e s s .  

26. P a r t i c u l a r  i n t e r e s t  a t t a c h e s  t o  Hungary's f u t u r e  
o i l  supply s i t u a t i o n .  P r o t r a c t e d  n e g o t i a t i o n s  have been 
t ak ing  p l ace  f o r  the l a s t  2 y e a r s  on the s i z e  of f u t u r e  
Soviet d e l i v e r i e s  with t h e  USSR r eques t ing  Hungary, (and 
o t h e r  CMEA c o u n t r i e s ) ,  t o  seek supplementary q u a n t i t i e s  
elsewhere. The r e c e n t  commitment on f u t u r e  d e l i v e r i e s  
by t h e  USSR avowedly falls s h o r t  o f  Hungary's requirements  
while domestic o i l  ou tpu t  h a s  nea r ly  reached i t s  c e i l i n g .  
Consequently the secu r ing  of  new oil s u p p l i e s  i s  becoming 
a m a t t e r  o f  i n c r e a s i n g  concern. P o r  Hungary t h e  i m p o r t  
of Middle East  o i l ,  p a r t i c u l a r l y  from I r a q ,  i s  t h e  obvious 
method o f  c l o s i n g  t h e  gap and i t s  t r a n s p o r t a t i o n  through 
the proposed Adria p i p e l i n e  seems a p r a c t i c a l  s o l u t i o n .  A 
prel iminary agreement was s igned i n  1971 with a Yugoslav 
o i l  concern f o r  t h e  c o n s t r u c t i o n  of a p i p e l i n e  t o  c a r r y  
imported crude o i l  from the Adr i a t i c  p o r t  of  R i j eka  t o  the 
Yugoslav/Hungarian b o r d e r  , whence the o i l  would be piped 
under a j o i n t  Hungarian/Czechoslovak ven tu re  with each 
country t a k i n g  5 m i l l i o n  t o n s  o f  o i l  p e r  annum. A formal  
agreement with Yugoslavia t o  t h i s  e f f e c t  was scheduled f o r  
l a s t  October and a completion d a t e  o f  1976 h a s  been s e t  f o r  
t h e  whole p r o j e c t  which the Yugoslavs have r e c e n t l y  
reaf f i rmed;  work on the Hungarian s e c t i o n  of  t h e  Adria 
p i p e l i n e  i s  t o  s t a r t  i n  1974. 

NATO, 
1110 Brusse l s .  
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N A T O  C O N P I D E N ' l ! I A L  

HUNGARY: MAIN FCONOE!IC INDICA'PORS 

Percentage increase over previous year 

Gross Agricultural Production 
Crop Production 
Livestock Production 

investment (current 2r1 ces) 
Labour Productivity 

rage Industrial Wage per  capita 
rage Real Income per capita 
a i l  Trade Turnover 

ectr ic  Fbwer 

1972 

Plan Result 

5.04.0 
5.0-6.0 
2 0.3 e O 

5.0 

4.0-5 . O 
5.0 
7.0 

7.0 

14.0 

7 
I I  
3 
7 
6 
5 
4 
5 
O 

5.0 
5.6 
4.0 

7.0-8.0 
1 .O 
2.0 
6.5 

395 
2.0 
5.0 
3.5 
6.3 
8.1 

-2.9 

21.2 

4 
12 
1 
8 
6 
5 
2 
6 

-4 

1973 
Preliminary 

Plan Results 

4. 0-5 O 
5.54.0 

2.0 

3.0 

4eOJj.O 
2,0-2.5 
5.5-6.0 
4-5-5.0 
6.0-6.5 
7.018.0 
7.5-8.0 

6.5-7.0 

w74 

Plan 

Sources Central Stat iet ical  Office 
of EIungci;ry 

197 1-75 
(annual average 

percentage increase ) 

5.6 
6.0 
2.8 

5.7 
4.5 

5.4 
3 .  0-3 5 

4.5-5 0 
6 7-7 .O 

7.0-8.4 

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



SECTOR I 
Industry Total 

IZZfiical & e r a  
Metallurgy 
Engineering 
Building Materials Industry 
Chemical Industry 
Light Industry 
Other Industry 
Food Processing Industry 

ïturaï (Mucation) 

HUNGARY: IPJVES-T BY SECTOR 

B l ï i o n  forint (in Current prices) 

1971 -1 975 
PLAN 196 1-1 965 1966-1970 

89 484 
16,670 
12,607 
8 8770 

15,777 
5,347 

14,366 
8 r457 

368 
7,122 

4r896 
36,532 
29,712 

17,061 
58151 
3,733 
6,920 

42 0 646 

3,522 
2,506 
8,191 

15,295 
13,132 

210,190 

130,227 

20,547 
15,998 
14,393 
23 j572 
8,515 

20,785 
12,791 
1,200 

12,426 

8,314 
66,582 
441070 

9 *635 
5,945 

11,339 
66 0923 

4,209 
5,677 

12 $865 
22 s964 
21,208 

327 9455 

22,618 

APPENDIX II t o  

196 1-1 965 

7.9 
6.0 
4- 2 
7.5 
2.6 
6.8 
4- 0 
o. 2 
3.4 
2- 3 m 

14.1 

8.1 
2.5 
1.8 

3.3 
20.3 

1.7 
1.2 
309 
7.3 
6.2 

100~0 

I__ - 

Percent age 

39.8 

6.3 
4- 9 
4.4 
7- 2 
2.6 
6.3 
349 
0.4 
3 -8 

2.5 
20-3 
13.5 

6.9 
2- 9 
1.8 

3.L2 
3 . 5  

1.3 
1.8 
4.0 
70 1 
6.5 

1OOeQ 

4971-1975 
PLAN 

6.3 

10000 

U 
I- 

II  

Source: Statistical Yearbook, 1972 
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N A T O  C O N F I D E N T I A L  

2500.4 

1723.9 
776.4 

659.1 
128.4 

516.5 

-1- 

2989.6 

1944.2 
1045.5 

870.6 
107.0 
668.8  

APPENDIX IV to 
AC/127-WP/37> 

tries 
t Countries 
mist Countries* 

ped West 
ping Countries 
sral Partners** 

- 

t Countries 
mist Countries 

ped West 
ping Countries 
sral Partners 

- 

Turnover 

6445.6 

2132.6 

1800.2 
268.5 

1599.9 

4312.9 

66.9 
3 3 . 1  

27.9 
4.2 
24.8 

1972 - 
Zxportr 

3291 * 7 
2282.1 
1009.6 

872.5 
148.6 

772 9 

- 

7 

:mpor t E 

1153.9 
! O j O .  8 

123.0 

927 * 7 
119.9 
827. O 

- 

HUNGARY - FOREIGN TRADE 1965-72 

'arnovei 

5490 * 0 
3668.1 
1822.0 

1529.7 
235.4 
1185.3 

66.8 

33.2 

27.9 
4.3 
21.6 - 

1971 

Balance 

- 489.3 
- 220.3 
- 269.0 
- 211.5 
b 21.4 
- 152.3 

urnover 

3029.8 
2076. O 

953.8 

758.0 
195.9 
551.0 

68.4 
31.6 

25.1 
6.5 

18.2 

1965 

:xports 

509 * 5 
O57 - 8 

451 * 7 

351.0 
100.8 

257.0 

- 
[mports 

1520.3 
1018.2 
502.1 

407 - 0  
95.1 
294.0 

- 

3alance 

. 10.8 
t 39.6 
- 50.4 
- 56.0 
1 5.7 
37.0 

Percenta 

Purnover 
2 

+ 8.1 
+ 8 . 3  

+ 7.8 

+ 8.4 
+ 5.0 
+ 24.3 

"Vilaggazdasag" , Budapest 
"Kulkereskedelem", Budapest 

Exchange Rates - 1965, 1971 - 11.74 Forints = US $1 - 10.81 Forints = US $1 1972 

iiscrepancy in 1971 and 1972 between figures for non-Communist countries and the sum of  developed West and developing countries is due 
:counting of freight costs. 

ilateral Trading Partners: 
?rlands, Norway, Spain (from January 1973), Sweden, United Kingdom, Yugoslavia (from January 1973). 
:s - - Argentina, Australia, Cameroun, Canada, Iraq, Japan, Kuwait, Lebanon, Libya, Nigeria, United States, Uruguay. 

m o p e  - Austria (from April 1972), Belgium, Denmark, France, German Federal Republic, Italy, Luxembourg, 

Change (on forint basis) 
1971-70 -71 - 

xports 

21.2 
21.9 

19.7 

21.9 
6.6 
37.8 

- 

- 
mports 

- 2.9 
- 3.8 

- 1.1 

- 1.9 
-+ 3.1 

+ 13.9 

- 

urnover 

+ 13-9 
+ 17.5 i 
+ 7.0' I ! 
+ 9.0 - 3.3 I 

1 + 11.5 j 

I 
i 
~ 

I 
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p G A R Y :  EOREIGN TRADE WIPH PRINCIPAL TRADING PARTNERS 1972 
[üS Gmilïion) 

Turnover I Trading Pertners 

USSR 
om 
CZEEHOSLOVAKIA 
West Germany 
POLAND 
I ta ly  
Austria 
United Kingdom 
%it serïanà 
R O i W I A  
fiance 
YUGOSLAVIA 
BULGARIA 
Netherlands 
*india 
Iünited States 
Sweden 

b z  and Luxembourg 
CHINA 
Denmark 
Greece 
Spain 

2278 . 4 
647 5 
533.2 
408.6 
388.5 

319.5 
209.0 
153.5 
153.2 
138*9 
125.5 
123.6 
102.8 
87.3 
3.9 
54.1 
49.3 
45.6 
43.7 
39.5 
30. I 
28.2 
27.5 
22.0 
21 *7 
21.5 
20.4 

18.7 
19.3 

17.0 

Source$ tWlaggartdasag" Budapest 

4'. of T o t d .  
Hungaxian 

trade turnover 

35 e 4  
-I 0.1 

8.3 
6.3 
6. c 
5.0 
3.2 

2.4 
2.4 
2.2 
2.0 
1.9 
1.6 
1.4 

Less th= 1-0 
11 

11 

Il 

II 

Il 

Il 

11 

II 

It 

I l  

II 

lt 

I l  

11 

Il 

imports - 
1083.9 
324.1 
269 . 2 
215.4 
157.6 
110.7 
115.4 
9 6 4  
78.1 

53.8 
40.6 
49.8 
27.4 
38.8 
23.5 
17.4 
26.9 

16.5 
1 9.9 

9.0 
9.8 

6.1 

0.9 

63.6 
84. O 

17.4 

~ 9.5 

12.6 

8.0 
6.2 

Balance 

_I___ 

91 10.6 - Oe7 - 5.2 
' -  22.2 
+ 73.3 
9 98.1 
Q 21e8 

- 39.3 - 3.0 
+ 11.7 - 42.5 

1-1- 16.0 
+ 21,6 
0 12.3 
9 411 - 23-5 
+ 2e3 
/ +  10.8 - 10.1 
' +  4.7 
1- 2,9 
I +  8.4 
;+ 9.5 
j +  204 

/ c  983 

I 

I +  247 

1- 4.8 
1+ 17.5 
)+ 2.7 

C o d s t  countries are shown in blook capitals; 
are marked with an asterisk 

non-Communist developing oountries 
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N A T O  C O ET P I D E As T I A, L 

Total Communist Countries 

USSR 
GDR 
CZECHOSLOVAKIA 
ïûLIWD 
R O W L  
Yugoslavia 
BULGARIC 
Chins 
North Vietnam 
CUBA 
Albania 
HOHGOLIII 
North Korea 

Source; 

8 Million 

Percentage of 
Total X u n g a r i a n  

h . d e  
with CMEA 
countries 

- 
c 

!Turnover 
4312.9 

2278 e 4 
647 0 5 

388.5 
138Q9 
123.6 
102.8 
39.5 
19.3 
13.9 
12.0 
10,o 
5.3 

533- 2 

55.4 
.15.7 
13.0 
9.5 
3.4 

2. 5 
00 

E<> - 
00  3 

O, 2 - 

Vi lzggazdas2.g, Budapest 

CMFX members are shown i n  block c?.pitals 

- 
Ekports 
2282.1 

Imports 
2030.8 

1083.9 
324.1 
269.2 
157.6 
63.6 
53.0 
40.6 
97.4 

O 4 9  
6.9 
706 
2d3 
2Q4 -- 

Balance 
+251 e 3  

+110.6 - O e 7  - 5.2 
+ 73.3 
i 1107 
+ 16.0 I + 21.6 
+ 4.7 
+ 17.5 + 001 - 3.2 
9 4.4 + 0.5 

k-J 
I 
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lgium and Luxembourg 

US d Million 

408 6 
319.5 
209.0 
153.5 
153.2 
125.5 
8?.3 
54. 1 
49.3 
43.7 
30.1 
28.2 
27.5 
21 07 

20.4 
21.5 

Source: ttVilaggazdawayll Budapest 

* Bilateral partners 

Percentage of  
; o t d  marian 

lkade 
rith Developed 

We st 

22.7 
17.8 
11.6 
8.5 
8.5 
7 4 0  
4.9 
300 
2-7 
2.4 
1.7 
1.6 
1.5 
1.2 
1.2 
1.1 

Exports 

872.5 

193. 2 
208. e 
93.6 
570 1 
75.1 

37.5 
15.3 
25.8 
16.8 
13*6 

41 05 

1803 
18.5 
12.2 
15.4 
7.8 

mport 8 

927 0 7 

21 504 
110.7 
115.4 

78. 1 
84. O 
4908 
38,8 
23.5 
2609 
16,5 
909 
900 
9.5 
60 1 

12.6 

96.4 

Balance 

-55.2 

-22.2 
+98, i 
-21.8 
-390 3 

-42.5 
-1 2.3 
-230 5 

S20 3 
-10.1 
-209 
+8.4 
99. 5 
+2* 7 
s9.3 
Prl* 8 

-34 0 

N A T O  C O N P I D B # T I A E  
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! N A T O  Ç O M P I D E B T I A L  
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KONGARYo TRADE WITH SELEXTEû DEVELOENG COUNTRIES 1972 

l US $ m i l l i o n  

o t a ï  Developing Countries 

Labanon* 
Algeria  
Libya* 
Peru 

* Multilateral partners  

Turnover 

- 
268.5 - 

%e9 
45.6 
22.0 
18.7 
17.0 
16.7 
10.0 
9.7 
9.0 
8*9 

'ercentage of 
t o t a l  

Hungarian 
trade w i t h  
Devklopi ng 

coun t r i e s  

21 .g 
17.0 
e. 2 
7.0 
6.3 
6.2 
3.7 
3.6 
3.4 
3-3 

Source: "Vilagga&asaglt ,  Budapest 

txport r! 

- 
148.6 

31.5 
28.2 
12.2 

10.8 
4.7 
7.2 
702 
9.0 
3.8 

1007 

27.4 
17.4 
9.8 
80 O 
6.2 

12.0 
2.8 
20 5 

O 
5.1 

L 

&lance 

+O, 1 
+I O, 8 
+2e4 
+2*7 
+d. 6 
-7.3 
+&4 

+g.o 
-1.3 

+do 7 

N A T O  C O B P I D E B Y I A L  
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10 Lows 

SIZE OF 
Lorn - 

Februasy 

June 
March 
April 

May 

April 
December 

August 
August 

August 
? 

November 
Sept ember 
Oot ober 
2) BONDS 

MTE 

June 

Sept ember 

1968 
1968 
1969 
1969 

1970 

1971 
1971 

1972 
1972 

1972 
1972 
1972 
1973 
1973 

1971 

1972 

$10 niilion 
$15 million 
$ 5 million 
$15 million 

$30 nillion 

$20 million 
$50 million 

$20 million 
$70 million 

$20 million 
$18 million 
;d 3 million 
&O nillion 
$50 million 

SIZE OF 
mm ISSUE 

$25 million 

$50 million 

CONSûR!KUM 
Z a L x  
Lazards 
Rothschilds 
Bench I3anks and Ba.rings 
Bank of London and South 

Bank of London and South 

Moscow Narodny Bank 
Lloyds and B& of hnàon 
and Sotrth America 
Italian Danka 
Italian Banka and Euro-Bmeri 

Deutsche I3ank 

Credit Lyonnais 
Banque de leUnion Europa 
Industrial Dank of  Japan 
Dairhi k g y o  

herica 

America 

of Nassau 

National Westminster Dank 
Idorgan Grenfell 
Moscow Nazodny Bank 

National Westminster Bank 
Morgan Grenfell 
Moscow Narodny Bank 

H A T O  C O N P I D % H T I A L  
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-1- APPENDIX X t o  
A C/i 2 7 - W/ ’3 7 5 

GOVERNMENT COUNTER-REFORM MEASURES O F  1971 and 1972 

Investment  

e n t e r p r i s e  se l f - f inance  and the expanded r ô l e  a l l o t t e d  t o  
bank c r e d i t  under t h e  NEM gave r i s e  t o  an investment boom 
between 1969 and 1971. Many new p r o j e c t s  were s t a r t e d ,  
o f t e n  o f  an uneconomic n a t u r e ,  completion per iods  were 
lengthened and the cons t ruc t ion  s e c t o r  became s t r a i n e d .  
The government s u c c e s s f u l l y  in te rvened  i n  the l a t t e r  p a r t  
o f  1971 with va r ious  a d m i n i s t r a t i v e  and f i n a n c i a l  s a n c t i o n s  , 
although investment spending t h a t  y e a r  continued a t  t o o  
h igh  a l e v e l ,  exceeding both t h e  p l an  and t h e  a v a i l a b l e  
r e sources .  While product ion r o s e  by 11 p e r  c e n t  i n  1970 
and 1971,  domestic expendi ture  inc reased  by 24 per  cen t .  
Many e n t e r p r i s e s  went bankrupt and the s t a t e  decided t o  
b a l e  them out  r a t h e r  than pursue t h e  o r i g i n a l  o b j e c t i v e  of  
c l o s i n g  u n p r o f i t a b l e  e n t e r p r i s e s .  Accordingly fur ther  
r e s t r i c t i v e  measures were taken a t  the beginning of  1972, 
which involved a p a r t i a l  r e - in t roduc t ion  of c e n t r a l  c o n t r o l .  
Investment expendi tures  f o r  1972 were he ld  a t  t h e  1971 l e v e l  
t h e  f i n a l  f i g u r e  being some 2 pe r  cen t  below the p l a n ;  the 
share  of investment f inanced  by e n t e r p r i s e s  was c u t  back 
and r e s t r i c t i o n s  on c r e d i t  f o r  a d d i t i o n a l  c a p i t a l  o u t l a y s  
were a l s o  extended. The investment  boom was i n  f a c t  
probably a unique occurrence a r i s i n g  more a s  a r e s u l t  of a 
misca l cu la t ion  by the government a s  t o  t h e  s i z e  o f  the 
p r o f i t s  t h a t  would accrue t o  the e n t e r p r i s e s  fo l lowing  
t h e  i n t r o d u c t i o n  o f  t h e  ITEM, r a t h e r  than from any rea& 
sur render  of bas i c  c o n t r o l  by t h e  c e n t r a l  a u t h o r i t i e s .  
The government appears  determined t o  maintain the sanc t ions  
in t roduced  i n  1971, al though i n  March 1973 i t  passed a 
r e s o l u t i o n  on e n t e r p r i s e  investment which al lows t h e  
e n t e r p r i s e s  t o  r e t a i n  their  decision-making r ô l e .  But while 
approval f o r  investment i s  t o  be l e f t  t o  the g e n e r a l  manager 
o f  the  e n t e r p r i s e  t h e  r e s o l u t i o n  does r e q u i r e  p repa ra to ry  
work f o r  investments  and t h e  implementntion t o  be c o n t r o l l e d  
t o  a g r e a t e r  e x t e n t  by superv isory  bodies .  When a s s e s s i n g  
t h e  e x t e n t  t o  which t h e s e  r e s o l u t i o n s  r e p r e s e n t  a r e t r e a t  
from NEM p r i n c i p l e s  it must be noted t h a t  even the o r i g i n a l  
reform d i d  n o t  i n t end  t o  a l low e n t e r p r i s e  independence t o  
reach  t h e  p o i n t  where t h e  r e g u l a t i n g  a c t i v i t y  of the 
c e n t r a l  a u t h o r i t y  was pushed too  f a r  i n t o  t h e  background, 
a s  i t  d i d  between 1968 and 1972. Furthermore, a l though 
t h e  r e s o l u t i o n s  a r e  being imposed a s  c e n t r a l  d i r e c t i v e s ,  
they do n o t ,  f o r  the m o s t  p a r t ,  r e p r e s e n t  d i r e c t  i n t e r f e r e n c e  
i n  t h e  d e t a i l s  of  e n t e r p r i s e  ope ra t ion .  B u t  while  f i r m s .  
w i l l  s t i l l  have more autonomy i n  t h e i r  investment d e c i s i o n s  
than t he i r  coun te rpa r t s  i n  o t h e r  Eas t  European c o u n t r i e s ,  i t  
w i l l  be more circumscribed than be fo re  and i t s  f o r e i g n  
exchange component w i l l  be c a r e f u l l y  r egu la t ed .  

The broadened scope f o r  investment based on 
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P r i c e s  - 
-2- 

Under the o r i g i n a l  p r i c e  reforms t h e  s t a t e  r e t a i n e d  
ex tens ive  c o n t r o l  over  r e t a i l  p r i c e s  and s o c i a l  r a t h e r  than 
economic c o n s i d e r a t i o n s  continued t o  p lay  the major r ô l e  i n  
p r i c e  formation.  The major innovat ion  al lowing s e l e c t e d  
e n t e r p r i s e s  t o  f i x  a l l  t h e i r  p r i c e s  except t hose  f o r  raw 
m a t e r i a l s ,  l e d  t o  l a r g e  p r i c e  i n c r e a s e s  and correspondingly 
h i g h  p r o f i t s .  'Po e l imina te  the d i f f e r e n t i a l  between t h e s e  and 
l e s s  prosperous e n t e r p r i s e s  the government taxed the l tp ro f i t ab le t l  
firms and subs id i sed  the "unprof i tab le t1  ones ,  b u t  this 
subsequent î .y , led t o  a d i s t o r t i o n  of  the bonus system which 
was in tended  t o  reward economic e f f i c i e n c y .  The s t rong  
i n f l a t i o n a r y  t r e n d  t h a t  developed i n  t h e  economy l e d  the 
government t o  t a k e  a number of other measures a t  the Cen t ra l  
Committee meeting i n  November 1972 t o  i n c r e a s e  i t s  in f luence .  
The pr ices  of  d a i r y  products ,  c i g a r e t t e s  and s p i r i t s  were 
r a i s e d  and an i n c r e a s e  i n  meat p r i c e a  th rea t ened  f o r  1976, but 
t h e r e  were t o  be no f u r t h e r  i n c r e a s e s  i n  t h e  p r i c e s  of bas i c  
goods o r  the p ropor t ion  of f r e e  p r i c e s  be fo re  1975. S t r i c t e r  
p r i c i n g  c o n t r o l  was t o  be in t roduced  g e n e r a l l y  w i t h  the 
compulsory r e p o r t i n g  of p r i c e  i n c r e a s e s .  Despi te  t h e s e  
mod i f i ca t ions  t o  the p r i c i n g  system, t h e  Government* s o f f i c i a l  
aim, one  which i s  proving unexpectedly d i f f i c u l t  t o  implement, 
is s t i l l  t o  evolve a consumer p r i c e  system propor t iona te  t o  
va lue .  

Incomes 

it i s  the peasan t ry  and the workers i n  co-operative i n d u s t r y  

t r a d i t i o n a l  c h i e f  bene f i c i a ry  of  Communist s o c i e t y  - the worker 
i n  the l a r g e  s t a t e  i n d u s t r i a l  e n t e r p r i s e .  To some e x t e n t ,  
however, t h i s  s i t u a t i o n  does r e p r e s e n t  a c o n t i n u a t i o n  of a 
t r e n d  i n  o p e r a t i o n  s i n c e  1955 al though i t  was n o t  u n t i l  1968 
tha t  %he i n d u s t r i a l  wage f e l l  below 'the average wage l e v e l  
f o r  the f irst  t i m e .  The countermeasures in t roduced  i n  
November 1972 inc luded  a ser ies  of  measures aimed a t  
r e d r e s s i n g  t h i s  imbalance i n  incomes. 
wage i n c r e a s e  of  8 pe r  cent f o r  i n d u s t r i a l  workers i n  the 
s t a t e  s e c t o r  over  and above the normal annual i n c r e a s e .  'Phis 
i s  t o  be app l i ed  s e l e c t i v e l y  among d i f f e r e n t  c a t e g o r i e s  of 
i n d u s t r i a l  workers. This p r i n c i p l e  of d i f f e r e n t i a t i o n  i s  
one which i s  fundamental t o  the NEM and o f t e n  by no means 
popular  w i t h  t h e  workers themselves o r  with the conserva t ive  
opponents of the NEM. The d r a f t i n g  of  a t a b l e  o f  wages f o r  
s k i l l e d  workers and s p e c i a l i s t s  t o  be app l i ed  on a n a t i o n a l  
s c a l e  was a l s o  approved, t o g e t h e r  w i t h  the experimental  

- 

I n  terms of earn ings  and g e n e r a l  &andard of l i v i n g  
~- - t h a t  -have gained-most from t h e  -NEb- a t  =the =expense -of the-- -A-=- =~~ 

They inc luded  a s p e c i a l  
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i n t r o d u c t i o n  o f  a "wage-mass t a x a t i o n  system i n  some 
e n t e r p r i s e s .  The aim o f  th i s  system i s  t o  s t i m u l a t e  
g r e a t e r  economy i n  the u s e  o f  l abour  and by r e q u i r i n g  t a x e s  
t o  be p a i d  p i m a r i l y  on t h e  t o t a l  wage fund i n s t e a d  o f  on 
the p e r  c a p i t a  wage l e v e l  a s  before .  F i n a l l y  the meeting 
approved the a b o l i t i o n  of  r e g u l a t i o n s  t y i n g  wages t o  
p r o f i t s ,  in t roduced  under  the NEM, i n  c o a l  m i n i n g  and the 
power i n d u s t r y .  The s t a t u o r y  wage r i s e  r e p r e s e n t s  a 
f a i r l y  c l e a r  case  of  c e n t r a l  a c t i o n  being taken t o  remedy 
d i sp ropor t ions  thrown up  by the working o f  t h e  NEM, a s  
does t h e  i n t r o d u c t i o n  o f  t h e  n a t i o n a l  wage s c a l e  f o r  
s k i l l e d  workers and s p e c i a l i s t s .  

t r a d i t i o n a l  s e c t o r s  o f  Hungarian i n d u s t r y ,  t h e  NEBU h a s  been 
proved incapable  of  e x e r c i s i n g  the  f u l l  d e s i r e d  i n f l u e n c e  
on ea rn ings  and has  had t o  be modified al though t h e r e  i s  
no ques t ion  of  a r e j e c t i o n  of  t h e  mechanism a s  a whole. 

It i s  c l e a r  t h a t ,  a s  i n  the case  of c e r t a i n  

Manpower 

A s  a r e s u l t  o f  t h e  shor tage  of manpower, t h e  
1971 r e s t r i c t i o n s  on l abour  mob i l i t y  were extended through 
1972 and a concerted d r i v e  was made t o  s t r eng then  work 
d i s c i p l i n e .  

Agr i cu l tu re  

The NEM removed a g r e a t  d e a l  o f  c e n t r a l  c o n t r o l  
over t h e  farms by al lowing much more freedom i n  t h e  choice  
o f  commodities produced and the i r  d i s p o s a l ,  t h e  ope ra t ion  
o f  a n c i l l a r y  s e r v i c e s  and the rale o f  se l f - f inanced  
investment .  The r e s u l t s ,  however, have been uneven, w i t h  
g r a i n  output  showing a n o t a b l e  i n c r e a s e ,  but  c a t t l e  
breeding and f r u i t  and vege tab le  product ion encounter ing 
cons iderable  d i f f i c u l t i e s .  Accordingly changes were 
in t roduced  t o  t h e  r e g u l a t i n g  system a t  the beginning of 
1970, w i t h  i nc reased  procurement p r i c e s  pa id  f o r  l i v e s t o c k  
and m i l k ,  the s a l e  and purchase o f  fodder  l i b e r a l i s e d  and 
a 50 p e r  cent  subsidy g ran ted  f o r  the purchase of l i v e s t o c k  
equipment. 

Indus t rx  

disadvantage under which l a rge - sca l e  i n d u s t r y  laboured 
s i n c e  the NEM was in t roduced  became so  marked by 1972 t h a t  
the a u t h o r i t i e s  decided t o  s t e p  i n .  I n  1973 some 50 l a r g e  
e n t e r p r i s e s  cover ing  180 f a c t o r y  u n i t s  and accounting f o r  

I n  t h e  i n d u s t r i a l  s e c t o r ,  the comparative 
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55 per  c e n t  of Hungary's t o t a l  i n d u s t r i a l  product ion were p u t  
i n  a s p e c i a l  ca tegory  and t r e a t e d  with I f spec ia l  a t t e n t i o n " .  
This appears  t o  involve  a g r e a t e r  and more r e g u l a r  f l ow o f  
in format ion  on s a l e s ,  p r o f i t s ,  expor t s ,  a s s e t s ,  manpower e t c . ,  
from t h e  e n t e r p r i s e s  t o  t h e  c e n t r a l  a u t h o r i t i e s  who could 
g i v e  o r d e r s  and provide s t a t e  suppor t .  It  h a s  been maintained 
t h a t  such supe rv i s ion  should n o t  reduce t h e  independence o f  
the enterprises n a r  c o n f l i c t  with the p r i n c i p l e s  of t he  NEM, 
b u t  i n  the case  of 6 e n t e r p r i s e s  which a r e  t o  be temporar i ly  
taken back under M i n i s t e r i a l  supe rv i s ion  i t  i s  c l e a r  t h a t  the 
o r i g i n a l  NEM measures have proved themselves i n a p p r o p r i a t e  i n  
t h e  more t r a d i t i o n a l  s e c t o r s  of Hungarian i n d u s t r y .  

I n  a l l  t h e  measures adopted a t  the Cen t ra l  Committee 
meeting i n  November 1972 there was t h u s  a l i r n i t e d ,  but 
n e v e r t h e l e s s  d i s t i n c t  r e t r e a t  f rom the b a s i c  p r i n c i p l e s  o f  
the N E M ,  i n  t h e  i n t e r e s t s  o f  r e - e s t a b l i s h i n g  c e r t a i n  s o c i a l  
development p r i o r i t i e s  c l o s e  t o  the t r a d i t i o n a l  model o f  a 
Communist econorqy. Most o f  t he  measures had been foreshadowed 
i n  s t a t emen t s  and speeches made e a r l i e r  i n  the y e a r .  The NEM 
was never  i n t e n d e d  t o  be a s t a t i c  o r  unchangeable system, but 
while i t  was r e a l i s e d  a t  the o u t s e t  t h a t  subsequent 
mod i f i ca t ions  would i n e v i t a b l y  be necessary  i t  i s  impor tan t  
t o  n o t e  t h a t  t h e  s o l u t i o n s  t h a t  were adopted were a l l  concerned 
w i t h  r e - e s t a b l i s h i n g  some measure of c e n t r a l  c o n t r o l  r a t h e r  
than  in t roduc ing  more e f f e c t i v e  f i n a n c i a l  c o n t r o l  i n  the 
%arke t t t  sense .  In  th i s  r e s p e c t  the November 1972 meeting 
r ep resen ted  a compromise between the proponents o f  the NEM and 
the i r  conse rva t ive  c r i t i c s .  
s ince  then by v a r i o u s  even t s  i n c l u d i n g  the March r e s o l u t i o n .  
on e n t e r p r i s e  investment ,  the c r e a t i o n  i n  July of a s t a t e  

and the subsequent r e s o l u t i o n  providing f o r  supe rv i s ion  of 
:. a c t i v i t i e s  by c o n t r o l l e d  agenc ie s  ( p a r t i c u l a r l y  M i n i s t r i e s )  

and i n n e r  c o n t r o l  by e n t e r p r i s e s .  

Europe have had and w i l l  cont inue  t o  have an e f fec t  on the NEM. 
When i t  was first in t roduced  i n  1968 the i n t e r n a t i o n a l  
s i t u a t i o n  was favourable  t o  such an under tak ing ,  b u t  s i n c e  
then  t h e  concept o f  t l i n t eg ra t ion"  w i t h i n  CMEA h a s  r ep laced  
be fo rm"  a s  t h e  dominant economic concern o f  Eas t e rn  Europe. 

This impression h a s  been confirmed 

~~ ~~ p l  ann ing= c o w i 3 t e  ecwi t k o v e r a l L p o w  er s -t o_ co-ordinate -pl ans ,---- ~~ ~ 

P i n a l l y ,  the changing c o n d i t i o n s  w i t h i n  Eas t e rn  
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