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. .  

In  cornpliLwce with the   dec is ion  of the Sub-Comnzittee(1) 
the  Economic Directorate  has prepared  the  attached draft 
record of the  meeting  held on 30th  October, 1969 t o  review  the 
economic si tuation o f  Hungary. This draft  i s  being forwaded 
t o  pa r t i c ipan t s  a t  the meeting. 

2, Addressees who might wish t o  suggest f u r t h e r  amen&nents 
me   r eques t ed  t o  f o r w m d  them t o  the   In te rna t iona l   S ta f f   before  ,{ 

31st December, 1969. 

(Signed) Y. LAULAN 
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RECORD OF THE EXAMINING SESSION ON THE ECONOMIC SITUATION 
OF HUNGARY &!!%D -H OCTOBER, r969 

The CHAIRMAN welcomed the  f o l l o w i n g  experts :  

Dr. CZYBULKA, Ministry of Economy, Bonn 
Miss EVANS, Ministry o f  Defence, Lonclon 
Mr. GOODHEW, Ministry o f  Defence, London 
Nr, WILGIS, Economic Off icer ,  United S ta t e s  Embassy, 

Budapest. 

2. He r e c a l l e d   t h a t  two examining  sessions had been 
devoted t o  the economic development of -Hungary" in  -PXay 1965 Land 
i n  June 1967. The discussion during  the  present  meeting would 
be  based  on an introductory,   note  prepared by the  United Kingdom 
Delegation (AC/89-~/280) He inv i t ed  t h i s  country's  Expert 
t o  open the  debate. 

3. lvIiss EVANS forw,zrded t o  the  Sub-Committee some- wr i t t en  
amendments by her   Authori t ies  on their  own paper, She then 
made the  following  statement:  

Y3ince the last examining  session  held  on Hungary, 
over two y e u s  ago now (June 1967) the much discussed new 
economic mechanism has been introduced and, z f t e r  some 18 months' 
operation, a s u f f i c i e n t  interval has elapsed t o  .enable some 
assessment t o  be made of the resu l t s  achieved s o  far. Because 
of  the overwhelming importmce  of  the  reforms  for  the future 
development  of the  Hungarizct economy, it vvm decided t o  make 
these   the  s tar t ing p o i n t  f o r  OF study, and it is, therefore ,  
against the  background o f  the  refcrms that the  present  draft 
r epor t  on  Hungary is submitted f o r  considerz.tion. 

Although Hungary is  n o t  alone in  introclucing reforms 
of. the economic mechanism, she has gone further than  any  other 
East Ihwopem  country (cp,".rt  from  Yugoslavia) in  terms o f  
p rac t i c r l   cpp l i ca t ion .  At d l  stages o f  preparat ion she has, 
as far as we know, been c z r e f u l   t o  consult with her   par tners  i n  
CMEA; pmt icu la r ly   t he   Sov ie t  Union, and keep them informed 
of  current  progress,  Her 2"pproach t o  various  problems is  
pragmatic, ,and she has n o t  hes i t a t ed  t o  make adjustments where 
necess,vy. 

The re forms- in  Hungmy; as elsewhere i n  Eastern Europe 
are  designed t o  improve the eff ic iency  of   the economic system 
and are, therefore ,   central   to   any  discussion of t he  economy. 
The economic system is more f l e x i b l e  now, but t he  reforms do not 
represent 2. r e t u r n  t o  c a p i t d i s m  as is sometimes  suggested i n  
the Western press, Though the  H u n g a r i a n  reform progranme is 
probF-bly the most r a d i c a l  amongst those o f  the  ClllEA countr ies ,  
it r e t c i n s  put  l e a s t  one thing m common with these more 
conservative  approaches,  namely, the need t o  r e t a i n  strong over,all 
c e n t r d  d i r ec t ion  and cont ro l  o f  the economy. 
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, 

The success  achieved s o  far ind ica t e s   t he  Hungarians’ 
awweness of the.  problems  involved and the  need f o r  bzlance, 
par t iculcar ly  between the  Sta-be and the   en te rpr i ses  ‘2nd between 
mmagement and s taff-  This cont ras t s   s t rongly  with the  
Czechoslov&  experience where, p a r t l y  due t o  p o l i t i c a l   f a c t o r s  
too much freedom was allowed t o  enterFrise  mamgernent and t o  
workers, 

It i s  against t h i s  background that one should  consider 
the  present  economic s i t u a t i o n  in  J3ungary. Problems do e x i s t ,  
f o r  e x a q l e  g rowth  has slowed down, t he re  i s  m excessive 
demand f o r  investment, and product ivi ty  i s  r i s i n g   l e s s   r a p i d l y  
than incomes. Undoubtedly inf la t ionary   p ressures  d:, e x i s t  i n  
the economy but t h e   s i g n i f i c m t   f a c t o r  is that the  reforms  have 
not  of themselves  created  these  but  rather have brought them 
out  i n t o  the open. The HungmiGus themselves readily admit that 
it-will be mmy years  before it can be said the  reforms  have 
succeededo and that add i t ioncd  changes w i l l  be  necessary, but 
a t  least  they can see   be t t e r  now where these  chmges  need t o  be 
made c 

A s  regards  foreigï   tracle,   the  changes  introduced i n  the 
methods o f  t r cd ing  are fa i r ly   far-reaching.   Detai led and 
compulsory t a r g e t s  have  been replaced by a system o f  economic 
incentives  such as tax  concessions,   subsidies a ic l  l ev i e sp   fo re ign  
exchange  mrangements ancl c r e d i t   f a c i l i t i e s  - a l l  designed t o  
promote e f fec t ive   fore ign  trzde operations,  ,and above a l l ,  t o  make 
enterprises  nore  export-orientated.  The granting o f  d i r e c t  
trading rights t o  ce r t a in   fo re ign   t r ade  and prod-ucer en te rp r i se s  

squarely  on  the  shoulders o f  en te rpr i se  managers. Protect ion 
for c e r t a i n   s e c t o r s  of i n d u s t r y   i n i t i a l l y  i s  ensured  by  customs 
tariffs, whi l s t  compulsory deposits and l i cenc ing  schemes care 
being  used  extensively t o  control  excessive  imports. Al1 these 
measures  contrast   sharply  with  the r igid bilateral t r a d i n  
procedures  operating i n  Hungary’s t r ade  with he r  Commis f partners.  
And t h i s  i s  one o f  the p o i n t s  we s h o u l d  l i k e  t o  pursue i n   t h e  
discussion - namely, how far it w i l l  be  possible f o r  Hungary t o  
develop ci free-market  sector o f  foreign  trade  ,dongside  the 
e x i s t i n g  dominant sec tor  of intra-bloc *rafle., ,So far, there  
has been no lessening  of genercl  State  control  over  foreign  tracle - 
the volume ,and direction  being  influenced  through  State  al locations 
o f  f o r e i m  exchange, f i x ing  of exchange r a t e s  a lc l  authorisation of 
d i r e c t  trading r ights  with fore ign  firms, 

J is intended t o  pu t   t he   r e spons ib i l i t y  f o r  vvprofitrtblev*  exporting 

As t o   t h e  impact o f  t he  economic regula tors  on foreign 
t rade  so  fLvp although  progress l as t  year was i n  some respec%s 
d isappoin t ing ,   resu l t s  t h i s  year  have  been  encourzging, with a 
p a r t i c u l m l y  high increase i n  t rade  with Western  countries  (exports 
up 28% cnd imports 17%). This will c e r t a i n l y  have a benef ic ic l  
e f fec t  on  Mrngary’s  foreiGm  exchange and ba lmce   o f  payments 
posit ion.  
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AC/iS9-D/68 

This leads on t o  Hungary's r e l a t i o n s  with the  West, 
and more par t icular ly   the  industr ia l ly   developed  countr ies .  
The record  of  Hunprian  co-operation with the West, in  various 
f o r m s , ' i s  irnpresslve. The examples  given in the  Appendix t o  
th i s  r e p o r t   a r e   j u s t  a few se lec ted  as representat ive  of   the 
d i f f e r i n g   t y p e s  o f  co-operation  deals, Hungary is anxious t o  
develop  these links, and  the expansion i n  East-West t rade  which 
w i l l  r e su l t   cou ld  be considerable,  It would be i n t e r e s t i n g   t o  
hear  other  delegations'  views  on this. 

Along with these  increasing economic links with the 
West, Hungary has been pressing for closer  co-operation within 
CMEA, more espec ia l ly  in  long-term. jo in t  -investment planningi 
and currency  convert ibi l i ty .  The l a t t e r  i s  a problem of 
par t icu lar  concern  to  Hungary.with  her high degree of foreign 
t rade  dependence, However, we do n o t  fqresee much progress i n  
t h i s  f i e l d  f o r  some time t o  come.  Hung&y is  heavi ly  committed 
to   her   b loc  trading partnersg and is about  to  negotiate  long- 
term trade  agreements with them for the  next 5-year  period. We 
do not   be l ieve   there  w i l l  be any b a s i c  change i n  the   p re sen t  
d i s t r i b u t i o n  of foreign trade, although a more dynaJlldc 
growth i n  exports can be expected as a resu l t  of the 
var ious  new e C O n O n i C  nethods being introduced i n  fore ign  
trade 

. .. 

4. 'The CHAIRMAN emphasised that, although .a small country 
with a population  of o n l y  10 million inhabitants, Hungary w a s  , 

character ised 'by very   o r ig ina l  features from a t r i p l e   p o i n t  o f  
view: there  economic reforms had first be'en conceived,  they 
had been implemented with perseverance and had brought  about 
some favourable   effects ;  it was a t r a d i t i o n a l l y   a p i c u l t u r a l  
country which had achieved sueces.in.industrialisation; it 
was a country  very much dependent  on  foreign trade.. He suggested 
that the main l i n e s   o f   i n t e r n a l  economic  development 
(paragraphs  14-39) m i g h t  be examined before the discussion  passed 
on t o  the fore ign   t rade  o f  Hungrtry (paragraphs 40-73) 

. .  

. . -  

5.  Mr. CYILGIS f u l l y  agreed .with most o f  the   po in ts  made 
i n  the  basic   paper  as well as i n  the introductory remaxks.' 'He 
drew attention t o   t h e  importance  of  reforms and t o  the 
consul ta t ions on their main p r inc ip l e s  which had been  very active 
i n  COMECON, He also agreed with the conclusion that the reforms 
would in  no way ilaply a n  a l t e r a t i o n  o f  the   p resent   d i s t r ibu t ion  
of foreign  trade.  The West would have an occasion ' t o  examine 
the  general  features of Hungary's ex terna l  economic r e l a t i o n s  
with respec t  t o  her   appl ica t ion  f o r  full membership of GATT. As 
regards  co-operation  apeements,  he considered  the  .emphasis 
which the Hungarians placed on them as a subs t i t u t e  t o  the  
r e l i a n c e  on  Western c red i t s .  He wished t o  make a few comments 
o n  the economic s i t u a t i o n  in Himgay:  it was a very small country 
with 10.3 million  people l iving on 93,000 sq.km, which offered 
a very   l imi ted  market. With the  except ion o f  bauxite it had 
very few r a w  matericals and t h i s  had an influence  on its 
industrial  base as it pointed t o  concentrat ion  on  those  industr ies  
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NATO CONFIDENTIAL -6- 

which  included a great  content  of  labour and processing and t o  
~ p e c i ~ ~ i s a t i o n ;  this d s o  caused a very  heavy commitment on 
foreign  t rade.  The t radi t iozml value o f  agr icu l tura l   p roduct ion  
cont inued   to  be very  important, and self-suff ic iency i n  t h i s  
f i e l d  ensured Hungary a c e r t a i n  economic strength; a g r i c u l t u r a l  
exports  contributed t o  ease  the  balance  of payments posit ion.  
Hungary was bas i ca l ly  a Western - and not  a Slavonic - country; 
th i s  o r i e n t a t i o n  toward  the West was most s t r i k i n g  i n  the 
c u l t u r a l  f i e l d ,  but it could a l s o  be found i n  industry and i n  
the  preference given t o  French and Germen equipment. The 
economic link with the  Soviet  Union was very natural since  the 
USSR provided raw materials and markets t o  Hungary. He concluded 
by  underlining  the  importance o f  the  reforms t o  the present 
economic s i tua t ion ;   the  first three   years  were t o  be a trial 
per iod;   the  Hungarians hoped t o b e a b l e  t o  g o  fbrther in t h i s  way 
during the   nex t   f i ve -yea  plan.  There was no doubt that the 
reforms had created some problems  which  were de t z i l ed  i n  the 
United Kingdom Note,  but  they had succeeded i n  not   upse t t ing   the  
whole economy. 

6, Mr. CZYBULKA exyre.ssed h i s  appreciation  of  the  United 
Kingdom Note,   the  length o f  which was completely  just i f ied by 
the  importance  of H u n g a r i a n  reform,  the more sophis t icated i n  

as regards f o r e i g n  trade, he added that imports 'of raw mater ia l s  
per  c a p i t a  i n  1968  were estimated by o f f i c i a l  Hungarian sources 
at  53 roubles f o r  H u n g a r y o  as. against 32 roubles f o r  Bulgaria, 
25 roubles   for 'Poland,  20 roubles f o r  Rumania and 9 roubles   for   the  
Soviet  'Union, 

e a l l  t h e  COTaCON countries.  He had no comments o n  paragraphs 14-40; 

I o  INT_ERNAL ECONOl'XCC AD_EVELOPIVIENT 

7. The PORTUGUESE PiPRESEXTATPIVE wondered why Hungarim 
economic r e f o r m s  had n o t  moused  the  displeasure of t he  
Soviet  Union. 

8, Miss EVABS explained that they had been  very  carefully 
thought  out and implemented i n  consul ta t ion  with the  USSR and 
t h a t  they hzd been  carr ied  out  i n  the context o f  a s t a b l e  &&me 
wi thou t   en t a i l i ng  any lessening of the   Par ty   cont ro l ,  which had 
not  been the case i n  Czechoslovakia. 

9. Mr. GOODHEW dctec? that  i n  the l z t t e r   c o u n t r y   t h e  
Soviets had not  objected t o  the  reform programme i t s e l f ,  but they 
Could n o t  allow any reduction i n  the   Par ty   cont ro l ,  

NATO CONFIDENTIRL -6- 
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11. The  ITALIAN REFRESENTfTIVE wished t o  hear  the  views 
o f  the Experts on the  degree o f  autonomy a c t w a l l y   g r a t e d  t o  
managers Elnd on t h e   f l e x i b i l i t y  of p r i ces  and t h e i r   r e l a t i o n  t o  
costs .  

1 2 .  MissEVAlYS r ep l i ed  that it was d i f f i c u l t  t o  find  evidence 
as t o  what freedom had been  given t o  managers; the  only 
indicator  would be the  success  adhieved i n  expanding t h e i r  
exports t o  the  West. 

13. W .  GOODHEW added that the  enterpr ise  mamgers d i d  have 
a c e r t a i n  freedom in  the  s toclcs 'axl   product ion  pol icy but they 
were strongly  influenced by cen t rd   au tho r i t i e s   t h rough   f i nanc ia l  
regulations.  The r e p a r t i t i o n  o f  funds'between  investment  and 
consumption as well as the   g ran t ing  of bank c r e d i t s  were governed 
by the  State;  budgetary  investments were still a very  important 
f a c t o r  and enterprises  had t o  comply with them. Considerable 
confusion had a r i sen   s ince   t he   a l loca t ion  of m a t e r i d s  was no 
more central ised.  

14. The C H A I R " ?  remarked t h n t  under  the new system 
obl igatory  export   targets  were replaced by var ious  incent ives  
which  gave the   en te rp r i se s  a certz-in  mwgin of autonomy. 

15. The  FPiNCH  REPRESENTcilTIVE would be in t e re s t ed  by more 
d e t a i l s  on the   f inancial   r61e of the   S ta te  and on i t s  monetary 
policy'. 

16. Mr. GOODHEW said that the  government's  r81e i n   t h e  
investment  policy was a major f n c t o r   i n  the  d i r ec t ion  o f  the 
economy. Enterpr i ses  were o n l y  permitted t o  renew a s s e t s  and 
extent   product ion  faci l i t ies   provided that this did. not  exceed 
a c e r t a i n  limit (a 25% increase . in   the   ou tput  o f  the  branch o r  
product group concerned).  Credits were e n t i r e l y  governed by 
the  State .  There  were f r e e   p r i c e s  in Hungary but these  only 
represented a very small percentsge m d  there  was art ind ica t ion  
that between now and 1970 the  sh,we of f ixed and maximum pr i ces  
would be reduced;  only some f ixed   pr ices  might become maximum 
prices., This res t r ic ted   compet i t ion  between firms, 

l'?. Mr. \VILGIS added that the managers  were s t i l l  under 
the  control  o f  t he i r   r e spec t ive   min i s t r i e sbu t   t hey  hatcl achieved 
a eertain  degree of independence as no p lan  t a r g e t s  were  imposed 
on ind iv idua l   en te rpr i ses .  The 1969 budget f i v e s  did  not  
r e f l e c t  a .great  decrease o f  Government subsidies  t o  en terpr i ses ,  
However, he hrd heard f r o m  Government sources tkt these had 
been  reducecl by 30%. There heel been  evidence i n  1968 and 1969 
that the  Government had encorntercd some d i f f i c u l t i e s  i n  d i r e c t i n g  
the  investments o f  en t e rp r i se s  2s t h e   l a t t e r  tencled t o  spend 
mare on construct ion than on machinery  (which was re f l ec t ed  by 
t h e   r i s i n g   p r i c e s  of bui lding  m"ter ia ls) .  The Government would 
not   inf luence  the employment policy  sufficiently;   rebgülations 
i n   f o r c e  were s t imula t ing   increcses   ra ther  than decre3ses   in  
employment, thereby  creat ing ,an undesirable  competition on the 
labour market, With respec t  t o  i n f l a t i o n ,  he admitted that a 
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cons ide rab le   p r i ce   r i s e  had taken  place l a t  year on the   f r ee  
market; i n  April p r i c e s  had incremed by 32% over  the  previous 
year,  But t h i s  was a very u n i m p o r t m t  ind ica tor  as it concerned 
a very small shrzre o f  t h e  t o t a l  market. He agreed  that   the 
Government played c key  r61e by controll ing  investments and 
suppl ies .  The r egu la t ing   e f f ec t  o f  i n t e r e s t   r a t e  had not   yet  
developed i n  HungLary; the  Authori t ies  had r e l i ed   exc lus ive ly  on 
the i r   s e l ec t ive   c r ed i t   po l i cy .  This . i n   t u r n  had caused an 
outs tanding phenomenon: the power which the  Natio,na,l Bank had 
assumed i n  the  economy  was unequcdled by any bank in the West. 

18. The CmLIRMm noted tha t  unc?er the  economic reforms 
p r o f i t a b i l i t y  had become the main success  indicator,  On the 
other  hand,  managers were s t i l l  appointed by the Government. He 
asked what would happen if an  enterpr ise  made  no p r o f i t ,  

19. Mr. GOODHEW explained that an outside.  accounting 
organizat ion would look  a t   t h e  finances of such a n  en terpr i se ,  
see i f  there  wzs in t e rna l  rnismmagement, i n  which case  the 
m,magers would be  replaced and the  f inances  reorganized, If 
an  i n e f f i c i e n t   e n t e r p r i s e  was no t   e s sen t i a l  t o  the economy, 
i n   t h e o r y  it should  go bankIY.€pta He mentioned two exanples o f  
small firms having  been  closed down; but it would seem very 
unl ike ly  that the  Government would be  prepared t o  admit the 
closure o f  a big firm, 

20. The UNITED STATES REPRESENTBTIVE added that  under  the 
new economic  mechanism i t  was qui te   poss ib le  f o r  s t r a t e g i c  
en te rp r i se s  t o  operate  continuLally at a d e f i c i t  and t o  be 
subsidised, 

21, The CWJRnW!? asked i f  the   gene ra l   p r inc ip l e   i n   fo re ign  
t rade  was the estzblishment of c r e c i t  limits and the   au tho r i t i t i ve  
d i s t r i b u t i o n  o f  c r e d i t s  and determination of  i n t e r e s t   r a t e s .  

22, Miss EVANS explained  that, as regards f o r e i g n  exchange 
cred i t s ,   each   cqql ica t ion  had t o  be c m e f u l l y  examined by the 
Foreign  Trade Bank ,and Ministry before being  authorised, With 
respec t  t o  c r e d i t  limits, an  enterpr ise  was allowed  foreign 
exchange c r e d i t s  t o  the  extent where it was able  t o  receive 
fore ign  exchange  through  exports; it was e n t i t l e d  t o  get  cl. cer ta in ,  
percentage o f  these  earnings f o r  imports. Apart from t h i s  
c r e d i t s  were ve ry   s t r i c t ly   con t ro l l ed ,  

23, The UNITED STATES REPRESENTATIVE added that fore ign  
t rade   assoc ia t ions  a l s o  rece ived   c red i t s  f o r  the  purchase of food 
f o r  export  on the  domestic  market. 

24, The CHT,ImfiS asked t o  what extent  banks were independent 
of the   S ta te ,  He reca l led  that  i n  Vkstern  countries  these was a 
d u a l i t y  between t h e   f i n a c i a l  power, exercised by the   " In is t ry  o f  
Finance, and the monetary power, vestect in   the  Nat ional  Bank. He 
asked  whether  the  State Bank was d l o w e d  a c e r t a i n  autonomy o r  
whether it was submitted t o  the Government's decis ions;  he a l s o  
wished t o  know whether  orclinary b , d s  were independent  vis-a-vis 
the  Central  Bank. 
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25. Mr. GOODHEW s t a t e d  that the  Hungarian National Bank 
had t o  adhere t o   t h e  Governmentvs  orders on c r e d i t   p r i o r i t i e s .  
For smaller  investments it was f r ee ,  under the  control  o f  the 
Government, t o  use i t s  own discret ion,  He added that Hungary 
had a modern bank system,  but  the  Central Bank regulated all the  
others ,  The idea o f  managerial ,ma bankers*  independence might 
develop sometime i n   t h e   f u t u r e ,   b u t   n o t   i n   t h e   n e a r   f u t u r e .  

26. The C W m W  observed -th& i n  paragraph 75 o f  the   basic  
note  bankers had been  mentioned as one o f  the pressure gr0.u 5,  
which might ind ica te  a certain  degree o f  autonomy, He aske B 
the  United Kingdom Delegation t o  submit  detailed  information 
on the   s t ruc ture  o f  the  banking  system, 

27. Mr. WILGIS r ep l i ed  .that there  was not  much information 
avai lable  on this subject ,  The National Bank had been owned 
by s tockholders   (unt i l  last '  yeas  there had been  foreigners among 
them),  'but this did n o t  decrease   the   ident i f ica t ion  with the 
Government. The Investment B a n k  was a sub-branch o f  it, The 
Savings.Banks'  deposits  reached 33 m i l l i a r d  f o r i n t s  which could 
be used f o r  private  building  purposes;  t h i s  high amount revealed 
a skiortage o f  q w l i t y  goods  avcilable f o r  purchases.  There was 
m o t h e r  bank, spec ia l i sed  i n  compensation,  co-operation and 
co-ordination,  which was placed under the   jo in t   d i rec t ion  of  the  
National Bard-:, the  Foreign  Trade Bank  and the  Ministry o f  Finance. 

28, The NETHERLRNDS REPRESENTATSVE added that according 
t o  information  received f r o m  Budapest by his  Authori t ies ,   besides  
bank c r e d i t s  m a  budgetary  reserves f o r  bigger   projects ,   o ther  
branches o f  industry had created some kind of  development funds 
from which enterpr ises   could  obtain  the money they  needed for 
investment. 

29, Mr. CZYLBULKA r e fe r r ed  t o  p u a g a p h  2 of Annex I t o  
the  ,United Kingdom Rote, s t a t i n g  that en terpr i ses  now made t h e i r  
own plans  inaependently and it was a funct ion o f  the  respect ive 
minis t r ies  t o  ensure that the 'plans o f  en terpr i ses  within their 
j u r i sd i c t ion  were within  the  f rmework o f  s t a t e  economic policy. 
He asked how min i s t r i e s   ca r r i ed   ou t   t he i r   func t ion  a d  what 
means o f  ac t ion  were a t  the  clisposcl,l, of  the  adminis t ra t ion t o  
ensure  coherence  between  .enterprises* p l a n s  and c e n t r a l  plans.  

30. Mr. GOODHEW indica ted  that. the  manager worked out h i s  
own plan which was not   provis ional  as. it had been i n   t h e  past .  
If it  diverged from s o c i a l   i n t e r e s t  it could be modified  by'  the 
Ministry, The Government used   f i nmc ia l   r egu la t ions  t o  make 
sure  that  plans were i n  agreement with t h e i r  wishes. 

31. The C H I I I U  emphasised thzt, as reforms were  implemented 
=and inf la t ionmy  pressure  could be f e l t ,  some monetcry mechanisms 
became cpparent  even i n  a s o c i d i s t  economy and it would be 
i n t e r e s t i n g  t o  anj lyse how they worked. He then  invi ted  experts  
t o  give some indica t ions  on budge tay  problems. 
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32, Mr. GOODHEW said that due t o  lack o f  information it 
was d i f f i c u l t  t o  give a bre,akclom o f  budgetary  expenditure. The 
t o t a l  revenue had r i s e n  from 137,000 m i l l i o n   f o r i n t s   i n  1968 t o  
155,000 m i l l i o n   i n  1969, The State  investments  through 
budget  accounts  represented 60$ o f  t o t a l  investment,  There was 
a cer tain  degree cf decentral isat ion  through  local   counci ls  f o r  
t he   d i s t r ibu t ion  o f  budget,vy funds,  o f  funds f o r  education, 
heal th ,   e tc ,  

33. Yk. WILGIS found it i n t e r e s t i n g  t o  not ice  that  i n  1968 
and again i n  1969 f o r  the first time  the Government had run a 
def ic i t   budget ;   spec ia l   e f for t s  would be made t o  s t o p  t h i s  
t r end   i n   t he   nea r   fu tu re ,  With respect  t o  the  budgetary  proceclme, 
the  budget was worked out  in   minis t r ies   then  submit ted t o  the 
Budget  Committee o f  the Ptlrli,uncnt; the  parliamentary  debate was 
very perfunctory which had czused some c r i t i c i s m   i n   t h e  press 
recent ly  znd assurance had. been  given by the  Minister o f  Finance 
that the  discussions would be longer and more detai led,  

34. The CHAIRMAN askea how t h i s  d e f i c i t  was t o  be  financed; 
would the  Central  Bank advflnce funds thereby  cmsing an , 

increase o f  t he   c i r cu la t inz  media  and a pressure on pr ices? 

35. The TLTFXISH REPRESENTATIVE said that i n  1968  the 
d e f i c i t  had amounted t o  1,400 milliard f o r i n t s  (i.e. 1% of the 
t o t a l  revenue),  but i t  had been met from the  surplus  of the 
1967 budget, 

36. The CHAIRMRN then passed on t o  the  question of p r i ces  
and asked f o r  further  information on the  three  categories  of pr ices  
e x i s t i n g   i n  Hungary. 

37. Mr. GOODHEW explained that the  Government fearea a r i s e  
in consuner  prices;   therefore,  f o r  50% of goods in r e t a i l   t r a d e  
there  were f ixed o r  maximm prices .  The o f f i c iC l .   r e t a i l   p r i ce  
index was based  on some selected  prices  giving  consequently a 

.wrong  impression o f  the re,al trend. 

36, The ITALIAN REPRESERI"A!PIVE wondered t o  w h a t  extent  
c o s t s  o f  production  could  be  t iken  into  consideration when f i x i n g  
pr ices .  

39* Nr. GOODHEW admitted that t h i s  w a s  the   point  where 
most  reforms f e l l  down in   Eas te rn  Europe. The Hungarians 
considered this as a very  long-term  problem: t o  r a t i o n a l i s e  
the i r   p r ice   sys tem would need mothe r  10 t o  15 ye,vse . For the 
moment  theh'. were t r y i n g  t o  rc-t ionalise  wholesale  prices on 
the basis o f  so-called "world rnake t   p r icesofP  as they assumed 
that Western p r i ces  were more r ea t l i s t i c   t han   t he i r  own. 
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4.0. Mr. WILGIS added that imported raw 
priced  domestically in  accordance w i t h  t h e i r  
prices,  Before  the reform, the   turnover   tax 
divorce  nroduction  costs f rom r e t a i l   n r i c e s :  

mater ia l s  were 
fore ign  exchange 
had been  used t o  
its r a l &  was now 

consi6erâbly  reducedo The Hungar im  h tho r i t i e s   u sed  t o  
subs id i se   t he   s a l e  o f  some a r t i c l e s  which  were basic  f o r  the  
s t a n d a d  o f  living, such as bread and milk. 

4-1, Mr. GOODHEW added that the  turnover   tax had been 
t ransferred from the  producer  enterprise t o  the consumer a n d  
had become a s a l e s  tax. 

made i n  paragraph 30 o f  the  United Kingdom Note, that the   cos ts  
o f  rear ing  animals were still general ly  cbove se l l i ng   p r i ces .  

43. nfr. GO03HEW sc2id that  t h i s   f e a t u r e  was common t o  
a g r i c u l t u r e   i n  many countr ies  and explained  subsidies.  Since 
c a t t l e  was an important  earner  of foreign  exchange,  greater 
subsidies  had t o  be p z n t e d  t o  th i s  sector ,   In   the  future ,   very 
l i ke ly   h ighe r  consumer p r i ces  would apply t o  these goods and 
that would make them more profi table ,  

44. The CHAI- asked  whether  black  market  existed f o r  
consumer goods i n  Hun,TE?ry. 

45. Br. WLGIS thought that black market w a s  l e s s  
s i s i f i C a n t  in  Hungary th= i n  most Commnist countr ies .  The 
co-o?eratives and t h e i r  members had the   r i gh t  t o  s e l l   - d i r e c t l y  
i n  Budapest; this was a supplementary  source o f  earnings which 
was not  black market. On the  other  hancl, the   bes t  p a r t  o f  
Hun,garian production t w s  assigned t o  export; a cer ta in   percentage 
o f  t h i s  could  be  held  back and purchased. on a favouri t ism basis. 

46, The GREEK REPRESENTATIVE wondered how the suppor-3 of  
the   bmkers  could be a reason f o r  supposing that the reforms 
s tood  a very good chance o f  success, as s t a t ed  i n  paragraph 77. 

47, Miss EVANS explained that Hungarian reformso as 
d i s t i n c t  from the  Czechoslovak  ones, had been  thought  out  with 
the   par t ic ipa t ion  of f imace   expe r t s ;   t he  programme had o r i g i n a l l y  
been  co-ordinated by the  Ministry o f  F i m c e ,  Bankers seemed able  
to   advise  on the   p rac t ica l   impl ica t ions  o f  the  reforms. 

a Mr. GOODHEW added that there  had been a change from 
inclustrial  . t o  a f i n m c i a l  system of  planning;  the banks were 
far more concerned with the  planning  act ivi ty   than  before .  

$-go The NETPHERLmS REPRESENTATIVE asked for more t ie ta i l s  
on the  tendency t o  s p e c i a l i s a t i o n   i n  Hwrgxy. 
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50. Mr. WILGIS pointed  out t h r t  contrary t o  the  Po.les, 
t he  Hungarians wishecl t o  r e f o r m  n o t  only one sec to r  but the  
whole economy. As regards  the  tendency t o  svec ia l i sa t ion   wi th in  
COMECON, he  bbserved that they were more i n t e re s t ed  
count r ies  i n  concluding  specialisaticn  zgreements, 

51. Bs an i l lust rat ion of  s p e c i d i s a t i o n ,  Xtr. 
mentioned  the  success  achieved in the  production of 
and of machine-tool  equipment, 

thm other  

GOODHEX! 
buses (Ikarus) 

52. The FREI’?CW  REPRESENTATIVE rn ised   ques t ions   re la t ing  
t o  employment in  all the   th ree   sec tors  o f  the economy. 

53. The CKJmLAS underlined  the  difference  between 
Tvunemploymentqq ( in  French g*chômageP9) and tgunderemploymentrt as 
r e f e r r e d  t o  in  the  United Kingdom Note ( i n  French  qqmal-en~ploiQq), 
character ised by can qqsarent full eq3lo;yment together  with an 
i n a d e q u a t e   u t i l i s c t i o n  o f  labour. 

5 j r .  Mr. GOODHEV explained  that  the  problem i n  a p i c u l t u r e  
was t h e   d i f f i c u l t y  t o  guarantee adequate job opportuni t ies ;  it 
shculd be solved i n  the future .  In industry,   the  br$ limit on 
bas i c  wage increases  imposed by the Government i n  1968 had helped 
t o  maintain full employment but had Pggravated  improper employment. 
As wages  were t o  be counted as product ion   cos tso   en te rpr i ses  had 
tended t o  employ wmccesszry  administrative staff, He hoped that 
some chznges woulc l  be brought t o  the present   regulat ions which 
would encourage  the managers t o  make 2 b e t t e r  ,chc?ice  between cap i t a l  
2nd labour. With r e spec t  t o  the  service  sector ,  up t o  now i t  
haci been  neglected ad absorbed a smll percentage o f  labour, 

55. Mr. TFJILGIS added that a c c o r d i n g   t o   s t a t i s t i c s  more 
up-to-date t- those quoted in the Unitecl.  Kingdom paper, 
ciqdoyment had risen by 4% th i s  year (CS agains t  3% last  year)  and 
product iv i ty  hac1 d-ecrersed by 2$. 

56. M r ,  GOODHEW grew a t t e n t i o n   t o   t h e  development o f  
a n c i l l a r y   a c t i v i t i e s  i n  agr icu l ture  t o  f igh t  underemployment. In  
r e p l y  t o  a ques t icn  by the I talian Representative,  he said that 
under t h e  new labsur code,  the em2lcyce had a r i g h t  t o  work where 
he  wished and t o  change h i s  job  without being  obliged t o  have a 
permit, and t h e  employer had t h e   r i g h t   t o  dismiss him, 

57. The GERMAN REPRESENTATIVE cqJhasised that the  number 
of pensioners was rising and that the  expenses f o r  pensions 
Would develop t o  be 2- burden f o r  the Hungarian State .  

58. The CHAIIII!UJV inv i ted   the  Experts t o   f u r n i s h  fur ther  
de ts i l s  on ques t ions   r e l a t ing  t o  population,  such as t h e   b i r t h  
rate,  t he   s t ruc tu re  by sex and by age groups  etc. 
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59. Mr, GOODHEW r ep l i ed  that bir ths  had been  increasing 
i n   t h e  past few yecars  and t h e   r a t e  w a s  impoving   s l igh t iy ,  It 
was t rue  that there  were many pensioners,  but Hungary claimed 
that there  had been a reduction  in  the  nunber of  dependents o n  
the  working  population. I n   t h e  last  few y e a s   t h e  r a t i o  of  
pensioners t o  act ive  populat ion had been  declining. 

60. Mr. WILGIS confirmed that the b i r th  r a t e  had r i s e n  
s l i g h t l y   i n  1968 which was a t t r i b u t a b l e  t o  t he   ch i ld renQs  
allowance. On the  other  hand, there  w w  a high su ic ide   ra te .  
The p resen t   s i t ua t ion  w a s  ra ther   except iond.  as children  born 
i n   t h e   f i f t i e s ,  when abor t ions  were forbidden f o r  a few yems,  
were now enter ing   the  labour market. 

61. The CHt1IP3YIP;N asked for coments  on the  housing  problem 
mentioned i n  p a r a g q h  37 of the  basic  document, 

62. Mr. GOODHEW sa id  that the  housing  shortage was very 
ser ious;  no improvement was foreseeable   in  the immediate future .  

6 3 ,  Mr. WILGIS added t h a t  th is  s i t u a t i o n  was a t t r i b u t a b l e  
t o ' t h e   l a c k  o f  investment and the  shortage o f  construct ion mat 
mater ia ls ,  The r6girile had recognised it a d  had s t m t e d   b u i l d i n g  
Fvhousing  factor iesg1  providing  prefabricsted units, In t h i s  
connection  everyone hacl expected a reform i n  housing. The S ta t e  
l e t   q a r t m e n t s  at  such a low r e n t  that  it could  not a f f o r d  t o  
maintain-them. A new c?ecree had recently  been  promulgated 
au tho r i s ing   t he   t r ans fe r  o f  small apartment  houses t o  p r iva t e  
ownership and i n   f a c t   o b l i g i n g . t h e   t e n a n t  t o  buy the  property. 
There was much favouritism' in   t he   a l loca t ion  o f  housing.  Large" 
apr t rnents  s t i l l  ex is ted   bu t  were shared by several  people= 
young people were building  co-operative  apartments. 

64, The  CH,lI€@I.pN drew a t t e n t i o n  t o  the  17% increase of 
person& savings  which had occurred  in1968 and asked some 
questions on the   c r i t e r i a   u sed  t o  measure t h i s  and the  r a t i o  
savings t o  investments. 

65. M r .  GOODHEW explained that personal.  savings were 
measured on the. basis o f  depos i t s   in   sav ings  banks; t h i s  was 
a population's saving Rulld used f o r  private purposes  such as 
bui lding a house o r  buying a car ,  PersonKL savings  represented 
a t  present  about  one-third of t o t a l  investment. 

660 The UNITED STATES REPRESENThTIVE said that the  increase 
of personal  savings was a t t r i b u t a b l e  t o  l a t e   i n f l a t iona ry   t ens ions  
and the dissatisfaction o f  the consumers at the   qua l i ty  and range 
o f  goods offered,   but  it was a l s o  the s i s  o f  a kind o f  pressure 
on the  régime f o r  ,allocating a l a r g e r   s h a e  of  na t iona l  income t o  
the  population  welfare,  
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II, FOREIGN TRADE 

67.  The UNITED STATES  REPRESENTATIVE re fe r r ed  t o  paragraph 2 
of t h e   b m i c  document,  where Hungary was said t o  be more clependent 
on fore ign   t rade  than m y   o t h e r  East EuropeCm country. He pointed 
o u t  that  Bulgaria was i n  i~ similar p o s i t i o n  as regards foreign 
tracle, with exports   represent ing about 20$ o f  'GNP. 

Miss EVANS indicated  that ,  in  the  note  submitted by her  Delegation, 
GNP f ibpres  were based  on US est imates ,  foreign t rade  was 
est i rmted i n  value a t  cur ren t   p r ices  and rt t h e   o f f i c i a l  
cormerc ia l   ra te  o f  exchange. When her   Authori t ies  had trie?:  t o  
estimate  the  balance o f  payments, c e r t a i n   d i s c r e p h c i e s  had 
appeLared between  Western and Eastern figures; f o r  the  purpose o f  
internal   consis tency,   only 13ungarian t r a d e   s t a t i s t i c s  had been 
used  throughout ' the  basic  document (except   for   Ice land  and Portugalh 
impor ts  being  reported c. i .f .  and exports  f .o.b.  The GIW f igu res  
were gLven a t  the donestic  purchasing power rate. 

68, In r ep ly  t o  ques t ions   ra i sed  ,by severa l   Exper t s  

69. Mr. WILGIS said tha t  GNP f igures   contained in  th i s  
paper compared wel l  with thhe'united  States  estimates,   al though  they 
c e r t a i n l y  d i d  n o t  r e f l e c t   t h e   s t a n d a r d  o f  l iving in  the East as 

li they would have done in  the West. H u n g a r i a n  economists  evaluatecl 
t h e i r  net n a t e r i a l  proc?uct per year a t  $ 670, which did not 
coincide with Western  estimates. A s  regards   foreign  t rade9 he 
d i d  not   see  much discrepcmcy  between US anc?UK f igures .  

70. The CH.LIRJiIAN observed that t h e   e v d u a t i o n  o f  foreign 
t rade  in terms  of GNP wzs r a t h e r   d i f f i c u l t ,  8s the  units used 
were d i f f e ren t .  He wondered whether some cross-checking  could be 
made o f  Hungarian s t a t i s t i c s  o n  the  basis of data ava i l ab le  in the  
West. 

71. Miss EVANS m i d  tha t  th i s  had been done i n  an exercise 
on  the  balance of payments; discrepancies i n  t r a d e   f i g u r e s   f i n c l l y  
narrowed down t o  one o r  -hvo countries but it mas v e r y   d i f f i c u l t  
t o  reconci le   these data: Hungarians  recorded t h e i r  impor ts  
i n  (2.i.f. ; noreover, they sometimes inc luded   i n   t he   i npor t s  of- 
l a r g e  i n s t a l l a t i o n s  p a r t  of t h e   t e c h n i c d  know-how.or. the 
patented elements. 

72, The FRENCH  REPRESENTATIVE conclucled that a confrontation 
between E x p r - t s  on  these  different  methods o f  evaluat ion should 
take  place as soon as possible. 

73. The CHRIRIUN agreed that such a confrontation should 
be organised. A s  soon as the United  States  Delegation had provided 
the  documentation  which it had promised some time ago, a spec iz l  
sess ion  vqoul.61 be  devoted t o  the d i f f e r e n t  methods  of  evaluating 
GNP as well  as foreign  t rade.  With respec t  t o  t h e   l a t t e r ,  by 
comparing the  amount of c red i t s   g ran ted  by the  West and t he  
volume o f  goods ccnsequently  exchmged, i t .  should be possible  t o  
cdculrzte  an i m p l i c i t  commercial value o f  t h e  for in t ,  He then 
askec? the  Exper t s  t o  express  their   views o n  the   p r ice   condi t icns  
in  t r ade  relations within CONECON. 
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7f;. PJIiss EVANS said that v i r tua l ly   the   in t ra -b loc   t rade  
was c a r i e d  out a t  wsrlcl mcrket p r i c e s  although it was recorded 
in   roubles  or in  the  vFrious  currencies of the  countr ies  
concerned. In  f a c t ,   t h e r e  m s  no discrepancy between H u n g n i a n  
r e l a t ions  with the  East 2nd with the  West as r ega rds   t he i r  
s t a t i s t i c a l   v a l u e .  

75. Mr. WILGIS e ~ ~ ~ l a i n e d  that there   exis ted  four   values  o f  
the forint:  the o f f i c i a l   r a t e  - 11.74 forints t o  one d o l l z r  - 
which was u s e d   s t r i c t l y  f o r  s t a t i s t i c a l  purposes and a l s o  f o r  
repaying some loans t o  t he  West; t h e   s o - c a l l e d . t o u r i s t   r a t e  
( o r  non-commercial r a t e )  - 30 f o r i n t s   t o  one d o l l a r  - establ ished 
when the  reform had been  inau,wated i n  January 1968, which 
rep laced   the   o ld   tour i s t  rzte of 24 f o r i n t s   t o  one do l l a r ,  plus 
the  State  payment r a t e   c l o s e   t o  30 for ints  t o  one dol lar ;   then 
the two commercial values for t h e   f o r i n t  - 4.0 f o r i n t s   t o  1 rouble 
a n c l  60 forints t o  1 do l l a r ;   bas i ca l ly   t he   t r ade  'wi th  the  West 
was cz r r i ed   ou t  on the   bas i s   o f  t h i s  60 f o r i n t s   t o ' o n e  dollar 
r a t e  

76. The CHAIRR#!I expressed  doubts as t o  t h e   v a l i d i t y  o f  
cer ta in   evaluat ions made und-er these conditions.  It seemed 
t h a t   t r r d e   r e l a t i o n s  between Hungary and the Soviet  Union  were 
based on a common monetary unit which was i tself  founded on 
worId pr ices .  The advantcge  derived by 'one o r  the o ther   par tner  
f rom . t h e i r  trade r e l a t i o n s  depended on the exchange rate used. 

77. The UNITED STLTES  REPRESENTATIVE thought that the  
r e d i s m  o f  the  exchange  r3,te of. the   t ransferab le  rouble was 
entirely  dependent upon how close  the  price  system i n  Coxnmunist 
countries was r e l a t e d  t o  tvorid market pr ices .  

78. The CANADIAIT RETEESENTATIVE asked what was the 
ba lmce  o f  advantage in t r ade  between  the USSR and Hungary; 
which  one was explo i t ing   the   o ther?  

79. Mr. WILGIS repliecl that there   ex is ted  many studies 
showing that the USSR exploi ted Hungary an3 many studies 
showing the  opposite.  He had the  personal  feeling that Hungary 
had not   suffered,  a t  l e c s t  f o r  the  l as t  t e n  yeF,rs9 from he r  
trading r e l a t i o n s  with the  Soviet  Union. However, Hungarim 
o f f i c i a l s  had reported that  t rade  within COMECON was ca r r i ed  
out a t  a r t i f i c i a l l y  low p r i c e s ;   t o   o f f s e t  them, Hungary had a 
customs turnover   t ax   appl ied  against imports from other  Communist 
countr ieso  instead o f  the  normal tar i f f ,  

.. . 

80,  Mr. CZYLBULKA stated that world  m.rket   pr ices   real ly  
existed  only f o r  raw materials; the  ipportance o f  bargaining f o r  
other  equipment  should not be underestimated.  Often  the  prices 
for H u n g a 3 a . n  equipment.were  too  low and those for raw materials  
too high; t h i s  was the  case i n  a l l  East kuropean  countries. 
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81. Miss EVfaS added that Hungp-rians a l so   f i xeC   the i r   p r i ces  
f o r  a long  period of time; this was ,another  element of uncertainty 
from which the  Soviet  Union might Enin one year a n c l  lose   mother .  
This f l u c t u a t i n g   f a c t o r  made ca lcu lc t ions   ex t remely   d i f f icu l t ,  
a d  the  term  g9exploitationv* seemec? s l i g h t l y  o u t  o f  context here. 

82,  Mr. VILGIS explained t h r t  when t h e  Hungarians had 
es tab l i shed   the  commercial values f o r  t h e   f o r i n t   t h e y  had done so 
on  the basis o f  foreign  trade  f igure 's   for.1966. Some .off ic ia ls  
had told him that they were go ing   t o  publish these   ca lcu la t ions  i n  
the  near   future .  

83. The C&URMm remarked tha t  t h i s  problem WZLS of   special  
i n t e r e s t  t o  NATO as the  dependence o f  Hungary upon the  Soviet  
Union was a f f e c t e 3  by the   t r ade   r e l a t ions  within t h e   S o c i a l i s t  
World. He then  passed on t o   t h e  ind-ustrial co-operation which 
represented a new development , i n  the   ex te rna l  economic relations, 
not  o n l y  within COMECON but a l s o  between East and West. As it  
ha8 been  previously said by the Uni ted   S ta tes   Exper t   indus t r ia l  
co-operation harl been  imagined as a substi tute t o  the   re l iance  
on c red i t s .  He hac? been  surprised, when reading the United 
Kingdom Note, by the   paradoxica l   s t ruc ture  o f  trade r e l a t i o n s  
between Hungary m d  Eastern  countr ies ,  and espec ia l ly   the  USSR, 
as it remindec? him of t r ade   r e l a t ions  between a developed and 
underdevelopet3  country:, a l a r g e   s h a e   o f  Hungarian exports t o  
t he  USSR consisted of  manufacturec? products  whereas  imLlorts 
f r o m  the  USSR included  half-finished  p-oducts and even r a w  
materials. 

84. Miss EVANS added that th i s  highlighted Hungay's 
deficiency i n  raw materials  which expla ined   the   pa t te rn  o f  her 
trade with the  USSR. 

85. Mr. GOOI>HEW said that the Soviet  Union represented an 
enormous market f o r  the  lower  qual i ty  consumer goods which the 
Hungarians coulc? not  export  t o  t he  West, 

86. Mr. WILGIS wished t o  make  some minor observations on 
the  United Kingdom Paper. In  pa.rzgm,ph 51, s t r e s s i n g   t h e  
importance of  exports o f  fooclstuffs mxl i n d u s t r i a l  consumer goods 
t o   t h e  West, he would l i k e  t o  m" text i les ,   a l though  they  could 
be  considered as included in  consumer goods. In  ; ? a a g a p h  53, 
with r e s p e c t . t o  the increase  of  capacity of  the  Fr iendship 
Pipeline  through  Czechoslovakia,  he thought that t h i s  expansion 
concerned  the  second  pipeline which would be b u i l t  d i r e c t l y  
from the USSR t o  Hungary. In  paragraph 55, it would be useful 
t o  mention  the t w o  commercial values o f  the for in t  (40 f o r i n t s  
t o  1 rouble and 60 for ints  t o  1 d o l l a r )  and also t o  ndd a 
sentence t o  inclicate that the tariff  was n o t  appl ied  z-zainst  other 
COMECON countries.  He agreed that the  drop i n  Western  imports 
i n  1968  suggested  that  the new measures  devised t o   c o n t r o l  hard 
currency  expenditure were operatin:?  effectively, as said in  
paragraph 58; however, t h e   l a r g e   r i s e  i n  imports from the  West, 
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which ha% taken   p lace   in  1969, shou ld  be t&en  into  accountr   In  
parawgaph 61, he would underline  the  stztement's  emphasis that 
the   d i s t r ibu t ion  of  Huncarian  trade was n o t   l i k e l y  t o  chan@  very 
much under  the  reform, If trade with the  Soviet  Union  were t o  
C ~ O P ,  the  Hungarian  reform would be seriously  threatened m d  
cr i t ic i sms  would be  voiced from the  Soviet  side. As.  ree;arcls 
p a r a g a p h  6 5 9  i f  the Hungarian view  on  economic i n t e g r a t i o n   c m e  
very c lose  t o  t h a t  h e l d   i n  Poland, it s h o u l d  be noted that the 
Poles had not  supported  the  Hungarians t o  the  extent  anticii)ated.  

87. Passing on t o  industr ia l   co-operr t ion with the  West, 
he thousht that  another  type o f  agreement should be  mentioned 
i n  parrgraph 70:- the Hungarians were  becoming imper ia l i s t  o r  
a t  l e a s t   c a p i t a l i s t  mcl they  did own some f a c t o r i e s   i n   f o r e i g n  
l a d s .  They had es tab l i shed  a f a c t o r y   i n  Lebanon f o r  the 
pro6uction o f  cheese, znd another in Ceylon f o r  the producfiion 
o f  l i g h t  bulbs which was an extension o f  credi ts   granted t o  th i s  
country. In   Algeria  t o o  they owned a f i r m .  This was r a t h e r  
d i s t i n c t  from the  other   types of  Co-operztion  agreements  since it 
involved  capital   investment  in a f o r e i s  country;  the H u n g a r i , u l s  
were quite  worried at th i s  aspect o f  the i r   re form as the  Soviets 
might accuse them o f  ex2lo i t ing  underc?eveloped countr iesI  It was 
c l s o  s t a t e d   i n  rampq3h 70(x) that €€uncary had not  permitted 
any f o r m  o f  direct   investment   in   her  economy with the   so le  
exception o f  the  Hilton and In te rcont inentd   Hote ls .  He would 
not call that direct  investment. The Hilton  deal had s t r i c t l y  
been 8 purchase o f  a f ranchise .   In   the  case o f  the   In te rcont inenta l  
Hotel, a Swiss coq~eny  had l e n t  a hard currency loan o f  $4 r J i l l ion  
t o  the  Foreign  Trade Banko which was t o  be used as p a r t .  o f  the 
la t te ros   resources ;   the   Fore ign  Trade B,ank i n   t u r n  had made a 
l o a n  in f o r i n t s  t o  the  Hungarian  compny  building  the  hotel 
which  would own and control its management completely. The 
Intercontinental   Hotel  would have t o  comply with ce r t a in   qua l i t y  
stznd-wds put down by the   In te rcont inenta l   cha in  and the  Swiss 
compny would receive a percentage of .  the  g o s s  d o l l a r  income of 
the  hotel ;  it had been s t ipu la t ed   i n   t he   con t r ac t  that go$ o f -  
t he   ho te l ' s  income would be i n  do l l a r s .  He asked  whether  the 
United ICingclom Delegation had any inclication that airect   investment  
woulc? be permi t ted   in   the   fu ture ,  

88. Miss EVANS explained that the  cuthors of the  note had 
been 8 l i t t l e  unsure  about this ho te l  scheme; they had been  ra ther  
misled by press  statements  suggesting t h G t  repayments woulcl be i n  
hard currency and out of ?pie p r o f i t  from the  hotel .  They were 
probably wrong in  r e z a d i n s  t h i s  as ~l Girect  investment  but it 
was the  only example they could f ind ,  ~ , n d  they had no fu r the r  
evidence t o  suggest thzt  Hungary would acceyt it i n   t h e   f u t u r e .  
She thought that the  Hungarians would cer ta in ly   no t  admit d i r e c t  
investment i n   t h e  Western  sense,  implyin2 8 c e r t a i n   r e p a t r i a t i o n  
o f  p r o f i t s ;  this would go aga ins t   t he i r  whole th inking  a t  the 
moment. In   fact ,   a l thouzh  direct   investment  was allowed i n  
Yugoslavia f o r  example,  they were worried. zt. the  probable   effects  
o f  such a pol icy,  
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89. The CHAIRlUJl s t ressed  that industr ia l   co-operat ion  with 
t h e  West seemed t o  be L? re f ine6  form o f  b a r t e r 9  whereby Western 
know-how and equipment were pa id  f o r  by mems o f  goods o r  services .  
-He wondered whether t h i s  could  be  regardecl as a kina of ;3macea 
against the  shortage o f  foreign  currency.  Perhaps t h i s  inCustria1 
co-operation would bring other  drawbaclrs f rom the  point  of view 
of the  quality  of  proclucts and o f  t h e   r i g i d i t y  it in t roduced   in  
Eost/Vest trade re la t ions .  Did i t  no t   c r ea t e  a c e r t a i n   i n t e r -  
dependence  between  Hwnzsy and Western  economiesp  which might 
present  poli t ical   disactvantages i n  the   fu ture?  

90. The UNITED STATES REPRESENTATIVE s t a t e d  his Authoyi.f;ies' 
views on t h i s  subject:  co-operation  apeements,  specific,ally 
those which direct ly   provided f o r  j o i n t   s a l e s  t o  t h i r d  count r iesp  
c l e a r l y  would be  helpful  i n  raising the  competit iveness of 
Hungarian products,  However,it was by no means c e r t a i n  that 
enouch  of the  aGeements  could be concluded t o  sustain the  
increases  i n  hard currency  exports.  Moresver,  these  arrangemelzts 
that provided  merely for c z g i t d  equipment,  even if they dic? 
enable high qua l i ty  goods t o  be  produced, s t i l l  l e f t   t h e   b a s i c  
problem o f  g e t t i n g  i n t o  2nd s taying i n  Western  markets.  Often 
this would r e q u i r e   s e l l i n g  a t  near o r  below cos t   p r i ces  end- there  
w ~ s  always the  danger that  a r a p i d  pace of technological change 
i n  t h e  West would leave  Hungary c l ing ing  t o  the   f r inges  of Western 
markets. I n  shor t ,   the  task of becoming coLQetitive  required 
more than contac ts  with the West; it required  domestic  technical 
and d e s i s  innovations,  marketing know-how, e tc . ,  were required, 

91. The CHhIRMLN wondered whether  the  products  manufactured 
under these  co-operation  aseements would be  saleable  on Western 
markets; some doubts  could be r a i sed  in  this respect ,  He asked 
i f  the  United  KingdomExpert  could  provide  further  clarification 
on th i s  question, 

92. Miss EVlaS stated that, as regards  the  general  
quest ion o f  t h e   q u a l i t y  o f  products, many b w a n t e e s  had been 
included i n  these  agreements. With respec t  t o  marketing, in  
arrzagements  concerninz the j o i n t  assembly - o r  production 
with mmket ing   in  third countr iesp  the V?estern par tner  s t i l l  
had a say in  designatinz.   the  markets where the  products would 
be solcl, She mentioner? the example of  an aseement  concluded 
with I(rupp f o r  the  manufacture o f  machine-tools; the products 
were of Q very high q u d i t y  and were sold all over the world. 
Similar ly ,  Rumanian macle gea-boxes f o r  some Renault ca r s  had 
proved  quite up t o  s t m a m d  and even b e t t e r  than the  French  ones. 
In these two casesp   there  was no need t o  ques t ion   the   ac tua l  
qua l i ty -  o f  the product, 

93. The GREEK REPPXESENTATIVE asked if there  had been 
czses  o f  patent  infrincements and what pro tec t ion   the  Western 
firms had a t  t h e i r  c?isposal against having the i r   p roducts  cogied 
in  a Comrmulist country, 
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94. 1.k. WILGIS rep l ied  that a new patent  law -had been 
passed and xL,poved by the  Huns.rian P,arliament e a r l i e r  t h i s  
year which  tended t o  introduce  the  pr inciples  of the  reform 
i n   t h e   p a t e n t   f i e l d ,   P r i v a t e  ovmership of pa ten ts  was reorganised; 
the   S ta te  wzs e n t i t l e d  t o  buy a new patent  but i f  it d i d  not  
exercise  its r ight  pr ivate   inct ividuds and compnies  could  exploit  
it, On the  general   question o f  co-operation with the West i n   t h e  
f i e l d  o f  pc?.tents,  Western firms $.id. have  recourse t o  Hungarian 
courts  and spec i f i ca l ly  t o  a n  a rb i t ra t ion   cour t   es tab l i shed   under  
the   au thor i ty  o f  the Hungari,an  Chamber o f  Commerce.  The basic  
pos i t i on  of Western firms i n  t h i s  respec t  was the commercial 
pos i t ion  o f  the Hungarian c o m p ~ i e s .   I n  t h i s  connection,  while i n  
the  United  States  patents were given on the basis o f  a product, 
i n  Hungary they were issued on the basis o f  a process. A very 
important  question was whether Hungary was obliged,  under  the 
terms o f  i t s  t res t t ies  with other  Communist countr ies ,  t o  pass 
on t o  them technol igical  knowleclze acquired from the West, The 
Hun,mians claimed that  this was not  the  case  but that Western 
firms believed them t o  do so  mc? therefore  had overcharged them 
f o r  pa ten ts  f o r  years. 

95. Miss EVlNS thought it re levant  t o  mention i n  th i s  
connection  the  recent  agreement  between Hungary and the  USSR 
on the  exchznce o f  technical  information f o r  a f e e   r a t h e r  than 
f r e e  o f  charse as had been  the  case  previously; this seemed t o  
be an i n t e r e s t i n g  development. 

96. Mr. CZYBULKA believed that the   bes t   p ro tec t ion   aga ins t  
misuse of Western pa ten ts  w a s  t h e   f a c t  that rebui ld ing  m y  Western 
equipment required a very lonz time* 

97. The CHAI- asked  whether  the  Hungarizns had decided 
t o  r e s o r t  t o  various  agreements o n  industr ia l   co-operat ion  ra ther  
than t o  other  forms of economic r e l a t i o n s  with the West, 

98, Miss EVLNS s t a t ed  that  they had blamed themselves f o r  
having  rather  neglected th i s  sphere   in   the  past. Progress had 
s o  far been t o o  s low and they  intended t o  develop it. However, 
she would not  say that t h i s  par t icu lar   type  of  co-operation 
took precedence  over  others. 

99. The CHAIRMAN thought that i t  was d i f f i c u l t  t o  assess  
the  advantages 2nd disadvantages o f  such a formula. However, 
c e r t a i n   % m e s  o f  agreements  inr,,lying a div is ion  o f  labour 
between  .Eastern and Western firms night   lead t o  wasteful 
expenditures as t r anspor t a t ion   cos t s  were extremely  high, On 
the   o the r  hand, in   the   case  o f  apeements  on assembly i n  Hungary 
of products from components su lq l i ed  from abroad,  the added 
value was extremely  limited and- the question might a r i s e  whether 
the  Hungarians  resorted t o  them only as- a f i r s t   s t e p  towards 
manufacturing  the  basic components of the  product  themselves. 
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100, Miss EVANS thoucht that  the i r   mot ives  i n  promotinz 
this tyi]e o f  agreement were perhaps a l i t t l e  mixed, but if 
they were ab le  t o  s e l l   p o f l u c t s   i n t o  foreiLgn  currency  they would  
regard it as worth-while, She d i d  n o t  consider th i s  as a first 
s tep  tawcards something  else;  presumably  they d i d  der ive some 
p r o f i t  f r o m  taking p a r t  in  th i s  kind o f  agreement.  Quite 
r ecen t ly  i t  had been  reported that a deal  was imminent f o r  cm 
HungFrian e l e c t r i c a l  firm t o  assemble  Philips components,  which 
indicated that they were s t i l l  pushing on with this type of 
agreement. 

101. Mr. GOODHEW believed tha t  t h i s  was EL method f o r  g e t t i n g  
i n t o  Western markets, a r e s u l t  which they  otherwise might n o t  
be  &le  to  achieve,  

102. Mr, WILGIS shared  the  opinion o f  the  United Kingdom 
Experts  as regards   the   bas ic   ra t iona le  behinc? a l l  these.  
agreements. He added that perhaps one way for   the  Hungarims 
t o  save d o l l a r s  was t o  work  out  an arrangement whereby they 
would have t o  buy on ly  a cer ta in   percentage  f r o m  the  West; t he  
reason why they  could  assemble  products i n  Hungary fo r   expor t  
t o  t he  West was based on the low c o s t  of  l a b o u r  i n  that  country. 

103. The NETHERLANDS REPRESEXCATCIVE mentioned  the  Fiat-Volga 
automobile programme, un?.er which agreements had been conclucled 
f o r  the  manufacture i n  Hmzary of some 14 s o r t s  o f  componexts. 
Were the Hungarians t r y i n g   t o   c r e a t e  a production  capacity that 
might enable them t o   s e l l  on Western  markets? 

104. Mr. WTLGIS pointefi o u t  t h a t   F i a t  now exported  to  
Hungary a c e r t a i n  number o f  cars (8,000 a y e a r  o r  s o )  while 
Hungxry suppl ied   the   F ia t  Company i n  I t a l y  with various components. 
It also provided  various parts t o  Ford i n  England and t o  RemûLt; 
these were essent ia l ly   bar ter   agreements ,  

105. Miss EVliNS  adc?ecl that they d i d  see an advantage i n  th i s  
type o f  agreement: if they  could make components f o r  Western 
firmsg wi th  the  proceeds of t h e i r  sales they would be able  t o  
import for t h e i r  own use. 

106. The FRENCH  REPRESENTATIVE observed thct the  information 
provided  by  the  United Kinzdom Delegation with respec t  t o  
industrial  co-operation was derived f r o m  newspaper and maeazine 
a r t i c l e s  and could  therefore be questioned, He wondered whether 
es t imates  were available o f  t he   t o t a l   t u rnove r  o f  exchanges 
r e s u l t i n g  from these  aLpeementsc 

107, Miss EVANS said that  i t  was ex t remely   d i f f icu l t  t o  
i s o l a t e   t h e   p a r t i c u l a r   r e t u r n  or? t h i s  type o f  agreement; i n  some 
cases  it was t o o  soon t o  do SO. A s  regaras  the  sources  used, it 
was v e r y   r a r e l y   p o s s i b l e   t o   s e e  the actual terms of   the  contracts  
and one had t o   r e l y  on press statements,  
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108, Mr. CZYBULKA recallec7L that  i n  1968, according  to  
o f f i c i a l  data, Hungary had concluded 28 agreements on i n d u s t r i a l  
co-operation. On the  basis o f  f i gu res  f o r  that year9 it had 
been estimated that  from 1970  the volume of exchanges deriving 
f rom these  agreements might represent  a maximum of 4.5% of t o t a l  
exports. One should not  be  over-optimistic, however, f o r   t h e  
future  prospects as some doubts were now voiced  rezarding t h i s  
kind o f  co-operation and t h e   m m g e r s  were not  too  convinced that 
it would  them t o  make p r o f i t s ,  

log. The CAl!UDIAN REPRESENTATIVE asked whether East 
European count r ies  would ever be  able t o  o f f e r   i n t e r e s t i n g  
products t o  the !Vest and whether  there was any  scope f o r  a 
subs t an t i a l  Ez?st/West t rade  in  the fu ture ;  it seemed that 
co-operation i n  the economic sphere was doomed t o  remain 
l imi ted  in  the foreseeable  future.  

110, Niss EVANS said that  there  was another tme of 
co-operation  which had not been  mentioned in the   repor t .  Quite 
recently  extremely large dealing was under consideration 
f o r  Hungary t o   i n v e s t   i n  Canadicm potash. Its scope seemed 
enormous m d  some of i t s  aspects  were extremely  interest ing 
as it included  the  provis ion by Hungary n o t  o n l y  of  design 
and mining equipment but a l s o  of labour. 

111, lllr, VfILGIS addea that t h i s  dealing was apparently 
n o t  going through due to   pol i t ic , i l   considerat ions i n  Canada: 
the stumbling block has been the  problem of  import ing  large 
amounts of H u n g a r i a n  l abour  and of  paying them ct H u n g a r i a n  , 

wage . leve ls   to   deve lop   these   po tmh mines in  CanaCa.  

112.  A s  regards  Co-operction  agreements on  a barter basis, 
the  GEEMAIT REPRESENTATIVE pointe6  out that when a Western 
country  imported  goods from the East it very  of ten re-exported 
them to  developing  countr ies  whose s tandards  werg not  s o  high, 
This operat ion  der ived from the   necess i ty   fo r  Hungcry, as well 
as other  Communist countr ies ,  t o  balance exports ,and imports; 
therefore ,  the condition f o r  expor t ing   to  Hungmy w a s  t o  buy 
i n  return some commodities. In  th i s  case ,   the   expor t   p r ice  
t o  Hungary should be high enough to   cover  the poss ib le   losses  
incurred  inreexpor ' i i izg.  This way o f  bargaining was n o t  a 
German invent ion;   the first example had been that of  the Soviet  
Union which  had had t o  take E g y p t i a n  cot ton i n  r e t u r n  f o r  her 
exports and hed re-exported it t o  t h i r d  countries where Egypt 
could  no more se l l  her  own cottcn.  

113. Mr. WILGIS observed that t h i s  operat ion was a 
fea ture   o f   bar te r   t rade  rather t h m  o f  co-operation  agreements. 
Return ing   to  the general   quest ion of co-operation  apeements, 
he agreed  with  the comments made by h i s  Authorities but he was 
not  so  pessimist ic   about   the  future .  P a r t  of  the Hungarian 
industry weas a l m o s t  competitive with the  West and by se l ec t ive  
purchasing  of   l icences and other  fo rms  o f  co-operation it 
would be fu l ly   compet i t ive  one clzy. Moreover, t he re  was an 
i m p o r t a n t  short-term  advantage in  these  co-operation  agreements 
t o  H u n g a r y  s ince  they  general ly  included a heavy en t ry   p r i ce . .  
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for the  Western firm. Shel l  was a good example o f   t h i s :  i t  
had permission t o  e s t a b l i s h  10 gas stations and 4. garages i n  
Hungpry f o r  c? pr ice   c lose  t o  & mill ion,  which v m s  very high. 
Siemens was a l s o  i n  the  rocess  o f  paying an ent ry   fee   s ince  
it was supplying about î8 million o f  X-ray equipnent t o  Hungary. 

114. The UNITED STATES REPRESENTATIVE said that the 
obl iga t ion  on the  p a r t  o f  Western firms of t en  t o  import   useless 
o r  needless  commodities in   exchmge f o r  t he i r  exports had given 
r i s e  t o  the  phenomenon of  switch  dealers, who bought  these 
c o m o d i t i e s  st a substmticl discount and then  resold them t o  
a t h i r d  country,   perhaps  gett ing some other commoclity i n  exchmge 
and so  on. 

115. The FRENCH REPRESENTlllCIVE remarked  tht2tP  from 
reading the  developments  ctevoted t o  co-operation  agreements in 
the  United Kingdom Note, one hssl the  imporession that the  
i n i t i a t i v e  cane from the  Hunprim side,  However, he wondered 
whether m e f f o r t  was not b e m z  made by r iva l  Western  countries 
t o  f o r c e   t h e i r  way i n t o  the Hungprim market being ready t o  
accept   cer tz in   sacr i f ices ,   especial ly   to   import   Eastern  prcf iucts ,  

116, Niss EVANS relrarked that two years ago a t rade  
mission of  the  United Kingdom  Chamber o f  Commerce had been 
inv i t ed  t o  Hungary; they had v is i ted   the   count ry ,  had been 
informed of the  Hungarian p1,m m d  economic reforms and had been 
taken  into  the  confidence o f  Hwgarian economists cad  t rade  
o f f i c i a l s .   Af t e r  the i r  r e t u r n  ;?32 H u n g a r i a n  mission had duly 
v i s i t ed   t he   Un i t ed  Kingdom. Very short ly   af terwards,  Hungary 
had applied f o r  a l o a n  f o r  its duminium industry;  t h i s  would 
seem t o  be a d i r e c t   r e s u l t  o f  that v i s i t ,   b u t  i n  general  i t  was 
d i f f i c u l t  t o  determine who hcd t&en  the   in i t ic t ive .  

117. Mr. WILGIS said c few  words on his personel  experience 
i n  Budapest as an economic , o f f i c e r  a t  h i s  Embassy, Western 
businessmen on  commercial t r i p s  were very  often  proposed a 
co-operative  venture  by  the Hungarians; sometimes it was nothing 
more t h L a  a ba r t e r   dea l  but, if the Western comp'any had some 
technology which Hungary needec?, the  co-operative  venture  took 
over some aspects  above the   bar te r   re la t ionship ,   This  was 
the   t yp ica l  way t h a t  most  o f  these  agreements were a r r ived  at. 

118, The CHAIRMAN suggested  that  it might be i n t e r e s t i n g  
t o  make inves t iga t ions  among Western firms which had concluded 
co-operation  agreements with e n t e r p r i s e s   i n  Hungmy as well  as 
i n  o the r  Communist countr ies ,  of their   motives  f o r  prospecting 
these  markets and o f  the  advmtcge  der ived f r o m  such  agreements. 
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CON.CLUSION 

119. The CHAIRIVIL" s t r e s sed  that, in  s p i t e  o f  he r   l imi t ed  
s i z e  a d  h e r   r e l a t i v e   p l i t i c a l   s t a b i l i t y ,  Hmgary was a very 
interesting  country;  she seemed t o  be a p i l o t  economy i n  c e r t a i n  
f i e ldsp   such  as economic reform and fore ign  t r ade .   In  t h i s  
respect  she  should  not be underestimated  since in  a few years 
Westcm  economies might well  have t c  reckon with Hungary as a 
trailing p w t n e r ,  

120. He then th,dcec? t h e   p a r t i c i p a n t s  i n  the  meeting, 
p a r t i c u l a r l y   t h e  United Kingdom Delegation f o r  the Note submitted, 
A s  i n  previous  meetings, it was decided  thct   the Economic 
Directorate  would prepme a summary record cf the  meeting as 
well as a synthesised  report  o f  all available information f o r  
the use o f  t h e  Committee o f  Economic Advisers, and perhaps o f  
the  Council 
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