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The  aim of  this study i s  t o  examine the  current economio 
s i tua t ion  o f  Hungary, and in   pa r t i cu la r  t o  assess   the  intro-  
duction o f  the economic reform programme i n  1968, 

l 
-Ti 

d: 

2, Hungary has a per  capita GNP smaller  than most NATO 
countr ieso  but   fourth  in   Eastern Europe after  the  Soviet  Zone9 
Czechos1.ovakia and the USSR, The def ic ient  raw material  base 
and small  domestic  market  have made her more dependent cn 
foreign  trade  than any other  East  European  country, 

3. Industry now accounts for 57 per  cent of the   nat ional  
incorne, and  employs a greater  proportion of the  labour  force 
than  agricultu-re. The emphasis on heavy iRdustry  largely , 

cmtinues under the  preserzt  Five Year Plan,   but   ra t ional isat ion 
and the  development of the  more sophisticated  sectors,   particu- 
larly petrochemicals and engineering, have  been given  priority.  
Industry and construction will probably  absorb L46 - 50 per  cent 
of to ta l   inves tmmt   in   the  1966-70 period,  (parcgraphs 18-20), 

4. The New Economic  Mechanism (NEM), out l ined  in  1966, was 
introduced at   the   beginning of 1968, This economic reform 
programmeo involving a considerable  degree o f  decentral isat ion,  
aims t o  c r ea t e  a more competitive sconomy in  order t o  increase 
Hungary's international  competitiveness, and  aims t o  make the 
state  planning machine more e f fec t ive  by the  delegation 
ordinary  operational management decisions,  &uch more responsi- 
b i l i t y  now r e s t s  a i t h  the   en te rpr i se   d i rec tor ,  and p r o f i t a b i l i t y  
has become the main success indicator,  Progress towards a 
more r e a l i s t i c   p r i c i n g  system, a crucial   i ssuep will be  very 
slowp and in   t he   ea r ly  stages of the  reformsp  the  central 
s t a t e  organs retain  very  considera5le powers i n  zill f i e l d s  of 
the economy. (paragraphs 2 1 ~ - 2 2 ~  Annex I ) ,  

51 I n  1968 growth r a t e s  were generally below those of the  
previous  yem0 though they were more o r  less in  accord with the 
plan,  National income and moss industrial   output both  rose 
by 5 per  cent, and despi te   the  hugkt ,   agr icul tural   output  
increasedo though marginally, The r a t e  o f  growth i n   i n d u s t r i a l  
productivity  declined  s&?fkingly compared with the  previous two 
years9 t o  some extent a r e s u l t  of govsrnment act   ion t o  prevent 
widzspread  uncmplojkent  under the N.S, M *  The cautious price 
p o l i c y  and lwge  state  subsidies  coil t inued t o  constrain  the 
development o f  competition, The t o t a l  income 02 the  population 
rose  by  8 per centp above 'p l sn ,  arid though there  mas a rise 
i n  -!!he standard o f  I.iving,' the  highgrowth of personal  savings 
pointed t o  a considsrablc excess clcmand for ce r t a in  consumer 
goods, In   i t se l f ,   the   in t roduct ion  of the  EEM imposed caution 
i n  n o s t  sectors  o f  the economy, and i.t can so  f a r  only  be 
ju$Lgcd successful   in   that  economic s t z b i l i t y  has b.2i.n maintained, 
(paragraphs 23-37) a 
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6. The same moderate growth rat .es  are  l ikel .&7  in 1969. 
Industr ia l   product ion is s o  far r i s i n g  less rap id ly   than   in  

' 4968, labour  productivity shows lit % l e  improvement, 
The distributicin of profi t   shores  etlrï.y in the ycar was 
fc.L3oviied by  a rapid  increase i n  demam5, and by  unexpected 
price  increases for cer ta in  consumer goods. It promises t o  
be  another  yew of  cautious  intmduction of  a new system of 
economic mGnzlgemsnt. (paragraphs 37-39). 

7. Soae 70 per  cent o f  fo;?eign  trade i s  current ly  with t h e  
Commm-ist co1,lntries  (over half of this with the  USSR alone) 
and just   cnder a quarter with the   i ndus t r i a l  West, NATO 
countriesP s h x e  i n  1968 was 1764 per  cent. The balance of? 
t r ade   i n  recelrL years has been  generally  unfavourable, 
pa . r t icu la r ïy  with the  developed  countries.  Indeedp  the 
consistently poor  performance o f  Hungzry's hard  cwrency 
expmts,  and  consequent balance o f  payments d e f i c i t ,  was one 
o f  tile main fsictors  motivating  foreign  trade rezorm, 
(paragraphs 40-45) , 

8. The East >i?.ropezn countTies  (excluding  the USSR) accounted 
for j u s t  o v m  31 pel- ccnt O;" tcj tal   trad.e  in 1958. The most 
no.Lz-Dle inc-ease has lclezn in t rade with the SovieF, TJnim, c-hich 
has now d i s p l x e d  Czechoslovakia a s  Hungary's second  tlzsding 
ps-rtner, a f te r  the  Soviet  Union. An importznt  fac.tor  in this 
trade  expa-sien i s  the  increasing ammnt o f  co-operation 
5zt;.ie,sn t h e  two ccunt r iesp   par t icu lar ly   in   p roduct ion  
specialisation, (pamgx>aphs  46-48). 

9* Hungarian exvor ts  are  spread fairILy  evenly  ovcr the  four 
main co:;mmCi-5y groups. 3ung~ry  i s  a Ra jo r  supl31ier of  

I O ,  Under the WdM prpovisinn was rilade f o r  a thorough  re- 
organisat  ion of foreign  trade  procedures,  Basically, a 
system of exyort  incentives and import controls has been 
intrG<uce&, with thc  ,?im of improving  thc p r o f i t a b i l i t y  of 
foreign tradc, and above ail exports,  (paragraphs 55-56 and 
Annex I). 

1 1  After   sme 18 mGnths o f  operation  the cconomîc regulators 
appear t o  have had scme impact 03 Hungary's trade  balance which 
has improved considerably, However th i s  has been  achieved 
1argel.y by cutting  back impc;rts ra ther   than by an  expansion 
in   exports ,  In  order t o  stimulate  expopts t o  corver t ib le  
currency 3reas9 further  incentives  have  been announced f o r  

' I ,  

l 

l 
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l 969 . (paragTaphs 57-60). 

'12. Hungarian  economists  have  put forward proposals for 
closer economic co-operation  with  other Communist countries,  
e,g.  over  long  term j o i n t  invGstment  and more spec ia l i sa t ion  
agreements, as well  as i n  some form o f  convert ibi l i ty ,  
Some free trade  has  already been established, and the 
Hungarians  have  taken  the  initiative i n  promoting discussion 
on possible improvements i n  domzstic  trade Gxchanges and 
economic - integrat ion.   Exis t ing fo rms  of co-operation 
covm c? wide range of agreements on joint  production,  invcst- 
ment , and marketing.  (paragraphs 61 -66) 

13. The Hungarians  have a l s o  signed more co-operation  agree- 
ments with  the  dcvclopzd West than  any  other Communist couatry. 
These  agreements, which m e  o f  a wide vzr ie ty  and range, 
are, primarily aimed at  improving the  qual i ty  of goods produced 
for both  in te rna l  consumption 2nd for exports, Hungary has 
also been less depcndcnt  on  Western credits  than  other  bloc 
countrieso m d  the   s ize  of medium and long  term  debt  out- 
standing t o  NATO a t  the end of 1968 was $1 19*3 m, Hungary 
has however obta ined   mro-dol la r   fac i l i t i es ,  and raised {$l5 m, 
on the London market for the  Hungarian aluminium industry. 
(pmagraphs 67-73 and Aimex II), 

1%. Hungary i s  the  smallest  non-Soviet irliarsaw Pact  country, 
and i t s  population of nearly -10.3 mill ion i s  less than that  
of any Europmn Communist country with the  exceptions o f  
Albania  and  Bulgaria. With a% estimatcd  per  capita GNP of 
l 9230 US do l l a r s  (l 967) Hungary may b.=: ccnsidered t o  have 
at ta ined m in te rxedia te   l eve l  of economic dmelopment; 
i t  has a smallcr pel: capi ta  GNP than most  NATO countries,  
but  in  Eastern  durope  only Z a s t  Garmany, Czechoslovakia  and 
the USSR h3-73 l'wger GfLTs per head.  Although  she  has r i c h  
deposits of bauxite, and qnme low-grade brown coal 2nd natural  
gaso Hungary's mineral  resources are generally  poor, and raw 
materials and semi-finishsd  products  comprise more than  haw 
t h e   t o t a l  imports. The def ic ient  raw material   base and the 
sma lhss  of  the  domestic  market  have  probably  madepngary 
more dependent on foreign trade  than any other  Eastern  &ropean 
counJcry, doubtless  explaining c? good deal  of her  enthusiasm 
f o r  economic roform.  

15. Before the  Communists seized Tower9 zgr icul turc  was the  
predominant economic a c t i v i t y  and t e x t i l e s  and f o o d  processing 
were the main industries,  although some progress  had  been made 
i n  developing  iron and s t e e l ,  machine building and  chemicals, 
par t icu lar ly  by the Germms during t h G  war. Under the 
Communists indus t r ia l iza t ion   has  been much f a s t e r p  and industry 
now accounts f o r  57 per  cent o f  the   na t iona l  income compared 
with 45 per  cent  in 1950, .and i t  employs 33 per  cent Or t he  
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laboru force,, Over the  s m e  period  agr icul ture 's   contr i -  
bution i;o nat ional  income has  fa l len from 37 per  cent t o  
about 18 per  cent, and in   recent   years   agr icul ture  has 
employed a smaller  proportion o f  the  labour  force  than  industry, 

16, In   t he  early 1950s t h e  high  proportion o f  national income 
al located For  investment purposes and f luc tua t ions   i n  eccnomic 
policy  caused  errqtic growth. Industrial   capacity  increased 
a t  a f n s t e r   r a t e  thap. the  S U F P ~ Y  of materials and powerg  and 
the emphasis on hGavy industry was achieved  only a t  the expense 
of consumption and agricult-are,  Furthermore,  agricultural 
development was retarded by the  antipathy of  the  peasantry 
t o  co l lec t iv iza t ion ,  and t h e   s t a t e ' s   f a i l u r e  t o  increase 
sgricult7aal  investments  sufficicntly t o  compensate f o r  t he  
declining  la5our  force, T h 3  government's  concern  about  the 
cn'competitiveness o f  the  cconomy, and the naed t o  improve the 
standard o f  l iv ing   has  led t o  a more realistic approach t o  
plannfng since t he  l a t s  - 1 9 5 0 ~ ~  A smaller  proportion of  
na t icna l  incomc has  been  invested, more a t t en t ion  b s  been 
given t o  r a t iona l i s ing  raw material   supplics t o  industry and 
t o  improving the energy  balance? and the  expansion of sectors 
producing goods with a high value-added  contcqt  has bcen 
encouraged+ Thus ,while  heavy  industry i s  s t i l l  allocated the 
major share of ilnestmznt, i t  is  d i s t r ibu ted  more cffec'bively 

' with grzatzr  shares goiilg t o  t h a  chemical  and  eagineering 
sectors ,   In   agr icul ture ,   col lect ivizat ion was largely 
com3leted  between 1959 and 1962, but  despite  increased  invest- 
ments, progress  has  continued t o  be slow, and U-p t o  1965 at 
lcast ,   the   incremed  capi ta l   inputs  wme insu f f i c i ca t  t o  counter 
the  decl ine  in  the  latjaur f o r c c ,  In   rccent  years th;; govcrn- 
Rent has bc:an concwned to bring  the  mater ia l  conditions of  
the pezsnntry more i n   l i n e  with those OF i n d u s t r i a l  workers 
i n  ordor  t o  rd&Jce the  outflow of lsrbow f r o m  agricul ture ,  

4' 

l 
I 

17, Under th.c Xadar regime there  has bem a modest increase 
i n  the  genmal  standard of l iving,  Between 1960 and 1965 
r c a l  wager r c s c  %y I,$ pz? cent a year, and the  rangs and 
Quality of col~s-mer goodso  havu incrcascd modzst1.y.  Though 
snortages continue: t o  be an caZemic fezture of' the  system, 
the  regime has succeeded in  rais ing  the  expectat ions af the  
population from the  low leve l  o f  1957, w-d this i n   i t s e l f  
must be considcra3 a11 achievzmsnt, Between 1957 and 1964 
several measures w u r s  iatrodu-ced t o  ins;?msc the  efficiency 
of the  planning  systcm and the  competitiveness of  the economy, 
These included  prcfit-sharinq schemes, 8 gzneral  .revision of X 

producer  prices, a reducticm i n   t h e  number o f  central ly   plamzd 
indices, 2 chzrge on fj-xed and c i rcu la t ing   asse ts ,  and  a Steam 1 

increase  in   industr ia l   concentrat   ion,   Kevcrthcless ,   the  slow- 
down i n  economic gi0wt.h during  the Second P i n  Year Plan. 
(l 951-65) was considerably  greater  than h;td bGen envisaged, 
Industr ia l   cutput   incrcassd  sat isfQctor i ly ,   but  boczuse o f  
t h e  poor pz.?fo;-mal;ce 02 agricul ture ,   the   nat ional   incom  plan 
was not   fu l f i l l ed ,  and real wages a l so   r a i l ed  t o  increase 
sa t i s f ac to r i ly . .  At the  same tima the .  prok1c;ms of low 
productivity,   hign  production  costs,   foreign  deficit ,   inferior 

, 

I 
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quali ty goods  and the  poor  uti l ization of investment  funds 
worsened,  and influenced  the  tone of  the  Third  Five Year 
Plan,, and the  guidelines of the  New Ecoiiomic  Mechanism (Pl"). 
18, THE THIW FIVX BFIR P I A N  (?966-70) is  continuation of 
the economic  and po ten t i a l   po l i c i e s  on which the Sacond Five 
Year Flan was based,  but  does  contain  signif  icailtly fewer 
centrally  plarnod  targets,  Growth ra tes   are   general ly  lower 
than  in  previous  plans, and although  th2 emphasis on heavy 
industry is maintained, it is less doctrinairc  (Table l), 
There i s  unlikely t o  be any change in   t he   r e l a t ive   sha res  of 
the  private and soc ia l i s t   sec tors   in   na t iona l  income, and the 
proportions o f  it absorbed by accumule-tion and consumption 
are a lso  t o  remain vir tual ly   unal tered,  The pr inc ipa l  
industrial   objectives of  the  plan  are t o  maximise  vcilued 
added in  production, which  should h d p  t o  minimise raw 
material  imports, and t o  gear the   indus t r ia l   base  t o  the  
more sophisticated needs of malrufacturing  industry,  particu- 
larly the  chemical and engineering  sectors which are  planned 
t o  grow at   ra tes   considerably above the  average  industrial  
rate  (Table 2).  

19. Agricultural  output i s  plcnned t o  grow a t  8n  annual  rate 
o f  2.5-3.0 per  cent, more thm  tha t   ac tua l ly   ach ieved  between 
1961 ,and 1965. The main aims are   se l f   suf f ic iency   in   the  
production o f  bread  grains and  rough  fodder , the  production 
of sufYicient  products t o  s a t i s f y   t h e  growing  needs of t h o  f o o d  
industry and exports, and the improvement of the  l ivestock 
situation. The need t o  reduce  the  outflow o f  hbour is stressed, 
and t o  achieve this the more favourable   a t t i tude t o  p r iva te  
plots  will continue, and the  standard o f  l i v ing  of the  peasantry 
i s  t o  be  brought  closcr t o   t h a t  of i ndus t r i a l  workers.  Although 
the aim t o  achieve  self-sufficiency  in  bread  grain  production 
will be  achieved,  the  plannsd improvemcnt in  the  fodder and 
l ivestock  s i tuat ion will not  take  place,  

20, The invcstment  plan sims t o  improve both   the   csp i ta l  
intensiveness o f  industry and i t s  rcgional   dis t r ibut ion,  It 
i s  expected that   industry and construction will absorb 46-50 
per  cent o f  t o t a l  investment,  the  share of  agr icu l ture  and 
the  non-productive  sectors  falling  slightly. 

21 D After  several   years of discussion  the  Hungarians  published 
the  guidelines for the  reform of  th2 ccol?.omic  mechanism i n  
May 19sTs, 2.nd subsequently th2 dccrces rxcessary for the  
implementation o f  the  pi-oposals  cont2ined  in %lit= guidelines,  
The adopted t i t l e  New Zconomic  Mechanism (ITBI) emphasises t h a t  
this is  a reform 02 t h c   s t a t e  economic administration  designed 
in '   theory  t o  make it  more eff  cc t ive  by delzgating  ordinmy 
opei-ational management decisions. A primary aim i s  t o  create  
a more competitive economy in  order  t o  i n c x z s e  Hungary's 
int,ernati.Qnal  competitiveness, 2nd through 2 subs t an t i a l  growth 
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in   expor t s   in   tu rn   s t imula te  growth i n  -the whole  econony, 
A mere f l ex ib lo  approach t o  planning  has  ther,sfore  been 
adopted, The Hungwians hava acceptzd  that   central   planning 
calmlot effectively  coll tr(j l  all. the complex reb . t ionships  
of a modern i n d u s t r i a l  3corioi;:y,  anfi tha t  somi: self-regulation 
is necessary, 2 o r  this t o  work i t  i s  necessary t o  provide 
%he enterpr ise  and the  individual with incentives  sufficient 
t o  encourage i n i t i a t i v e  and r e spo2s ib i l i t gp   pmt i cu la r ly   i n  

! the  sphere of managemcLt.  Thc X E K  attempts t o  d o  this by the 
I introducticn of ce r t a in  mark& $orces, though these   a re  
I reguleted by the  central.  a.h.-t,horitiw  in an attempt t o  maintain 

, economic r e g l l s t i o n   f a i l s  t o  maintain this balance,   the  state 
' r e t a i n s  and w i l l  use administrative  measures t o  ensure it, 

i 

e. bnlpace  between  ir-dividual  acd'  'socic?l  interests* -If 

i 22, PA detai led  descr ipt ion o f  the  reforms i s  given i n  
\ ,417_n;sx I. Much more respons ib i l i ty  now rests with the  enter-  
; p r i s e  d i m c t o r ,  and prof i tab i l i%y  has  become the main s?~ccess  

indicator,  Although thc  reforlm measures  undoubtedly  involve 
a considersble  degree of decentralization,  the  central   organs 
r e t a i n  very considerable powers i n  all f i e l d s  o f  the economyo 
arid it i s  poss5ble t o  exaggerate  the  l iberalising  nsture o f  
the K3Mo T h ~ s  tile  detailed  regxbtions  governir,g  the  use 
of re ta ined   prof i t s  are c?esigned t o  imrease   e f f ic iency  
tl.rough f inancial   incent ives  and penalties,  but  they  also o f f e r  
S C O T ~  f o r  considerablc  manipulation by the   s ta te   au thor i t ies .  
Similar ly ,   thc   categorics  o f  investment which  can only be 
i n i t i a t e d  by ths s t a t e  cover a scbstant ia l   proport ion o î  t he  
investment f i e l d ,  and changes in  the  pr. icing systcm zre a t  
present morc a9pren-L  than  real, An examinztion o f  the 
rr,eas.ures outli.n:d i n  krrr~cx I leaves  the  impression  that  the 
checks and br lmces arc fa iTly  subt leo a d  t h a t  much will 
depend on t h 2  way i n  which they are ac tua l ly  implemented. 
The approach is  pragmr-cic, leaving ample scope f o r  modification. 

23. In 1966 and 1967 the  econoiny recovered f r o n  the  l o v ~  growth 
of l 9650 and a g q e g a t e  growth was faster  than  planned (Ta..ble l)* 
Productivity  accaunted for 50 and 65 pm  cent  of the  increase 
i n   i n d u s t r i a l   o u t p t   i n  19G6 ,and 1967 respectively,  and a t  
t he  same time cos ts  wei-e I.o~vered, and employment increased 
less rapidly t h n  c3Uiain.g the Second  Fivi: Year Plan,  There 
was a pLxrticulzrly mmked increme  in   the  output  of l i gh t  
Ir-dxstry in 1957 (Tab13 2 )  b,eczi:so of Gcver.ment  plans t o  
ensu re   sue i c i en t  suppli.Gs of corsv.rrier goods i n  1968. The 
annual  pians f o r  -1 966 ana 1967 stressec? the  need for economy 
i n  investment, nnd a reguct ion  in  the volurne of  uncompleted 
construction miyk9 ~n t h e  event  investments were 7 per cent 
gileater thzclr p lanmd  in  1966, t h e   t a b l e  5 shows t ha t  the  stock 
of uncompletsd invcstli1Sn-Ls which  had fz l len  mapginally i n  1965 
r o s e  again, I n  jgG-1 t he   s i t ua t ion  f u - t h c r  deter iorzted 8s  
r e s x l t  of the 20  p m  cent  increase  in  investment,  but this 
was predictc'ole since this was the   las t   year  of Tree  invest- 
mentp :wid unceztainty about c z p i t a l  goo& pr i ces  and the 
a v s i i a b i l i t y  of imported  Western  machinery i n  l 9 6 8  encowagcd 

i 

i 

I 
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enterprises t o  press more strongly f o r  investment  funds, 
In  addition,  the governmcnt uralertook t o  finLance f r o m  the 
budget the  cost o f  completing al1 enterpr ise   projects  more 
than 80 per  cent  complete at the end of  1967, and t o  contribute 
t o  the  cost of projccts  more than 20 per  cent  under way, and 
t h i s  was clearly  an  extra  spur t o  investment,  Agriculture, 
encouraged by the  price  increases o f  1966 and other economic 
2nd soc ia l  measures, recovered from the poor re turns  o f  1965, 
and crop  yields were, on the whole, well up on thc 1961-65 
averages, Poor fodder  crops  in 1967 created problems in   the  
fa t ten ing  o f  l ivestock however,  and imports of mezt were 
necessary, 

24, The r i s e s  in production and productivity  permitted modest 
increases  in  the  population's income. The ef fec ts  on consumer 
spending of the   pr ice   increases   in  s o l i d  fue l so  transport  
fares and agricul ture  a t  the  beginning of 1966 were l e s s  marked 
than  expected,  partly  because  prices of seasonal goods fell 
with the good harvest ,  and because consumer demand sh i f t ed  from 
goods whose pr ices  had r i s e n  t o  those whose pr ices  had f a l l e n  
such as clothing,  Increases  in.   earned incomes  were  supplemented 
b y  substantial   increases  in  pensions snd family  allm~ances,  
which pzrticula-rly  bencfited  the  peasantry and reduced  the gap 
between the income leve ls  of the  peasantry and industrial   workers,  
Thus while   the  real  income of  workers  and  employees rose by 
5 per cen t   i n  1966 and i n  1 967, t ha t  of the  peasantry  rose by 
7 and 10 per  cent  respectively, 

TH6: 1968 RESULTS 

25. k t  the time o f  the  introduction of  the NE14 on January l st 
1968, some observers  believed  that 1968 would be a year of 
economic & s t a b i l i t y  and tha t   p r i ces  and unenploynent would 
increase  considerably as central   control .  of the  economy 
r e l ~ x e d ,  Table 1 shows that   the  development o f  the economy 
was generally  in  accord with the  annual  plan.  National inccme 
and gross  industr ia l   product ion both  rose by 5 per  cent, and 
the  increase  in   industr ia l   output  was achieved  despite  the 
introduct,ion o f  z shorter  working week i n  many indus t r ia l   sec tors .  
There was  no appreciable unemployment o r  inf la t ion.   After   the  
8 pcr  cent  increzse  in  producer  prices  at   the  beginning of 
1958 the   industr ia l   pr ice   index  rose by no molqe than 0.5 pcr 
cent  during  the  year, Employment increased by 909000 ( 3  per 
cent) and indus t r i a l  employment by 60,500 (3.8 per cent) ,  and 
while  this  adversely  affected  labour  productivity it calmed 
f c a r s  of unsmployment. Although agr icu l ture  m L s  affected 
by drought in 1968, grass agr icu l tura l   ou tput  incrensGd by about 
l p m  cent, a b e t t e r   r e s u l t   t h a n   a t  f i rs t  expected, The 
monetary income of the  population rose by over  8 per  cento due 
pa r t ly  t o  the  increase  in  em2loyment end p a r t l y  t o  t h e   r i s e  
i n  cclvcragc incomes ,, kt  the  end of t h e  yepz  the  labour force  
roceived  higher  profit  shares than  ever  before. The Hungmias  
claim that   the   introduct ion of the  N ~ f 2  was successfulo  but  the 
low growth in  productivity,   shortages of cer ta in   mater ia l s ,  ' 
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?, 

.,.th.e r i s e   l n   i n d u s t r i a l  and r e t z i l   s tocks ,  and the  disappointing 
'growth in   exports  t o  t h e  Test iad ica te   tha t  th is  claim i s  
just i f ied  only i;n so  far a s   e c m m i c   s t a b i l i t y  was maintained, 

Industry 

25, During 1968 cont inued  propess  was  made i n  improving 
t h e   i n d u s t r i a l   i i l f r s s t r u c t u e ,  The supply of energy t o  
industry imporvs6 and by the end of 1968 na tu ra l  gas and o i l  
accounted f o r  approximately 39 per  cent of t o t a l   f u e l  con- 
sumption, the  proportion  originally  planned f o r  1970. The 
enginsering and chemical  secl;ors  again grew more rapidly  than 
aggregate  iildustrial  output,  reflecting  the  cofisiderzble 
capi ta l   investments   in   recent  years (Table 6) .  A s  a r e s u l t  
of' substant ia l   s tocks o f  mte r i a l s   a t   t he   beg inn ing  of the 
year (45 per  cent more than in 1967) and increased  irr,ports, 
su2plies of materials t o  industry were generally  adequate9 
but  shortagas o f  certain  building  materials  continued, and i n  
the  i ron and s t e e l  ind.ustry  the  shortfall  of th in   shee t  and 
h igh   qua l i ty   s tee l  and screp  persiste$.. The si tuzt   ion was 
aggravated 337 the  abolit ion of the  cen",rcXl a l loca t ion  of 
mzkerials, and sane processing  enterpriscs b u i l t  up  stocks  in 

some extent  creating  shortagss at  other  enterprises,  
' . an t ic ipa t ion  o f  demand  wiLich d id  not  always  materialise, t o  

Agriculture 

27- In  l968 g r o s s  agricui tural   product ion rose by  about 1 per 
cent,  the s h o r t f a l l  i n  crop  product  ion  beina; aCf s e t  by  the 
r i s e  i n  ou%,put. o f  animal  products, The e f fec t  o f .  t he  drought 
on crop p;-oiiucticn mas lsss severe  thail   at  f irst  expected9 
because  incrzasGd f e r t i l i s e r   d e l i v e r i e s  and the l a r g z r  irriga-Led 
area  contributed t o  goo6 yields,  While  imports o f  vegetables, 
potatoes and f o d 2 ~ r  were ;2ecesssry9  the demand for bread  grains 

was again ne% fLaorn domG=st.i,c production,  Sevwal measures vizre 
introduced -Lo increase  prodaction and encourage f i n a n c i a l  
independence,  including  higher  state  procuremmt  pl>ices, 
opportunities f o r  d i r ec t   s a l e s  and th.e  reorganised  taxation 
system. The establishment cf profit-shwing  f inds  enabled 
.guaranteed iivages t o  be  paid  in most m-opra t ives ,  and together 
with the  extensim of anz i l l a ry   ac t iv i t i e s  by co-oprat ives  
helped t o  maintairi employment a t   t h e  1967 level,   Despite 
these  incentives,   &out 820 'weak' co-operatives  required sub- 

\ 

i 

! 

l 

s i d i e s  t o  remain  solvmt,, a d  in  several  cases i t  becsme apparent ~ . 
t h a t  mt?n this support would not  zns;lre  future econonlic viability.; 
To deal with this  problem, a decree was published  in  October 
1968 which enables   the  authori t iss  t o  e i ther   reorganise   the 
managemen6 of  such  co-o?c+stives t o  ensure  finLincial  independence) i 
or t c  merge  them with  other Co--operatives. A s  nearly 30 l 

per  csnt of a l l .  agricultural   co-operatives  are  thcreby  affected,  
production and agr i cu l tu re ' s  s x p o r t  potential  should,  in  theory, 
r i s e ,  

( 

#I 

28. Improvements i n  f inau,clnl and social   condit   ions9 f o r  
example throcgh  th2 paymenc. of guaranteed mages and  increased 
family  allowances,  helped t o  maintain  the employment l e v e l  
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in 1968, but   the probLem of underemployment remained. 
Co-opmative management found it d i f f i c u l t  t o  guarantee 
adequate j o b  opportunitie S, and members consequently  found 
i t  d i f f i c u l t  t o  accumulato  the  necessary number of working 
days for entitlement t o  soc i a l   benz f i t s  m d  household  plots, 
The extension o f  anc i l la ry   ac t iv i t ies   requi res   inves tments  
which a weak Co-opmative  cannot afford, and can  provide, 
therefore,  only a l imited  solution  at   prl=sent.  T h 2  recog- 
n i t i on  o f  work-time spent   in  animal  husbandry on the ho7= e- 
h o l d  plot  as contributing t o  compulsory  working  days as we l l  
as  st imulating  l ivestock  rearing, also shows some r c f l i sm  in  
solving mzmbsrship and social   bznefi t   qual i f icat   ion problems. 

29, Progress has bccn made in   i nc reas ing   f e r t i l i ze r   i npu t s  
and the  a r m  of  l m d  i r r igated  (Table  g ) ,  but trFLctcrr 
del iver ias  have f a l l en   sho r t  o f  the  89000  per annum foreseen 
i n  tht. Third Five Year Plan. A s  a r e s u l t   t h e   r a t i o  of obsolete 
t r ac to r s  t o  t o t a l   t r a c t o r s  has shown  a consider25le  increase. 
In  1.967 only 6,213 new t r a c t o r s  were delivered t o  agr icu l ture ,  
and in 1968 the  f igure f e l l  t o  3,200, This decline is  
p a r t i a l l y  explainGd by increased  building  investments t o  improve 
s t o r a g e   f a c i l i t i e s  m d  animal  shelters,  but more relevant   are  
the high pr ices  of Hung.wian t rac tors ,  t hc  f ac t  that  co-operative 
dcpreciation  allowances are &ten  insuf f ic ien t  t o  cover the  
c o s t s  o f  modern equipment, and the 58 per c m t  subsidy for 
t rac tor   repa i rs  and spare   par ts .  Th?  government has  recognised 
the  seriousness of the   s i tua t ion ,  and t o  remzdy it repa i r  and 
spare  part  subsidies  have  been withedrawn o r  reducedp  and 
rccommendat ions  have  been made that machinery depreciation 
alloiIvances be increased. 

30. In   general   agr icul tural   suppl ies  t o  the popu..lation and 
the food  industry were adequate  in 1958, although  poor  vegetable 

t o  1967 when meat imports had been  necassary, meat s u p p l i e s   l a s t  
Year  viare plent i ful .   This  d id  not   hov~ver ,   re f lec t  any improve- 
ment i n   t h e  long-term supply  situation,  but was a for tui tou-s  
r aSUl t  of tht: unplanned imcrease i n  the number of l ivestock 
slaughtered  because of the drought alld the   assoca t&  fodder  
shortages, In addition meat had t o  be  exp0rtt.d t o  pay f o r  
fodder  imports.  Instead of t h e   a n t i c i p t e d  improvement i n  
l ivestock numbers a s i zezb le   f a l l   occu r red ,   p r t i cu la rEy   i n  
the number of cows and sovvrs, (TaSle 7) which : v i l 1  adversely 
affect the  supply  si tuation f o r  s m e r a l  years and reduce 
agi-iculture's  foreign  exchange  earnings, The drought was t h e  
immediate  cEuse of  this problem,  but  the c a t s  of rear ing 
animals m-2 s t i l l  generclly above sell-ring  prices, 2nd the low 
leve l  of mechanisation o n  household p lo ts   has  a l s o  done l i t t l e  
t o  improve the   s i t ua t ion ,   In  order t o  s-tlmulate a rapid 
recovery i n  lixestock numbers,  increased.  subsidies for c a t t l e  
rear ing have  been gran-Led and farmers  signing  contracts f o r  
milk de l iver ies  can i?OW get  fodder a t  30 pcr cent  below the  
mmket pr ice .  T h e  state has a l s o  s t a r t e d  f r e e  market s3les 
of mQizi= fodder  t o  reduce  the mmkat pr ice ,  and is  suppmting 

potatoe  crops  led t o  high pr ices  and imports,   In  contrast  
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the   p rac t i se  o f  giving  co-operative members collective.  
work-tima c red i t s  for cat t le   breeding on household  plots. 
3ven with these measures no immediqte improvement is possibl9. 

$ A l r w . d y  i n  1969 meat i s  t o  be  ixxportcd, cund the  damestic 
supply s i tua t ion  w i l l  be a constraint  on the  development d 
the food  industry. 

31. Th;: e f f ac t s  o f  the  Co-operative Law and Land Law a re  as 
yet  not  clear. It  hss  bcen s t z tod  t h a t  <OO,OOO o f  the 
l 109000 applications f o r  membership o f  co-operatives  have  been 
accepted, Thd  s i tuat ion  regarding  the  col lect ivizat ion of  
land i s  lsss clear,  clthough it has beer,  reported that only 
I O  per  cent OP the  applications for exemption o f  land f rom 
co l l sc t iv iza t ion ,  and 34 per cent o f  the  applications f o r  the 
withdrawal o f  land for personal  use  have been accepted, * 

Ref its and  Inv-3stment 

32,  P r o f i t s  were g rea t e r   t han   an t i c ip t ed   pa r t ly  because of  
the  safety margin embodied in   the  8 per  cent  increase  in 
producers'  prices a t  the  beginning of 1968, but it i s  alxo 
general ly   adci t ted  that   scbsidies   are  s t i l l  t o o  high. EV ei1 
though  retaini;.d p r o f i t s  were larger  than  expect2d 2nd the scope 
f o r  decentralised  investment by znterpr ises  was greater  than 
before, t he  rise i n  investment was no greater than  planned, 
indicatir ,g  thzt   the govmnment s t i l l  has effect ive  control  
O V e T  investment,  Various  elements combined t o  r e s t r i c t   t h e  
r i s e :  

r i  a. ihe value o f  investmznts  increased- by - l? per cent, 
bu t  th is  wss n a i n ? !  due t o  thc  highsr  prices of building 
mater ia l s   in  s n o r t  supply - i t s S W  a dis incent ive t o  
investment . 
b. The capac i t i s s  o f  the  construction and building 
materials  industi>ids were s t r a t c k i l  t o  the limit, and 
there  ' W ~ S  a decline  in  mxhinery  imports. 

c. Only 40 per  cent o f  funds accumulated i n  1967 by 
enterprises  could be  used i n  1968. 

d, Znterprises were o5liged t o  contribute t o  the  costs  
of completing  projects  started with s t a t e  locans i n  1967, 
and these  projects  t o o k  p r io r i ty .  

e. The govsrnment imposed a ce i l i ng  on the t o t  a l  amount 
of bank credi t   avai lable  t o  enterpr ises ,  a d  competition 
f o r  c red i t  was intense. *. 

\ 

33. In 1969 the   to ta l   c red i t   ava i lab lz  t o  en$erprises will 
not  increass,  and in   order  t o  ensure i t s  e f fec t ive  usep more 
stringent  credit ;  to rms  have  bcen  introCxzed.  Short  tern 
1 o m S 9  f o r  e x a q l e ,   a r c  t o  be -cd f o r  seasonal and t r ans i to ry  
projects   only.   Fr ior i ty  will bc 'given t o  enterpr ises  With 
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good export  records, and t h e  repayment period f o r  long  term 
loans t o  exporters w i l l  ba  increased t o  12 yea r s   a t  6 per 
cent ,   In   addi t ion  special   pr ivi leges  w i l l  be  given t o  
enterprises  exporting t o  capitalist   countries.   In  order to 
st imulate   agr icul tural   investment ,   nhich  fe l l   in  1968, 
agyicul tural   credi ts  w i l l  ca r ry   an   in te res t   ra te  of 5 per 
cent,  not 6-8 per   cen t ,   a t e rp r i se  development funds are 
expectdd t o  be a l i t t l e  higher this year  than  in 1968, but 
because o f  the  Gxtension of chsrges on f ixed  and c i rcu la t ing  
capi ta l  t o  capi ta l   f inanced by loansp enterpr ises  may be   l e s s  
wil l ing t o  borrow f rom the  banks, and the t o t a l  amount of 
decentralised  investment i s  unlikely t o  have much e f f ec t  on 
aggregate  investment.  This means that  the  govermcnt ' S  
policy of l imit ing new investment  should  continue t o  work 
effect   ivzly,  

Productivity 

34. Industr ia l   product ivi ty   rose by only l .l per cent  in 1968 
2.1though i ts  improvcncnt i s  a primary a5.m o f  th3 ITEMe The 

labourp  but in $ t s  concern t o  prevent  widespread unemployment, 
the government imposed a 4 per  cent limit on bas ic  wage increases 
i n  l 968. lhis regulation  maintained  full-employment  but 
increased underemployment as enterpr ises  were reluctant  t o  
dismiss unnecessary  labour and preferred t o  expand t h e i r  
labour  force, The introduction'  of  a shorter  working week 

ri i n  many indus t r i e l   s ec to r s  meant tha t   in   o rder  t o  msintain 
production  labour  forces  were  often  incraasod  rather  than  re- 
organised. Most of the   increase  in   industr ia l   product ion 
also cams frcm the pi'ovinces wllerc labour  intensive methods 

1 were often  cheaper  than  capital   intensive ones, I n  1969 
productivlty is planned t o  r i s e   a t  a f a s t e r   r a t e ,  and the 
res tp ic t ion  on wage increases has been liftsd. Instead of tl:e 
basic  wage leve lo  avorag6 wagas w i l l  be  used whm detcrmining 
the   s ize  of  the  p ro f  it sharing  fund  in I 96g9 and this could 
diminish  tha  tendency t o  employ  more labour  rather  than  uti l ize 
th2  existing  labour  force more effect ively.  Problems w i t h  
regard t o  productivity will however continue as the s h o r t o r  
working week i s  introd.uced i n  more enterprises,  2nd- as  long as 
l3bour i s  avai lable  many anterpr ises  w i l l  continue t o  expand 
the i r  labour  forces .  

J New Labour Code enables  enterprises t o  dismiss unnecessary 

il 

C o m p  t it i on 

35. The maintencance o f  f ixed or mximum prices  for many raw 
materials and  considerable  state  subsidies  continue t o  ?.c% a s  
colzstmints on the development o f  ~ompcti t ion.  Although $he 
government has asser t sd   tha t  i t  will r,:duce subsidies  where 
p o s s i b l a ,   l i t t l e  change i s  l i k e l y   i n   t h e  nt'ar f'utu1.e. Gu-mtity 
ra ther   than  qual i ty  s t i l l  p s r s i s t s   i n  some spheresp  but this 
sit,uation ought t o  improv-e as the  charges on f ixed  and working 
assets  begin t o  b i t e ,  and t h e i r  scope has been  extended i n  1969 

4 . .  
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t o  inclade  assets  f inanced by s ta te   loans ,   Pr ice  com- 
pe t i t ion   has  s o  far been insignif icant ,  and l imited t o  
products  such  as  detergents,  There  are  indications  that 
produc~rs  contcmplating  price Ile2uc:ions have been  reluctant 
t o  act  because o f  the  unwillingness Or t h e   r e t a i l   t r a d e  t o  
pass  these  cuts on t o  the consunsr. The r i s e  of unsaleable 
stocks  suggests  thct   enterprises  frequently pay t o o  l i t t l e  
a t t en t ion  t o  the market demznd f o r  their  products-, The closure 
of' two s m l l  ir,eff'icient ente:-prisan 3rd the f o r m t i o n  of a 
joint  stock compaïu does shaw that   the  government has  taken 
tentative  steps  towards  experimenting with more f l e x i b l e  
systemsp and i t  has fol lowed the Bumanian example o f .  es tabl ishing 
an IL0 spoin_sored manrtg2ment t ra ining  schoolo which  might 
ultimatz'o-.  imgrove  managerial  expertise. 

Standard of  Living 

35, I n  1968 the gbvernment' S main concern was t o  prevent a 
fall i n  th? stzndard of l iving, and towards  the end of 
l 9 6 7  re la t ive ly   l a rge   quant i t ies  o f  consumsr goods had  been 
imported t o  cushion  the  internal   mrket   against   possible  d is -  
l cca t ions  following the  introduction o f  the  reforms, Because 
OZ t h i s  stock buiLid-up, ra ta i1  t r3de  sales   rose by 7 per  cent 

7 

a 

. .. . and sapplies of  coas?;Lmer goods were more p len t i fu l   than  ever 
. bet'oreg even  tnough light industry  output  increased by only 

2.8 Fer cent,  There werep howeper, shortages o f  building 
n a t e r i a l s ,  and shortages as regards  choice  and  quality became 
apparent  in 9 wide rsngc of mmufactured consumer & ~ o d s ,  
A f t e r  the  1.5 per cent  reduction  in  aggregate  pricas in January 
t h e   i w r e a s e  over the  yew was  no  more than 2 per  cento  anc  the 
retari_l price  index  in December 1968 was O,5  Fer cent, above 
the  Decabel- 1967 l cve l .  T h i s  overa l l  p l c e  s t ~ b i l i t y ,  w h i c h  
was maintained by fixed o r  maximum pr i ces   fo r  50 per cefit of 
consumer g o d s ,  concealed  the  considerably  hi@er  prices f o r  
c e r t a i n  goodss Elor examplep vegetables were 17 per  cent  dearsr, 
foctwear 9-1 1 pcr cent, m d  some clothing  pr ices  8-19 per cent. 

comnrcditîes such as bu t t e r  and cheese. The t o t a l  income of tha 
population rose by 8 per  cent  mainly  because o f  the  increase  in  
en?ployment, bu t  a l s o  on account o f  tha   r ise   in   average  earnings 
and t h e   s u b s t a n t i a l   r i s e  i n  the incone cf t he  peasantry. Red. 
wages of workers and enployees  rose by 2-2*5 per cefit,  and r e a l  
income by 5-5.5 per  cent,  benefîting f rom th3 considerable 
increase i n  p r o f i t  shares over 196'7. Despite  the  increase  in 
profit   sharing  complaicts were voiced  abouts i t s  d i s t r ibu t ion ,  
and workers fe l t   tha t   d i spropor t iona te   shares  were going t o  the , 
already  better  paid  catGgories o î  employees, With t h e   l i f t i n g  
of the  4 per  cent limit on wage imreases  in 1969, the  enthusiasm 
of tho  ordinary  working  gradss f o r  the new system might increase, 

37. The governmat' S statement  that  the  stnrrdard of U-yin.g-.has. 
r i s e n   i s  no doubt t rueg  given the  aggrzgate pr lce  s t a b i i i t y  
and the 5 >er cent   increzse   in   soc ia l   bemfi t s ,  Most p r i ce  
reductions were f o r  fcodstuff's howevero  and p o s t  r i s e s  f o r  
clothcs and household  g~ods:, sometimes of a type and qua l i ty  

TheSc: iilcreasas  ~7~spe match& by lowsr prIces f o r  other 
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not i n  demand ( t h i s  i s  indicated t o  some extent by t h e   r i s e  
in   re ta i l   s tocks)   Personal   sav ings  also increasee by 17 
per  cent,  pointing t o  considerable  excess demand f o r  ce r t a in  
consumer goods. In  1969 t h e   r e t a i l   p r i c e  index is expected 
t o  r i s e  by 1-2 per  cent and f r e e  mrrket  prices  by 3-4 per  cent. 
The governmcnt i s  maintaining i t s  policy of adjust ing  f ixed 
category  prices t o  changes i n  supply and demand conditionss 
and pr ice  changes1 as a r e s u l t  of s implif icat ions  in   turnover  
tz.xes on clothes  and f o o d  will balance  each  other. The range 
o f  f r e e  market pr ices  i s  being  increased t o  cover 30 per cent 
of t o t a l  consumer goods. The concern of the government 
regarding  the  supply of  goods t o  the  consumer  and the 
provision of  services   ( the  pr ices  o f  which rose by 4 per  cent 
i n  1968) r e su l t ed   i n  new guidelines for private   t rade,  
Licences  can now be  issued  in  70 t rades   in   order  t o  improve 
the  supply of goods, and t o  compensate f o r  the  inadequate 
network o f  state-owned  and  co-operative r e t a i l  shops, The 
housing  situation showed  some improvement i n  1968 when 67,000 
apartments were b u i l t ,  8 per  cent more than  in  1967. But the 
housing  shortage  remains a ser ious problem. 

L 

THE 1969 PLAN 

38, The 1969 plan d i f f e r s   l i t t l e  f r o m  th2.t of 1968, and has 
largely boen  determined  by  the  experiences o f  l;lst year ,  
%vcn though the reforms were introduced  successfully,  the 
Hungarians  remain  cautious i n   t h e i r  approache Once again 
moderate growth rates  are  plannedp and the improvement o f  the  
indus t r i a l   i n î r a s t ruc tu re   con t inues  t o  be  given  priority.  
The increase or' self-financed  investmeni;, which rose f rom 
about l O per  cent  in l 946  t o  40 per  cent  in 1968, means that  
t h e   s t a t e  i s  3ble t o  concentrate i t s  investment  resources 
more effect ively,  and during 1969 i t s  invzstment in   agr icu l ture  
and on public works i s  t o  increase more than  industr ia l  
investment. The shortage o f  capaci ty   in  th? construction and 
bui lding  mater ia ls   industr ies  w i l l  continue t o  hinder  the 
s t a t e ' s  investment plan cnd it i s  probable  that  the number of 
projects  compl3te will be lower t h m  planned. !m qpr;.ciabJ.F: 
increase  in  labour  productivity i s  hopsd f o r ,  but s o  far there  
has  been no improvement. Industrial  production i s  r i s i n g  less 
rapidly  than  during  the same period o f  1968, and this together 
with the  extension of the   shorter  working week, is  making any 
improvement in   p roduct iv i ty   d i f f icu l t .  The u g i c u l t u r a l  plan 
should  be  fulf i l led,  and grain yields  are  expected t o  be   s l i gh t ly  

supply of l ivestcck  productse 

39. S o  f a r  1969 hcs not  been a par t icu lar ly  good year f o r  the 

have  been high, and the  rapid inc rease   i n  demand for consumer 
gooas a f t e r   t he   d i s t r ibu t ion  cf prof i t   shares   er t r l ier  this year 
led t o  uni;xpectSd p r i c z s   r i s e s ,  Changes in  turnover  tsxes on 
c l o t h i n g   a r t i c l e s   i n  May also led t o  fur ther   p r ice  changes. 

* above last  year ' s   bu t   there  w i l l  5 e   l i t t l e  improvement in   the  

. consumer. Meat suppli;=s  hsve  been  poorp  vegetable  prices 
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Real wages a re  planned t o  r i s e  by  only 2 p a ?  cento and it has 
been s t r e s sed  that any further  increase will depend primarily 
on improvements in   product ivi ty  and tbe  compztitiveness o f  
Hung2:ry's emor t s .  A l l  the  indications w e  that   despite  the 
re form measureso  progress  in this d i r cc t ion  w i l l  be slow. 

" HUNGARY: FOREIGN TRADE 

Current P o s i t i o n  

40. A s  a small countpy with  comparatively few natural   resourceso 
Hunzary dtlpmds t o  a great  extent on foreign  t rade f o r  t he  3 

growth of her economy. I ts  importLance is well   i l lustrat .ed by 
the fact t h a t  exgor-hs represmt  some 13.6% and imports 14.2% 
of estimated GNP, (l) whilst   trade  turnover i u  recont  years  has 
grown much faster than GNP. Be$ween 1960 and 1968 the  average 
annur.1 increase wc".s 8,5$,9 with expor'cs  showing  a more rapid 
r i s e  thari imports.  During  the  current  Five Year Plan  pcriod 
(l 966-4 970) trAde is  planned t o  increase  by 465, an  avsrsge 
annusl   ra te  o f  7.9%; ho'xeper, r e s u l t s  f o r  the îirst three  years 
(l 966-1 968) have fluctuated  widely,   total   turnover  increasing 
by $c37&9 4 @  and 3.3% r e s p c t i v e l g ,  The biggzst  increase 
hzs been w i t h  t h e  Ccmmunist countries,  whose s h v e  o f  Hungarian 
Foreign  trade  reached 70% l a s t  ye=, The USSR also  iacreascd 
i t s  percentage  share from 3376 i n  1966 t o  37"7io whi ls t   in  
absolute  terms  Soviet-Hungarian  trade  since 7966 has expanded 
eve2 more rapidly  than with the  bloc as a whole.  With the non- 
Coi-nnLmlist countries s ho.vvever p m f  ormancs i n  t h i s  three-yew 
period has becn  disappGiating,  particularly with regard t o  
exports, The shtwe of the  industrially  devdoped  coilntries 
of the  ?llcs% last  year drGpped back t o  the l 9 6 0  f igure  (2L!-.2$) 
and there  was a d r o s  in   the  actual   value of  b o t h  Hu-ngarian 
exports t o 9  2nd imports from, th i s  ar'2ze  Trade  turnover w i t h  
the  aeveloping  countries  in 1968 also f e l l  ( f o r  the second ycar 
rmninz) ,  b o t h  i n  Ebsolute  terms and as 8 percentage of the  
t o % a l  (,5.6$) (see  Tables I$ a . d  l 5 > *  The plan f o r  1969 
prcr ldcs  for a r i s e  of 6-36 in   t o t a l   t u rnove r .  Trade with the 
C o m u n i s t  countries is .expected t o  increase by 77; (exports 6$9 
imports 87i)0), and  with  the non-communist countries by 5%. 

41 Except for a small  surplus in l961 and a somewhat l?.rger 
one in 1966, Hungary has had an  uixfavourable bslance o f  trade 
in   recent   yews,   a l tnough  las t   year   ths   def ic i t  was r2duced 
considerably - aue t o  a much improved trade  balance  with  the 

( 1 )  For compzrison, th2 corresponding  perccntag2s f o r  Denmark - 
a country with .E. similar-sized GNP - m e  21*17: and 26,8$, 
For Ru.mar,ia, with a somewhat larger  GNP9 the figures are , 
7.3% as: 8.8%. 
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Soviet Union, With her non-communist p r t n e r s ,  however,  and 
especially with the   i ndus t r i a l ly  dzveloped  sector, Hungary has 
had a continuing wnf'avourable trade  balance  throughout  the 
s ix t i e s   ( apa r t  f rom a very  small  surplus  in  1966), It was 
th i s   pe r s i s t sn t  imbalance with the W;=st, stemming largely f rom 
the poor  pzrformance of  exports, - above a11 those t o  the 
hard  currency  areas - which prompted the measures for re- 
organisation o f  Hu-ngary's foreign  t radep 3s  par t  of the  New 
Economic  iliechanism introduced las t  year. Some of thc aims 
and d e t a i l s  o f  the  proposed  reorgsnisation are given i n  
Annex I,  

Trade with NATO Countries ( S e e  Table 16 ) 

42, Hungary's t rade  with her NATO trade  psrtners  over  the 
pariod 1963-68 has  increased by 38.359 an  average  annual ra te  
of 6.7% o r e s  hsve grown a t  a sommhat fas te r  annual  Pate 

Table showsp thc  increases  from yem t o  year f o r  b o t h  exports 
and i w o r t s  hsve f luctuatsd  widely. Germmy remains Hungtlry's 
main K%TO trading  partner  followed by I ta ly ,   the  UK, and 
France, The value o f  turnover with all four  countries was 
rcduced i n  1968, most of a l l  i n   t h e   c a s e  of the  Federal  Republic, 
viherc Hungsrian  imports f o l 1  by   nmrly  23Sp thmehy  reducing  the 
considerzLble d e f i c i t  on trade  account with this country  in  1967, 
Taking NATO countries as a whole, there  has bec11 a b ig  drop 
in   t he  Hungarian d e f i c i t  from the  high  level o f  $83 mill ions in 
1964, t o  $31 mi l l i ons   i n  1968, In   the  lmt three  years  
1966-68, th3 expansion of exports h m  just  kept  pace with that  
of imports,  and i n   f a c t  last year  bcth  exports t o  and imp0rt.s 
f r o m  the NATO countries f e l l  slightly'  in  value  terms, 

than 7.4% and 6*2$  respectively),  although as t he  

L1.3, The t r end   i n   t he  last few y a r s  hzs been t o  replsce 
one-year b i l a t e r a l   t r a d e  agreements with Western countr ies  
by long-term (most ly  four  or f ive   yea r s )  agreements, within 
which mnual   protocols  are negotiated. Among long-term 
agreenznts in  opmation  Ere  those between Hungary and the 

.United Kingdom, FrLmcep Italy,   Austria,   Beneluxs Eenmark,, 
Finlrmd,  Kest Germany, Greece, Norwayp  Swcdcn9 Australia  snd 
Canada. I n  November l966 Hungary was gr,mted the   s t a tus  of 
obssrver with GATT and  she  has now applied f o r  Pull membership, 
She has a l s o  made frequent  snquiries  about  establishing 
re la t ions  with the EXC, 

" Tradt? with the  Soviet   Unkn (See Tables 14 and 15) 

U,  The Sovist  Union i s  Hungary's main tmding  p?.rtneP, 
a.cc:ou:rting foï. 37% of t o e a 1  turnover in ! 368,  Betwden 1959 
and 1968 t rade between the  two  countries  increased by 138%. 
For the  period 1963-68 tha  increaso was 54,7$,p an  average 
annual growth of 9.2% - higher  than f o r  t rade as 3. whole. 
Abou% 46% of  Soviat  exports  consist of raw mztar ia ls  and  scmi- 
finished  products;  indeed  the USSR i s  t h e  main source of 
supply f o r  Hungary's raw ma twia l s  needs,, providing  abcut hcllf 
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of t o t a l  raw materials  imports,   Soviet   deliveries cover 
nearly all Hungarian  import  requirements f o r  crude o i l ,  
petrolelm  products,   iron ore and pig  iron;  the  bulk of 
9hosphgte f e r t i l i s s r ,  t imber and e l e c t r i c  power imports, 
ami about  half of 211 iinpoi2ts o f  cokey co."voolr  a:ld ro l led  
steel, The USSR i s  a l s o  suppl-ying HuilgaPy during khhe current 
Z-ive Year Plan  period with machinery for chemical. processing 
f ac to r i e s ,  equipment f o r  processing  crude o i l ,  =and mechanical 
equipmen3 for development of the  ru3ber ir?dv.s t r y ,  Machinery 
and equipment predomirate  in  Luagarian ~ = x p o r t s  t o  the  Soviet 
Union, i n   p a r t i c u l a r  motor vehicles,  diesel  locomotives,  shipso 
cranes and communications  equipment. About 50% of  Hungarian 
exports t o  the  USSR comprise products of the  engineering 
iridmtry, Under a long-term agTeemmt with the USSRo Hungry 
i s  exporting Soïile 4.0 dyep  lacquer and chemical factor ies   over  
the cv-rrenf;  Five Year Plan  period (19b6-70). Other  valu& le 
exports  include  metal-cutting  mchirle i ;oo lso equipment f o r  the 
f o o d  industry,  medical equipment  and pharmzceuticals,  In 
1967 it; was s t c t ed  that  sales o f  pharmaceuticals were suf f ic ien t  
t o  pay for a l l  Hungarian o i l  imports from the  Soviet Unior, 
and between l 9 6 8  and 1970 Hungarian de l ive r i e s  o f  these 
m e  t o  t o t a l  sorm $433 ~ i X L i o n ,  Tbc Saviet Union will a l s o  
coiitiriue t o  provide 8 s-tcble. and unlimited market f o r  Hungarian 
industr ia l   cons 'm\=r  goods and agricul tural ' .   products  

k5-  Hungary had 3 cont icu ing   def ic i t   in   t rade  with the USSR 
up t o  Î956   ($135~6 m i l l i o n  f o r  the  period 4960-66). Howeverp 
SOiTle of this inbalmce proba'bly r e î l e c t s  drawings on Soviet 
c r e d i t  extended for utilisation during the second Five Year 
Plan (1961 -65) .) I n  Î 966 th2  balmce o f  tr3de was i n  Hungary's 
rave=* ?ad this trend  has  continued  in 1967 md 1968, giving 
Hungary a cmmlative  surplus of $76 millions  over  the  three 
years 1966-68. T L i s  iilcrease  in Hui?gai'ysS exports would 
appear t o  r c f l e c - t   p a r t i d  repayment of. ea r l ie r   Sovie t   c red i t s ,  
w h i c h  are due t o  be  repaid by 1970. By thz t   da te  Hungmian- 
Soviet trclde shou1.d h.?vi. increased  by 5Wh9 ?ccording t o  the 
piaa, i ,e .  ct m znlual  average r a t e  of 8.4%. So  fm, howevero 
the  annual ir,z-/.eass (7&) faxa 1966-68 has been below  plan. 
In  fact ,   Hwgarian-Soviet  exchanges i n  1966 ac tua l ly  dropped 
in  value,  although  the  reduc-iion is more apparent  than r e d ,  
f 'ol~owing on the  introduction of new prices  in intra-bloc 
trade  vhich ha-w tcndeü tc; vuork i n  favour of r E w  mater ia ls  
importors. The 1967 turnover,  despite a sholatr 'all  in  Soviet 
de l iver ies   c f   agr icu l turz- l  machinery, motor  vehicles 'and  com- 
u t  ir,g equiZrnerLJ r o s z  by -5 eLl$ nil4 i n  1968 the r is  e was 1 cp/, 

Pagainst  an  anticipzkc; 20%). The 1969 protocol.  provides f o r  
an  increase o f  Th, which seems a more r e a l i s t i c   f i g u r e  and i s  
i n  l in3  with  the  average annual r a t e  achieved f o r  1966-68. 
EJcgctiations f o r  exchange of go3as in   the  periocl 1971-75 have 
alrSZd;r sta-ted, and according t o  a recent  statement by the 
EUngaPian Idi.nis%w of Foreign  Tjxde9  special   at tention is t o  
ba  paid t o  rzcigroczl   del iver ies  of machinery, The Soviet 
Union has  expressed a desi1-e to increase  the  share o f  machinery 

! a ,  

, 
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and equipment (a t  present 25%) i n  i t s  exports t o  Hungary, 
t o  achieve a more balanced  trade  structureo At the same 
time, Hungary isanxious t o  maintain a d  if possible,  increase 
the  present  proportion of such  deliveries t o  the  Soviet Union. 

46, The East European Communist countries  (excluding  the 
Soviet Union)  accounted fcr ju s t  over 31% o f  Eungary's t o t a l  
t r cde   i n  1968, Turnover  during 1963-68 has  increased by 36.8% 
an average  annual  growth of 6,5%. A s  i n   t r a d e  with NATO 
countrieso Hungarian  exports t o  East Europe  sxpanded a t  a 
fas te r  mete  than  imports from this area, (701% and 5.9% 
respect ively) .  The most notable  increase has besn in   t r ade  
with the  Soviet Zone (54.8$), which i n  1966 d i s p l x e d  
Czechoslovakia as Hungary's  second main trading  partner.  
Hungarian  exports t o  the  Soviet Zone have  been  expanding 
steadily  in  recent  years,   snd  the Hungarim? F'orcign  Trade 
blinister,  Joseph B i r o ,  reviewing  progress  in 1968, referred t o  
gldynamictl  development i n  his country's   trade wi';h the  Zone, 
The r i s e   i n  Hungary's  exports i s  mainly in  engineering  products, 
which 3150 feature  prominently i n  Hungarian  imports f rom the 
Zone, whose supplies of chemicals  are also of increasing 
importance f o r  Hungarys s agricuLture  and  fast  deve,loping 
chemical  industry. An important  factor i n  the  expansion of  
exchanges  between these two countries i s  the growing mount of 
co-operation,  notably in   product ion  special isat ion,   jo int  
research and direct  inter-enterprise  co-operation  agreements, 
Similar long-tarm  agrecments for j o in t  rzseclrch,  co-operation 
and spec ia l i sa t ion  between  Hungarian and Czech firms htive been. 
concluded i n   t h 2   f i e l d s  o f  m chine t o o l s ,  medical and elsctronics  ', 

equipment, mzchint? bui lding and  mining  machinery,  and te le -  
connunications, which should form the basis for a fu r the r  
development o f  Czech-Hungarian trade,  

47. Trade  with  Poland,  Hungary's  fourth  trading  partnerp has 
increased by 35% ovzr the period 1963-68, with imports growing 
much  more rapidly  than  exTorts. An important  part   in t o t a l  
turnover i s  the  mutual  delivery o f  raw materials and  semi- 
f inished goods * Mutual exchanges of machinery and eqipment 
have a l so  increased  rapidly b o t h  i n   a c t u a l  terms and as a 
percmtzge o f  totz .1  Hungsrian 2nd Pol ish exports. This gives 
3 good indicat ion o f  t h a  change i n  t h c  s t ructLre of t rzde betweon 
the two countr ias   in   recent   yems,  as a r e s u l t  of  t h e i r  growing 
industr ia l isat ion.  

48, Hungzry's msin t rzd ing   pwtners9  Ccmm?mist m d  non- 
Communist, f o r  j 967 and 1968 a r e   l i s t e d  in order of p r i o r i t y   i n  
Table 18, 

Coamodity Composition o f  Foreign  Trade (Sea Tcblcs 19 &u?d 20)  

49* Zxports,  These are  spread  fairly  evenly  over  the  four 
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main cormodity  groups. Fu.els,  raw materials and semi-finished 
prsducts formzd 28% o f  t o t a l  e q o r t s  i n  1967, h2lf being 
exported t o  other Communist countries. Hrmgary is a  major 
su2plier of bauxite t o  the  Soviet Zone, Poland and Czechoslovakiz., 
and of alumina t o  the  Soviet Union and  Poland.  In 1967 exports 
o r  alumina t o  the USSR t o t a l l e d  56,090 t o n s ,  and under the 196? 
Alwainium Agreement betwI=en the  two countries  supplie S are 
expected t o  increase t o  330,WO tons by 1980, The .processed 
alumina i s  s o l d  back t o  Hungary a s  aluminium ingots, f o r  
manufacturing  purposes9 o r  f o r  re-export as cruae aluminium and 
f inishsd gc.ods 

50. Machinery and equipment (mainly  .transport  equipment) 
comprise a fur ther   quarter  of' Hungarian  exports, r ~ a r l y  a11 
of which goes t o  other Communist countriescs  Telecommunications 
equipmnt and phmmaceuticcls, b o t h  fcst developing  branches o f  
industry, a r e  mainly for the  Soviet  market,  although .exports of 
such  products t o  the  '8est are expanding, 

51 e Indus t r i a l  consumer goods and foodstuffs  make up the  
remainder o f  Hungarim exports (4%), Indeed,  exports of fccdstuf"s (WO- 

one of the main sources 02 Hungary's convertible currency 
-foods, msat ,anG wines) t o  countries  outside  the  bloc  provide 

.ewnings,   these  countries  taking over half  o f  t o t a l  f o o d  exports. 

52, Iripo,-ts. Iiungary i s  Foor in  mineral   resourcesp and mcrc 
than half o f  her imports  consist o f  fde l so  ran  materials md 
semi-finished  products, The main source of  supply is  the 
S3,viet I?ni.cn, 607; of whose exports t o  Hungmy are made up of' raw 
T P  ,.1dt e r  i a l s  , In- < 967 the bovi .2t  Union FrOVidSd nearly all 

c . Hungxian impor'is of cr-ade oil, .p~troleum  products,   iron ore 
and pig   i ron ;  88% of phospla.te f e r t i l i s e r  and 77%; of e l e c t r i c  
power import S. 

53. UrLder the  current  f ive y e a ?  t r s d e  agrocment with the  USSR9 
Hungary will raceive 16 million  tons of crude o i l  over th2 
period 1966-70, most of it through  the  Czechoslovak  branch of 
the Priendshig  pipeline, the annual  capacity of which will soon 
reach 5 mi1lic:l tons,  Lsst rear  Soviet  supplies were t o  t G t a l  
3.2 million to r t s9  a 15% increase cvm 1967. Although  marginal 
imports o f  Iranian o i l  have been contracted f o r  the  bulk of 
o i l  supplies  through  the 1970s will continue t o  come from the  
S W %  t Union, end by 1975 estimated  Hungarian  requiremznts Wil?. 
razch 6.5 c i l l i o n  tons,  C o a l  an3 cDke Ere supplied by the  USS%o 
Poland and CzechoslovaGla, Al'thcugh Hu;lgary is  a t   p re sen t  
self--suff ic ient   in   natural   gas  ' Q  pipdline,  y& t o  be constructedo 
W i l l  s t a r t  suppl-ying  Soviet gas from .l975 onwards, a t  a r a t e  Of 
about 1 m i l l i n r d  cubic Eictrds per annum. 

54. Machinery and equipment imparts,  as a share of the  t o t a l  
import,  have b e m  growing and now account for nearly a quarter. 
Thc bulk of such  machinery copes from other Communist countries - 
above a l l  the USSR tlic S s r i e t  Zone.  Powever Hungwy's  need 
f o r  advanced  cagitL1 investment g:cc;ds hs.d led t o  ail expansion 
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of such  imports f rom the  West, the main suppliers  being 
Garmany, the  United Kingdom, Switzerland and Italy.  Imports 
o f  foodstuffs and raw materials f o r .  the f o o d  industry  account 
for the  rsmainder of Hungary's  imports (l l *5% i n  1967) well 
over half o f  which are   suppl ied by non-Communist countries. 

Re-organisat  ion o f  E>oreiF;n Trade 

55. Given  Hungary' S heavy  dependence on foreign  t rade 
as 3 v i t a l   f a c t o r  i n  the growth o f  her. economyo and the  poor 
pcrformance o f  Hungarian  exports i n   t he  sixCJies, it was t o  be 
expected t h a t  Hungarian  economists, in  plaiming  their  reformsg 
should  give  special   at tention t o  the  problems of foreign 
trade,   Specific  proposals f o r  reorga.nisation CE the   ex is t ing  
foreign  trade mechanism were contained  in  the Government 
resolution on "Reform of  t h e  Economic which  cane 
i n t o  e f f ec t  bn 1st January 1968, B r i e î l y ,   t l e  aim is  t o  
improve the  general   effectiveness of  fors ign   t rade ,   par t icu lmly  
edxports2 by removing de ta i led   cen t ra l   cont ro l  and allowing 
economic f ac to r s  such a s  market forces2  pr ices  and c red i t s  t o  
influsnce  decisions  affecting  foreign  trade  operations.  l J '  UnCer 
the n m  system  obligatory  export   targets  me  replxed by various 
incentives  such as -mul%iple exchange ra tes2   emor t   subs id ies  
and tax  rebates ,  whilst *a number of controls  including  Guotas, 
tar i f fs  and special   deposits have  bean  introduccd t o  ensure 8 
policy o f  c2reful import  s.election,  Direct  foreign  trading 
rights have  been  granted t o  upw,o.rd of 80 enterprisGs, amongst 
them the major  engineering  concerns with a good export   potential ,  

56, Fur ther   de ta i l s  o f  the  m gmisa t iona l  chmgcs in   fc re ign  
t r lde   me   g iven   i n  Annex I, The following parz.graphs  trttzmpt 
t o  assess the   e f fec t  s o  far o f  these changes on Eungary's 
foreign  trade, 

Effects o f  the  Iieforms on Foreign  Trade 

57. The new economic regulators  have now been i n   f o r c e  
f o r  18 months. The f u l l  impact on foreign  trade  cmnot 
yct  be  judgedp  but some t e n t z t i v e  assessment is possible. 

' Huilgary's t o t a l  tr.:,de balance  in 1968 shoyed 2. considerable 
I improvement 'over 1 967v with t h e   d e f i c i t  reduced f rom $74 

mil l ion   t c  $13.4 million, Hovuever, t h i s  was due  mainly 
t o  a sharp  r ise   in   oxports  t o  the  other Conrrunist countries, 
espccfally t o  the USSRg giving Hungmy a favGurable ba lmce  
n i th  this  sector ,  At the same time, total   imports  were held 
back t o  jus t  above  $he 1967 l eve l ,   f a l l i ng  below the  planned 
incraasc o f  4 - 5 per  cent, The biegest  reduction ws in  
the  cntegory cf machinery and eqv.iprner,t, impor ts  of  which n e r e  
cut  5y 14.0 pm  cent  compared a i t h  t h o  s t eep   r i s e  of  m a r l y  
31 per  cent  in 1 9 6 7 ~  Consumzr goods i m 9 o r t s  were also held 
back9 showing a reported rrise o f  only 3 per  cent, compared with 
the  big  increase  in  1967 cf almost 30 per  cent  (althou&, 
zdmittedly,  the  large  purchascs o f  indus t r i a l   a n s u m e r  goods 
i n  -1 967 f'crmed par t  of the govarnment' S policy of  ensuring 

" 
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tha t   there  would bc adequate  supplies f o r  the  home market 
durhg  the  introductory  per iod o f  the new economic  mechanism), 

58. Impopts from the  bloc as a whole increased   a t  a much 
slovvep ra5e tham exports, alfvhov.gh Soviet   del iver ies  increasi;.d 
2.t a much h i@er   ra te .  With the non-Communist t rsdiag  par tners  
imports fell by 4% (5% with the  iildustrialïy  developed 
countries),  compared with a 7.8% r i s e   i n  1967* The drop i n  
Western  imports  suggests thet the new measures devised t o  
control  hard currency  expsnditure are operating  effectively.  
indeed,  they mcy have bean t o o  s t r ingent ly  appl.ic=d i n  some 
cases,  Sxports t o  t he  West fell. by 5,4$ (2.5% t o  the t 

dcwn f o r  l 968  i s  yet  availabls,  f,hs s h o r t f a l l   i n  Hungarian 
de l iver les  i s  rcported t o  have been largely i n   a g r i c u l t u r a l  
and f o o d  products, which f o r m  about 40% of 'botal exports t o  
the West, Engineering  products  exports were also down by 14$# 
a1t;hough exports of machi.nery and equipment - f o r  which the  
bloc i s  the main marke-i; - rose considerably (by 45%). 

d i ndus t r i a l ly  developed  countries). Whilst no commodity break- 

59. It seems t h a t   t h e  economic rsgulators are no t   ye t   hv ing  
the   des i red   e f fec t  o f  s t imulat ing  the growth and inf'luencing 
the  pat tern of  e x p r t s  t o  convertible  currency are?.s2 and 
f w t h z r  incentives to cxpwters  verc  arnounced a t  the end 

. . OP l a s t  year, These  include  tsx  rebates t o  enterpr ises  which 
can gummtee  a continuing  export  surplus, as well  as the 
granting of favourable f o w i g n  currency loan f a c i l i t i e s  f o r  
iirvestrpont leading t o  incressed  exports o f  modern, cor2e t i t ive  
gcods, It  will be some t ime  before   the   fu l l   impct  o f  these 

\ / l a t e s t  msasui'es i s  PelL,  Neva%heless, t he  1959 plan provides 
For  a 5% increase  in   t rade w i t h  non-Communist countries which, 
if f u l f i l l e d ,  would represent a ccnsiderable improvement over 
l a s t  y e s '  S pmformance0 and preliminary  f igures 'for t he  first 
quarter of  l 969  show a sharp  r ise   in   both  imports  f romo  and 
exports t o ,  non-Communist countries,  campred  with  the same 
period o f  1968 (-l 9*7$ and 18.4% respectively),  Trade with 
t h e  Communist countrics is expec%ed t o  r i s e  by  about  the same 
amount as les t   year  ( 7 . ~ $ ) ~  with imports increas ing   fas te r  
than  exports - a t rend which should  help t o  o-set  Hungary's 
current  larga  surplus with these  countries. Commenting on 
the  progress of f o r e l g n  t rade   in  i t s  f irst  yenr of  operation 
m e r  the new  systG:m, Hm-!gzry's Finance  Minister  described as 
the  mcst important  achicvment the 1inlc:ng up o f  t he  saliss 
a c t i v i t i e s  o f  home and f o r e i g n  mmkets9  thus making enterpr ises  
d i r e c t l y   i n t e r e s t e d   i n   s e l l i n g  abroad and increas ing   the i r  
p r o f i t s ,  They werc now said t o  be  mrking more ra t iona l   use  
o f  i nkemcl  md external  resourses,  Thz system o f  s t a t e  \ 
subsidies t o  i ~ s s  competitive  enterprises was a lso 'p lay ing  a 
par t   in   helping  these '   f i rms t o  re-arrange  their  export  strukture, 
S C  t h a t  th.ey should  eventually  be ab19 t o  dispense with suc? 
a s s i s t2meO 

60. A reduct ion  in  the export  subsidy  paid  per  foreign exchange 
unit earned is  p l amcd   t h i s  year9 bu t   i n  view of  the  ant ic ipated 
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r i s e   i n   expor t s   t he   ac tua l  amount paid out will, it is  
claimed,  be  about  the same as f o r  1968. Whilst it is  
admittsd tha t   t he  economic regulators  have f a i l e d  s o  far 
t o  provide  adequate  incentives f o r  enterpr ises  t o  increase 
exports t o  the  91capi ta l is t ' i l   countr iess  t h e  new f o r m s  o f  
foreign  t rading  are   said t o  be  operating  successfully. 
About 35% o f  exports  and 11% o f  imp&s i n  1968 were reported 
t o  have  been  transacted on the basis o f  aompany mntrac ts ,  
i .e ,   d i rect   t ransact ions between  producer and consumer. 
Transactions on a commission basis ,  that  i s  negotiations 
through  the  agency of the   foreign trade colyorations, 
rccGunted f o r  a fur ther  3% of  exports and near ly  7% of  
import s, 

CO-OP~~TION WITH BLOC COUNTRIES 

61 . Hungary's effor ts  t o  improvc the  operat ional   eff ic iency 
of  her  foreign  trade  system  have  tended t o  focus  a t tent ion 
on the Zast-West aspect of trade.  Nevertheless, it i s  also 
the  dsclared  objective o î  the  Hungarim  reformers t o  improve 
the  s t ructure  o f  t rade with the Communist munt r ies ,   s ince  
these s t i l l  account for 707; o f  Hungary's t o t a l  trade. Given 
the  przsent dependence o f  Hungary on Soviet raw mater ia ls  
silpplies,  the  fact that Hungarian  goods are s t i l l  largely 
uncornpetitivs i n  world markets  and rust ,   thci-cforc,   rely on 
the  bloc  makets  for dispcs al, and the  long-term  planned 
charactar o f  intra-bloc  trade (which i s  unl ikely t o  be 
influenced  overnight  by  the economic reform), it is l ike$y 
that   the   present   direct ion of Hungary's fore ign  t rade will 
c ont inue. 

62. During  the  debates which preceded  the 22i1d CM&\ Council 
session  in  Berlin,   in  January 1969, and the 23rd spec ia l  
session h G l d  i n  Moscow in   Apr i l ,  Hungarian  economists  repeatedly 
Fut  fcrwzrd t h e i r  views 0119 md proposals f o r  , new forms of  
closer economic co-operation  within Ch!ZAo These go f a r  
beyond the  present  phase o f  co-ordination o f  b i l a t e r a l   t r a d e  
plans, =Lnd include:  proposals f o r  long-term joint  investment, 
pnrticul.,wly i n  rzw m t e r i a l s  and the  processing  industries;  

coxntries t o  cover a number of years  ahead, with spec ia l  
a t ten t ion  t o  specialisation  agreements on an   in te rna t iona l  
scale; material   incentives for c lose r   s c i en t i f i c  nnd t echn icd  
co-operatioh, and g r c a t e r   a c h m g e  o f  l i c  enccs; 2nd the 
introduction of moye r e a l i s t i c   p r i c e s ,  currency exchclnge r a t e s ,  
as well 2.s some f o r m  o f  conver t ib i l i ty  of intra-bloc payments 
which wculd help CMEA t o  get away f r o m  the  res t r ic t ip-g  nxturc  
of the  present  bi-lateral   trzding  systen.  

63. Some steps  towards  greater  freedom of t rade were taken by 
Hungary a t  the end 'of 1967 when she and Czechoslovakia  agreed 
t o  a l l o w  scme quota-free  t rade  in   cer ta in  small grcups o f  
commodities  such as glassware,  china and machin.:: t o c l s .  Some 
dircct  trzdt? in bmder areas is a l so  being  mnducted  with 

O Co-ordim t i o n  o f  national  production  plans o f  CXZA member 
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Yugoslavia, and similar  negotiations m e  repm tedly under 
way with limania, k plea f o r  f r e e   t r a a e  between ChtEA 

I count r ies   in   cer ta in  commodities was  made by t h e  Hungarian 
cconomistp Nysrs, i n  a speech on the  eve of the 22nd meeting 
OZ the Council o f  CMEA, when he cal ldd for. a foreign  t rade 
system tha'i, would combine planning and f l e x i b i l i t y ,  
par t icular ly   with  regard t o  p r i cese  

64. On Huggarian i n i t i a t i v e ,  a ccnf'crence of ministers o f  
i n t e rna l   t r ade  G f  all CL;ï% rnembcr countries - the first of 
i t s  kind - was hz ld  i n  Febrwry  o f  th i s   year .  The aim was 
t o  discuss wûys o f  improving the methods of domestic  trading, 
and- expanding the  range and q u d i t y  o f  goods  exchanged, 
p r imzr i ly   i n   t he   f i e ld  o f  consumer goods, outside  the frame- 
work of  balax-xeC  quotas. The meeting  set up working p a r t i e s  
t o  examine questions o f  retai:! p r i ces J  market research and 
organis2tion o f  labour.  Concrete  proposals f o r  1970 are to 
be  considered at a fvrthe? minis ter ia l   meet ing  a t   the  end 
of 1969. It was a l s o  agreed t h t  the  present volume cf 
consumer goods  exchsnges would be  doubled  within a few yearso 
and tha t   d i rec t   border   t rade  should  be  expanded,  Since 
Hungary imports a l a r  er  percentage of  r e t a i l  goods than the 
o tha r  CMEA countries 7 soms 12% as asc.inst 7%-9$) ths p o p s  ed 
uxpamion and improvenent o f  intra-bloc  domestic  trade will 
no doubt work t o  her  advantage, 

65,. The Hur_gc.rian v i m  of  economic integrat ion,  as expressed 
b;.~ Nyers9 cornes close t o  that held by Poland, b o t h  i n  i t s  
emplasis on co-ordinated  development of certain  production 
branchas  across  national  borders - without, however, accepting 
the  idea of a supra-national  pla.nning  authority - and i n  i t s  

j recc.gni-Lioir of  the necd f o r  mme form o f  currcncy  convertibil i ty 
IV it hin C"I, 

66. Hungsry's  existing forms of co-operatim  with t h e  bloc 
(apar t  f rom her  membership OS CRIEI?' S permanent agencies)  cover 
a wide var ie ty  o f  sgrcemcnts on joint  production,  investme,rts 
and marketing, T h s  main types, with some examples, are  given 
in  the  following  paragrams: 

(i) J o i n t  Produqt.ion, Th i s  type o f  agreement  covers 
one or  more bloc  coGntries9 and involves  supply of com- 
ponents for i t e n s  mailufactured by another  country. 
Hungary has 8 number o f  such  agrzemcntsg onc o f  the most 
important  bzing a 1968 agreemznt with the  Soviet Union f o r  
co-operation i n   t h e  car industry. Five major  Hungarian 
ccmpsnizs w i l l  supply, o n  the  basis of Soviet  technical 
documentation,  certain components f o r  the  Soviet VA2 
passenger  car t o  be rnanufactul>ed mLder l icence from FUT 
a t   Tolya t t ig rnd ,   In  reCJurn9 Fungary will receive 
12,000-14,000 cars  3 yezs (out o f  an  estimated  annual 
product ion of 65D9 OCo-~OC?, L100 cars) This agreemalt 
i s  t o  cover the  pcriod 1969-1975. 
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(ii) Joint  Production with East and West, This is  a 
similar form o f  co-operation t o  (i) above9 but  involving 
a l so  a non-communist country, A recent example i s  the 
agreement  concluded  bctwzen TECHNOIMPXX, HuRgary, INVEST 
of  Czechoslovakia  and  the German firm o f  SUCKER f o r  the  
building o f  s lashing machines f o r  the  modernisation of 
the Czech t ex t i l e   i ndus t ry ,  50% o f  the components will 
come from Germany, and 5% from Hungary (built   according 
t o  Sucker’s  blue-prints), with final assembly i n  Czccho- 
Slovakia, 

( i i i )   Jo in t   P rocess ing  G,d Development, Under this type 
of  agmemant TZW materials  o r  semi-processed goods are 
exchanged  and further  processed, The outstanding example 
is  the Hungarian-Soviet Aluminium agreement e (See 
paragraph 49) I Another a g r e e m ~ n t ~  with Poland,  concluded 
i n  February 1969 and covering 197:-759 provides f o r  
d.eliveries of Hungaria  alum earth t o  P o l p a d ,  t o  be  
processed  and  returned  in  the fo rm o f  aluminium, The 
new agreement r2f le   c t s   the  @owing co-operat  ion  between 
the t w o  countries  in  the aluminium industry which  began 
i n  1960,  Another  agreement9 th i s  time with Rumania, 
provides f o r  Hungnrian  lead  slag and agglomerates t o  be 
processed  in R u m m i c 9  with paymsnt i n   t he  f c j r m  o f  lead 3 

bilocks. Under a 1967 agreement Rumanian s tee l   ingots  
are   sent  t o  the  Diosgyor  Steel fiorks i n  Hungary where they 
are  milled  into  blocks md returned t o  Rumania as semi- 
mmufsctured goods. 

( i v )  “” 3sht Investme&, Under this form o f  co-operation 
funds  are earmarked f o r  spec i f ic  projects, and the   c red i tor  ., 

country/countries  repaid i n  the  products o f  the   p lan t  
concerned. This type  of investment as d i s t i n c t  from 
govanment l o a n s 9  repayable  in cash, was first  introduced 
into CMZA i n  1 957, when the  Soviet Zone and Czdchoslovakia 
undertook t o  invest i n  P o l i s h  coal-mining. Hungzry has 
received  investment  credit, mainly from the  Soviet Union, 
for projects  including  the  construction of s t e e l   r o l l i n g  
Units a t  Dunjavaros, a nitrogen fertilizer p lan t   a t   t he  
Tiszavidek Chemical iWorks, for development of the 
Szazhalombatta o i l  r e î i n e r y  and the  Light  Metal Torks  at 
Szekesfehervw and f o r  the  bui lding of a nucleer power 
s ta t ion ,  Undia? a l o n g  term  agrzement n i t h  Poland  the 
l a t t e r  W i l l  supply Hungary with equipment f o r  a sulDhuric 
acid  factory,  a8 well as raw suiphw for pvocess2.ng, 
over a period of 15 years (l 971 “1 985).  Hungmian 
investment  has been made i n   t h e  B u l . p r i m  and Ru2anian 
chemical  industriss, and Hungary has joined- with othep 
East Furopean countr ies   in   the  exploi ta t ion of a Soviet 
phosphate mine a t  Kingisepp. Hungary is a l s o  reported 
t o  have  extended a la rge   c red i t  t o  Yugoslavic? f o r  the  
supply of Hungarian power plLant  equipment and t h o  con- 
s t ruc t ion  of power p lan t s  In Yugoslaviap  repayable by long- 
term de l iver ies  o f  e l e c t r i c i t y .  
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(v)  Joint   Enterpr ises ,  This reprzsents  another form of  
joint  investment,  but  differs from t h e   l a t t e r   i n  that 
ownership o f  t h e  company concerned i s  shared as wel l   as  
t h e  p r o f i t s  D The f i r s t   i n s t a n c e  o f  such  m-operction was 
the  set t ing-up  in  1959 of the  Hungmim-Polish HrZLDEK 
Corporation,  registered as a joint-stock company i n  Poland, 
t o  process  Polish  coal  slack  into  briquettes.  This was. 
followed  in 1964 by t w o  further jo in t   en te rpr i ses ,  this 
t i.me with Bulgaria. AC.ROMASiI, with its hesd o f f i c e  i n  
Budapzst an6 a branch  office  in Soîia, cooi-dinates  the 
development and manufacture i n  b o t h  countries o f  emipment 
f o r  market  gardening,  vine and f r u i t  growing.  (Sovie-L 
p a r t i c i p a t i o n   i n  Agromash hm been  confirmed  during 1969 
3; an agrceacnt  signed  in Moscow). It i s  also concerned 
vJi.th j o i n t   s a l e s  o f  such ecpzipment t o  th i rd  countrieso 
INTRANSIiiA6;i coordinates  design and research m7ork r e l a t i n g  
t o  mechanical  handling equi.pment f o r  use   in   fac tor ies .  
Since i t s  i n c q t i o n ,  INTIwnJSNLSS has prepared more thm 
8QC designs f o r  transport  equipmant;  and mm e than 2 0  
p-cjects have been implemented in   en t e rp r i se s   i n  b o t h  
countries. As a r e s u l t  of i t s  work, it i s  claimed tha t  
hmdl ing  c o s t s  and t ime-scales  in  cert .Qn  factories have 
keer, ccnsiderrblr  reducedp whilst other C m  countries 
a r e  also benef i t ing  f rom the   spec ia l i s t  knowledge of the 
company. 

(v i )  Production. Specia7.isation.  Although  pduction 
spec ia l i sa t ion  on a ChYZl-wide bas i s  has so f a r  f a i l ed ,  
inter-product   special iszt ion between p a i r s  of cour,tries 
has  been  developed  successfully i n  =me f i e l d s ,  Thus9 
Hungary  and Czech.oslovakia  have  agreed on  a divis ion of 
lti5our in  the  production of certain  medicd  instruments,  
t o  avo id  du-plicatior? or' output. T m  flrms i n   t h e  So-Jiet 
Zone are  expected t o  p a r t i c i p t e  i n  th i s  s3ec ia l i sa t ion  
agreement,, The Hungarian Optical  Works MOM and Carl Zeiss9 
Jemp  carry  out  ;oint   research and spec ia l i s a t ion   i n  the  
manufacture o f  niedical  instrunents,   pmticularly photo x-ray 
cauleraso  Zeiss componerits a re   used   in   cer ta in   hospi ta l  
equipnent  exported by Hungal-y t o  th i rd  countries. O'kher 
agreemeats  provide f o r  Hungary t o  take  over f rom the  Soviet 
Zone the  production of ce r t a in   ag r i cu l tu ra l  machinery and 
calculat ing cqLl ipment Special isat ion betwGen two motor 
vehicles works provides for. the  East German firm t o  
spec ia l i se   in   the   p roduct ion  Or l o r r i e s  up t o  -10 tonss and 
over l O tons f o r  t he  Hungarian  works, 

. , 2: 

( v i l )  " Financial  co-operation, This is a very  recent form of 
co--op3raticn 2or Hungary, and indeed f o r  CMEA, It invobes  
*he s e t t i n g  up o f  banking  consortia t o  promote  financing 
OB jo in t   p ro jec ts  and lonpterm economic and business co- 
operation,  includiag  deals  in t h i rd  mxke t s ,  So f a r o  
Y-dgoslavia hcs   teen t h e  prime mover I n  t h i s  form of co- 
operati.on, and has s e t  up banking  comortia  with Hungary 
and Czechoslovakia, whilst negotiations f o r  .a similar  link 
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with Poland  have  been s ta r ted ,   F ive  Yugoslav Banks and 
two Hungarian  banks - the E'oreign  Trade Bank  and the 
Investment Bank - are involved  in  the Yugoslav-Hungarian 
Consortium. So f a r ,   t h e  Consortium has  been  asked t o  
undertake  financing o f  one major  deal ( t o t f i l i n g  some 
$7 mill ions) ,  under  which GANZ-MAVAG of Budapest and the  
Yugoslav firm o f  MUR0 DJAKOVIC have  agreed t o  produce 
jo in t ly  65 d i e s e l   e l e c t r i c  locomotives f o r  Yugoslm 
railways Whilst this f o r m  of co-operat  ion is  new for 
Hungary, it obviously  has   possibi l i t ics ,  b o t h  for fu r the r  
development of economic links with Yugoslavia in   t he  f i r s t  
instanceo Lmd with other  countries. 

CO-OPERATION WITH THE INLXJSTRIAL \TEST 

6'7. Hungary has   rea l i sed   tha t   in   o rder  t o  r a i se   l i v ing  
standards and t o  improve the  qual i ty  o f  her   indus t r ia l   exyor t s  
a t  all rapidly-  she must import  advanced  technology f r o m  the 
West, Since 1960 she  has f o r  instance  purchased  nemly 2 0  
chemical  plants,  mostly f o r  the  production of f e r t i l i s e r s  
and p l a s t i c s ,  and these  have  been  financed by long-term credi ts .  
However she  has  in many cases  avoided  having t o  buy on s t r a i g h t  

. long-term c r e d i t  by making technical  nnd indus t r ia l   Co-osra t ion  
agresments with f i rms  in   the major  Western indus t r i s l i s  ed 
nations. 

680 A s  long ago a s  1955 the  Ministry cf Metallurgy and 
Engineering and the  Ministry of Foreign Trade jo in t ly   s e t  up 
a F'oreign  Trade  Office f o r  Technical  Co-operation wiih the 
aim of starting  production  co-operation  between Hungarian 
f a c t o r i e s  - above a l l  metallurgical and engineering  factories - 
and  \;Jestern firms, I n  1968 Hungary signed 28 co-operation 
contracts with Westeyn countrieso  almost  doubling  the number 
signed  in  the  prece88ing 4 years. I t  i s  l i k e l y   t h a t   a l l  
forms of  i ndus t r i a l  and technical  co-operation w i l l  be  further 
expantied i n   t h e  immediate fu ture ,  The Hungarians 8re known 
t o  be  eager t o  do  so  with the UK; par t icu lar ly  mentioned have 
been the   agr icu l iura l  and food  processing  industries,  a d  such 
technical  branches  as computers and data  processing,  instru- 
mentation, motor vehicle  ma.nufacturep aluminium processing, 
cextrifugal  castings,  semi-conductors, deveLopment o f  pr inted 
circui ts ,   colour   te levis ion,   h igh  vol tage cables, e l e c t r i c a l  
insulators  f o r  overhead  cables  and  transformer  bushes,  railway 
s ignal l ing and l ighting. 

69. Indus t r i a l  co-operat  ion  agreements , o f  which Hungary 
has  signed more than any other Bloc  co,ant,ry, are primriljr 
a means o f  avoiding  building up large  hard currency- debts, 
bu t   e t   the  szme time  they  act  as a stimulant t o  r a i s i n g  b o t h  

, la5cur  productivity and i n d u s t r i a l  standai-ds.  Indeed the 
Hungarians a re   pa r t i cu la r ly   i n t e re s t ed   i n  making agreements 
which involve  processing  Western raw materials,  o r  t he  manu- 
fact.ure of par t s  and t h e i r  assembly. Th.ese agreements were 
i n i t i a l l y  made possible by the   re la t ive ly   h igh   prec is ion  and 
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qual i ty  of Hungarian  engineering  products  based on long 
t r ad i t i ons  of s k i l l e d  workmanship, pa r t i cu la r ly   i n   t he  
precis ion and electr ical   engineer ing  industr ies .  Some years 
ago it was rea l iqed   tha t   the  main deficiency was in  design 
and  development resources   for   the  intro6vct ion of new advanced 
designs.  Accordingly it was decided  not  to  continue with 
ambitious  attempts t o  develop a range of ppecision machine 
t o o l s  but t o  r e l y  on the  use  of  Western  design and licences. 
A si mil^ decision was reached f o ?  t he  development a€' 
e l e c t r i c a l  machinsry,  especiall;  lcrger  turbines and generators. 

70, Hungary more than any o ther  B l o c  country had the  preqaisites 
f o r  t h i s  typ2 of' industrial  co-operation,  together with the 
will ingness on the   pa r t  of  the H - x q p r i m  Comunist   Party t o  be 
f l e x i b l e   i n  i t s  approach t o  economic r e i a t iuns  with c a p i t d i s t  
countries,  She has now concluded a la r@e nuxber o f  irrlportant 
indus t r i a l  Co-cperation  agreemen+,s,  (InTorrnati on  on these h::.s 
been t&:e_r, f o r  the most par t ,  Prom nevspa2er aild magazine 
a r t i c l e s ) .   D e t a i l s  vary f rom contrzzt  t.0 contract ,   but  severz.1 
main types  are  discernible,  and a b r i e f  mention o f  these 
i s  given below, Further examples m e  given i n  Annex II. 

> 

(j.) Divisioil. of LaSour, T h i s  type of' co-operation is  
we l l   i l l u s t r a t ed  by the  agreement with Mecng o f  Sweden 
f o r  pmurnatic and hydraulic  control  elements t o  be 
man-utactured and assembled by the  ,-recision  Fit t ings 
f a c t o r y   a t  Eger f r o m  technical  dacunentat-ion and kaon- 
hovi supylied by Mecman, s o  tha t  t he re  will be  complete 
uniformity o f  specifications.  There nil1 'ce a substzn-t,ic?l 
reciproczl  fl .ow of components bet.:-een the two firms, and 
Mscman w i l l  st02  producing one tJTe of  cylinder which 
will be made e n t i r e l y   i n  Hungary and supf..lied t o  Kecnm 
i n  repayment. 

( i i)  z"Lss~!.b?-y i n  Huqqmy. I n  t h i s  tyge of agreement, 
products are assembl2d i n  Iiungary from components 
p a r t l y  OP wl;olly supglied from abroad, For  example, 
-3- Eobson S".- Earüwicice U-,." o f  the UK have an agreement by whish the 
assembly of  hydraulic  self-propelling r o o f  support f o r  
n ines  talres p l ace   i n  Hmgary,  with the UK firm sup::ilying 
60% of  the  par ts .  

( j.ii)Cornponents  incorDorated i n  ;Jestern Equipment. An 
exampl6 a? this type of co-operation i s  the  agreement 
whsreby The  Ludwig En,-fel engineering company incorporetes 
Hilngarian driving  gears and  com2onents i n to   t he i r  own 
finished  products, 

(iv) Procsesj-na, Under various  agreements, Hungary 
imports b.asic  substmces f rom !;:'estern ceuntr ies ,  and 
processes and Finishes them in  her own fac tor ies ,  
S:aba.degyhaza Scotch rlrjhisky will. be sut on the Hungarian 
market this yeer, I t  si1.1 be  blended  aczor6ing t o  a 
Scott ish  f 'cmulay zxd the  basic  essence will be.import>d, 
as w i l l  t h a  equipment, *om Scotland, 

-.".." "-,""""" 
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(v)   Jo in t   de l ivery  of complete plant  to t h i r d  countries,  
There  has  been  close  co-operation between  the Simmering- 
Graz-Pauker enterpr ise  of Austria and Lang and Ganz i n  
Hungary since 1958. Together  they hzve b u i l t  power 
s t a t ions   i n   t he  Lebanon and extended two in   Ind ia  ( a t  
Delhi and Faridabad). Hungary supplied  the  turbines and 
generators  and  auxiliary equipment,  and Austria  the 
bo i l e r s  and other  equipment. 

( v i )  Repayment i n  goods. This  i s  a type o f  bar te r  
agreement whel’eby Hungary pays for !Vestern equipment 
wholly or p a r t l y   i n  goods rather  than in   conver t ib le  
currency.  For example, Spillingwerke of  ‘.:est  Germany an3 
Ganz of  Hungary co-operate i n  producing e l e c t r i c  power 
plants  for factories,   while Ganz w i l l  pa.. for the  Austrian 
made steam  engines with generators, 

( v i i )  -by products of ecgipment.  There a re  
numerous examples of  th i s  type o f  agreements  which  enables 
Hungary t o  i n s t a l l  Western  equipment in   her   factor ie’s ,  a d .  
reFay l a t e r  with the  products of  that  equi1:ment.  One o f  
several  agreements  with  Kest German firms is  t h a t  between 
Krupps  and the Hungarian  Csepel  enterprise f o r  the 
development  and j o i n t  production of a l a the  with 
e lec t ronic   cont ro l ,   par t  o f  the  output of t h e  Hungarian 
factory t o  be supplied t o  Krupps,, 

~- ”. . .1 

(v i i i )   Technica l  Agreements and  exchaggCsA A number of  
agreements  have  been  signed bo th  a t  Goverment  level and 
between firms covering  the exchange o f  tschnical 
information,  For example, a t  the en6 o f  1967 English 
Electric  signed a 10 year agreement with Ganz under which 
they will exchange technical  information,  partdcularly 
tha t  concerned with large-scale  transformers and- h igh  
voltage  switchgear. Ganz will be  enabled t o  bui ld   giant  
transformers up t o  400 kv with out:Guts of  200 iW-4 and 
over, f o r  use   in   the  power s t a t ions  under constructions 
on the Danube. 

( i x )  These e x i s t  t o  promote the 
marketing o f  Hungariar, goods i n  western  countries and 
vice  versa,  Techqotrans i s  a  company with 60% o f  the 
capi ta l   pu t  up by the French and 4$ by the Hungarians, 
which was s e t  up e a r l i e r  this years  between  the Companie 
Francaise   des   Ferrai l les  and Technoimpex, The main purpose 
i s  t o  promote the  sale  of  Hungarian machine tools, e l e c t r i c  
m o t o r s  and e lec t r ic   appl iances   in   Frmze  and t o  export 
French  products t o  Hungary, X se2:ord ~ o m p m y l ;  Dutra 
Robust, has been  established t o  merket GnC service 
Hunga-tlian t r a c t o r s   i n  France. 
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(x) &icences. The majority of the agreements  already 
mectioned  involved t h e  puxhase of a l icence t a  
manufacture  the prod.uc t, & The Hungarian me t a l   l u rg i ca l  
and engineering  enterprises  are  said t o  hame bought  the 
r i g h t  t o  use some 60 patents o r  have  acquired  technical 
know-how f r o m  Vestern  countries  in  the  period 1950-1967, 
half o f  them since 1962 while in   the  f i r s t  s i x  months of  
1968 they  concluded  agreements f o r  twelve  more,^^ Pur,chases 
are  reported t o  be  valued a t  over 660 m ,  f o r i n t s  ( $ 5 6 ~ )  
and  compares with  sales  valued a t  $3m, I t  is  a rapiqily 
growing business which the  Hungarians are mos t  anxious t o  
develo2,  Frospects f o r  t h i s  e x i s t  under  the new ezonoxLc 
mechanism giving  the  enterpr ises  more, freedom o f  de ; i s imi l  
A foreign  l icence  of ten  costs   the Hungarian less than ( p  
re lying on the i r  own research and  development  even if i t  
needs t o  bc adapted t o  local  standards and conditions, 
To encoupage the  acquisit ion o f  fore ign   l i sen tes  and 
technological  documentations  exemption from import  deposTts 
on the accompanying  machinery w i l l ,  under   cer ta in  
circumstances,  be  granted. 

~ . .  . 

Hungary has  been  able t o  s e l l   s eve ra l   l i cences  t o  
Western firms and she  hopes t o  be doLe t o  inmezse her ' I: . J  earnings 1Yom such sa les   bu t  s o  f a r  sa1.e.s amount t o  a 
tiny f rac t ion  o f  pwchases ,  Those already so ld  incllide 
the rights t o  manufacture  the  Hell-er-Fargo a i r  cooled 
condensation system for power s t a t ions  t o  Yest Germany: 
France and. the IK; a method f o r  expanding p e r l i t e  t o  
Xest Germany m d  Switzerland;  while Kilnarnock i n  
Scotland i s  using a Hungarian  process i n  i t s  watervmrks. 

Although Hungary has made many ty:.es o f  co-operation 
agreemepts  with  Western  countries she hs.s n3t  pepnitted 
any f o m  o f  d i r e c t  investment i n  Hungarian industry with 
t h e  soLe exception o f  the  Hilton  and  Inher-Continental 
ho te l s ,  In  returnfbr  f inance f o r  their   construct ion and 
the provision o f  expertise  they will receive a f ixed 
percentage  bzsed on the  turnover  (not p r o f i t s )  from guests 
f rom kard  e-mrency  cauntries, The Hungarians,  unlike  tne 
Yugoslavs,   are  totally opposed t o  shar ing  control  wi th  a::y 
capi ta l ise   country.  

WFSTmN C R E D I B  
p__ 

71. Hungary, although she  has  entired  into a l a r g e   n u d x r  
o f  widely  varying  ir,dustrial and technical  co-operation 
agreements w i t h  the West (enumerated  above) has a l so  had t o  
have some recourse  over  the  past deczde t o  m e d i t s  f rom Vestern 
countnles t o  finance  imports of caTi ta l  equipment,  mainly 
chantcal  plaxt . I n  the aLsenee of informati on on drawings 
&c  tually made on these   c red i t s  i t  is  only  possible t o  g;ive the 
s i z e  of the medium and long-term  debt  .outstanding t o  NATO 
countries.  A t  the end of  1968 this s t o o d  a t  $119.3m and was, 
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i n  f a c t ,   l e s s   t h a n   t h a t  owed by any other member o f  CMEA 
(except  Mongolia). $50m or over 4-09 of this t o t a l  was 
Bccounted for by credits  granted f o r  f i ve  years o r  longer, a 
smaller  proportion  than for Rumania, Poland or Czechoslovakia, 
These figures  probably  over  state  Hungary’s  indebtedness  as 
some o f  these  credi ts  mil.1 not have  been drawn upon,  even 
though i t  excludes  credit  given by non-XA?O cour,tries  such as 
Austria,  Sweden, Switzerland and Japan. 

72. I n   t h e   l a s t  few years Hungary has  been  granted $161,6m 
i n  new c r e d i t  f r o m  ITATO countr ies  and i n  the same period  paid 
out $126.7m i n  reirrbursements, 

$m 

xi?%. 1966 m 1968 
New c red i t s  40.3 a.. 6 54.4 45*3 
Reimbursements 26. O 28 .’4 29.3 43.0 

73. Hungary was the f irst  East  European country t o  negotiate 
Euro-dollar  loans  in  the West. I n  1968 she obtained 3-4 year 
Euro-dollar f a c i l i t i e s  f o r  $10m and then f o r  $l5m from banklng 
consortia headed  by  Lazards  and  RothsehiLds  respectively. The 
Hungarians  regarded this type o f  loan f o r  wercoring  their  
shortage o f  hard  currency as be t t e r   su i t ed  t o  promoting the i r  
economic interests ,   being more flexible  than I=redit,s linked t o  
the  purchase of  spec i f i c   cap i t a l  goods. 1.4ore rccently  they have 
t r ied  a new approach  and  have ra i sed  $l5m on the  Ilondon mar?;et 
f r o m  a consort ia  of banks headed by BOT.!3;A, t h i s  being  the f i r s t  . 

Western loan t o  any East European  country for indus t r ia l  
development bu t   t i ed  t o  use by a specific  industry,  The 
Hungarian Aluminium Corporation  require  the money t o  help 
îinanze  expansion, more pa r t i cu la r ly  of  t h e i r  capacity f o r  the 
fabrication  into  f inished  prodvcts of the aluminium produced in 
the  Soviet Union f r o m  Hungarian  al-unina.  Exports of the 
auminium industry  already run 7.t some $15m ax.ual ly  and as 
exports o f  semi-finished and finished  2roducts expand s t i l l  
f w t h e r  i t  i s  f e l t   t ha t   t hese  will enable the industry t o  pay 
off‘ credi ts   received f r o m  b o t h  the  Soviet Union and the  Test, 
These plans fo rm par t  o f  the general nove towards  concentration 
on capi ta l  - intensive  f inished goods f o r  export  through which 
Hungary hopes t o  increase  her  sales,  mo?e especial ly  t o  
Western  Europe 

c THE O U 7 z m  

~ L L ,  I t  i s  s t i l l  t o o  soon t o  judge  whether the  reforms will 
be  successful.  That  the  objectives o f  the t h i r d  five  year 
plan w i l l  generally be o v e r f u l f i l l e d   v i l -  be c i ted  as an 
achievement,  but  the  success o f  the reBorzs depends on more 
than growth e Th,e uncompe ti tiveness o f  indus’my which 
resul ted f r o m  central.  planning  can  only  be  eradicated  as the 
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technica l   l eve l  of production and labour  efficiency improve. 
The Hungarians  themselves do not  expect any rad ica l  improve- 
ments i n  the immediate future,  because  they have o n l y  providcd 
a framework f o r  a  more competitive eco;?ony s o  far. Sone 
modifications  have been made i n  the regulators  and the number 
of en te rpr i ses  exempted f r o m  certain  provisions  reduced,  but 
no f'undarnental changes are  planned t o  'be undertaken i n  the 
f irst  three  yea?s, The refcrms challen2;e  previov.sly  accepted 
concepts, an6 pose diff icul t   choices  bet:i:een i v h t  i s  ni;cded 
economically  and what is acceptable  socially and po1iti:all:T. 
The high  subsidies and the  existing  price  struzture  can o n l y  
be  changed slowly i f  economic s t a b i l i t y  is t o  be  maintained, 
but  will continue t o  constrzin  competition and improvements i n  
iEdustl-ial  efficiency and labour  produ.:tivity. An inz rease   i n  
productiviLy will a l s o  necessi ta te  a reduction  in under- 
employment, and  cautious  action is l i k e l y  t o  avoid  widespread 
unemployment.  The growth of wsge d i f f e ren t i z l e  may pose 
problems. The T\rE1".4 asEumes an  ii;lprovenent in  material  incentive;, 
bu t   c r i t i c i sms  have  already  been  voiced By v:orkers on the 
divis ion o f  profit-shzring  funds. 

75. These are ezcnomic-sncial  problem, ho:??ever, common i n  

.Hungary, they must be  subordinate t o  thc po l i tLiea l   nezess i ty  
, sone. form t o  most  industrialised,   developing  zountrics,   In 

of re ta in ing   par ty  control. over the ezonory. The reforms have 
introduced a coxiderable   decent ra l i sa t ion  o f  management: 07-d 
fcrrns of organisation  such as  trusts  are  being  questioned, a d  
Cm fornat ion o f  joint   stock companies oîf 'ers  opportunities f o r  
product  diversification  previously unknown,  The development 
o f  new forms o f  enterprise  organisation m2.y wel l  be l imited by 
t%e  extent t o  vhizh they challenge  prrty  control and d l o w  
certain  pressure  groups - f o r  example baxkeps, the manageriad. 
class, trade  unions - t o  assume  undue influence, Given this 
l imi t a t ion  - and the  tolerances  are  probably  fairly broad i n  
Hungary with i t s  present  pragmatic  approach t o  i t s  ecoronic 
problems - the  ult imate S U C C ~ S S  of the reforms will be  judged 
by th? rate at which the standard o f  l i v i n g  develops and i n  
pa r t i cu la r  by success i n  foreign  trade, the v i t a l   f a c t o r   i n  
Hungary' S economic growth. 

76. The new econonic  regulators have now becn in   operat ion 
f o r  a year-and-a-half. I t  wiil be some t ine  yet   before   their  
f u l l  impact on foreign  trade  can  be  assessed  but  the  intial  
r e s u l t s   a r e  promising.  Hungary's  trade  balance l a s t  year 
showed  a considerable improvement, whilst   the drop i n  '$Jestern 
imports  suggests  that  the new control  measures are  operating 
sat isfactor i ly ,   Exports  t o  the West fe1.l below the 3.367 level .  
One reason foi- t h l s  mzy well be  the  restriction  placed. by 
o n  Hungarian  agricultural  deliveries.  There was also 
regortedly a slackcning off i n  th5 r a t e  of indus t r ia l   expor t s  
t o  the Viest, Emd i t  lias  been  suggested t h a t  sQme exporters,  
unaccustomed t o  the new system of d i rec t   se l l ing ,  had priced 
themselves  out of' some foreign  mnrkcts.  Nerertheless, the 
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f irst  quarter of t h i s  year  has shown a  msrked improvemen-n 
Hungary' S export  performance , and i t  would  seem tha t  the 
various  incentives a r e  beginning t o  have the i r   e f fec t ,  

I' 

77, Unlike  the  Czechoslovaks,  the  Hungnians  have  been  able 
t o  introduce  their  economic reforms  within the framework of a 
po l i t i ca l ly   s t ab le  regime.  Their  foreign  trade  policy  has  been 
thought  out  carefully, and the new methods o f  foreign  trade 
act ivi ty   are   being  caut iously  appl ied,  The Hwgawians a l s o  
have the  advantage o f  having  well  qualified men a t  the t o p  
management leve ls ,  with a pragmatic  approad1 t o  the new economic 
policies  they  have t o  carry  out, A good example is  the 
willingness t o  negotiate new f o r m s  o f  c r ed i t  f r o m  the  Yest such 
as  Eurodollar loags  and  the  loan for the aluminium industry,  
Another i s  the  decision t o  s e t  up an I n s t i t u t e  f o r  t ra in ing  i n  
western  technique o f  management and marketing,  That  the refor-,-r?.s 
appear t o  enjoy  the  supgort o f  the bankers i s  anothcr  reason f o r  
supposing that i n   t h e   f i e l d  o f  fore ign   t rade   a t  I.ec^st,  they 
stand a very good chance o f  success, 

78.  The long-term e f fec t s  on foreign  trade 8 .m obviously open 
t o  c?ebate. The immediate  czuse f o r  conzern -;.-hich prompted the 
Hungarians t o  a c t   i n   t h e   f i e l d  o f  foreign  trade was c l c m l y  
t h e i r  continuing  balance o f  payments d i f f i c u l t i e s ,  and the i r  
i nzb i l i t y  t o  improve the  position  through  an  expansion of  hard 
currency  exports. Thus, a t tent ion  has  tend-ed t.0 be focused on 
the development o f  t rade and economiz relat ions  with the West. 
Bu t  the  bulk o f  the  corntry's   foreign  trade (70%) is  s t i l l  
conducted  with the communist countries and there i s  no evidence 
t o  suggest  that  there i s  any intent ion t o  introduce  basic changes 
in   the  present   s t ructure  o r  d i r e c t i o n ,   a t   l e a s t   i n   t h e  s h o r t  
term. 'mat the Hungarians are  aiming a t  i s  a chmge  in  the 
composition o f  trade by  reducing  the  proportion o f  agr icu l tura l  
goods,  and increasing  the  share o f  high value goods such as 
precisian  engineering  products, Many of Hungary's  export- 
or ientated  industr ies   are  s t i l l  small: hovever, and i n  the 
chemical  industry t o  take one example, capac i t ies   bu i l t   s ince  
1961 are  inadequate t o  meet home  demand a n d  a t  the same time 
permit an  increase  in   cer ta in   export   l ines  and a reduct ion  in  
imports ,  This  s i t ua t ion  i s  l i k e l y  t o  continue  well  into  the 
1970s 

79. The Soviet  Union will remain  Hungary' S mzin suppl ier  o f  
raw materials  and,  with  the  other  comtries of  tile bloc,  will 
cont inw t o  provide a guaranteed  and almost l imit l -ess  market 
f o r  Hungarian goods which are   as   yet   largely unzornpe-kitivc i n  
the  west, Hungary is  closely  l inked  with the Sovicit Union also 
through  long-term  co-operation  agreement  such 2s the Aluminium 
Agreement, the FIAT agreement, and through numerous o t h w  jo in t  
co-opcrztion  and  investment  projects with the  Soviet Union and 
the other   countr ies  o f  CMEA. These n i l 1  all have the i r   e f f ec t  
i n  promoting closer  economic links between Iiunsgary and the  bloc. 
A t  the same time,  the  increased  contazts wi%h the : - rest  which hzvc 
been  develoging f a i r l y   r a p i d l y  as 3 msu3-t o f  the  various 
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co-operation  agreements  concluded  over  the last five years,  
will undoubtcdly  continue and mill enable Hungary t o  import 
the v i t a l   c a p i t a l  goods needed t o  briilg Eung,-,rian goods in 
t h e i r  turn, up t o  the l eve l  where tlzcy could be competitive 
on world markets. 
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The guidelines o f  t h e ~ ~ ~ ~ ~ ~ ~ ~ i . o - ~ ~ ~ h a r + i s r n - . G W . ~ . I , T .  ) 
were published i n  M a y  1966, f6Tlowed by dew:.,es for the i r  
implementation, which began in  January 1958,  T h i s  Annex 
examines the main aspects of the NEM, inzlud-ing  the  foreign 
ti-ade sector ,  The reforms in   general  2.im t o  create  a more 
competitive economy and 8 more ef fec t ive  s k t e  ;)lanning 

'\,, system,  by  introducing a greater  element of ; :self-regulation",  
I i .e .  by Elying more  on market forces  and. inonet,ar:r incentive,  
I and by delegating  ordinary  operations1 management decisions. 

i 
' "  i 

This a t  l e a s t  i s  the  theory,   but   cer ta inly  in   the  ear ly   s tages  
o f  implementation,  the s t a t e   r e t a i n s  Very Xnsiderable  poaers, 
-\ Plknning 

2. The pr inc ip le   tha t   dec is ions  should be made a t  the 
m o s t  appropriate   level   has   f reed cenl;ri=l i 2 l a n 2 e r ~  îrom the meSi 
t o  p l an   a l l   a spec t s  of  enterprise  activity,   while  leaving with 
them the  central  economic plans  as  th.e main device Tor  the 

,execution o f  economic policy. The content of  gl.r.ns now  dei3e:nC-s 
on their   function. Long term  plans (10-15 y e m s )  cut l ine 5asic  
objectives of  pol icy  re la t ing t o  internat ioml  re ln ' i ions,  
l iving  condi t ions,  and economic de'velopment,; the medium term 
plans ( 5  years)  contain  guidelines f o r  growth and indicate  
mandatory tasks  (e.g.  in  investment f o r  the f ive  year  p e r i o d ,  
while  the  short term plan  (one  year 1 has a moie f lexible   natu-e .  
Apart f rom defining  obligatory developments for it ,s particul-ar 
year o f  the Five Year Plan, i t  provides  op;>ortunities f o r  
modifying  elements o f  the  longer plans and- i n i t i a t i n g  economic 
policy  changes.  Enterprises now  mzke the i r  o::n plans 

\, independently, and i t  i s  a function of the respeztive IvIinistry 
i t o  ensure tha t  the plans o f  en te rpr i ses   c i th in  i t s  jur i sd ic t ion  
\are  within  the f r a n w o r k  o f  s t a t e  ccononic  policy. 

Enterprises 
L 

3. Much more respons ib i l i ty  no?:: rests with the 
enterprise  director  al though  the  Ministry o r  other  founding 
body retains   the power t o  intervene i f  necessary. With the 
abol i t ion of  cen t ra l   a l loca t ions  for most  :?at.erials 2nd 
products and much greater  freedom i n  r'ages, ilzvestrnent  and 
production  policy,  the  enterprise  director i s  no~v f r e e  t o  use 
the asse t s  o f  the  enterpr ise  a.s he thii?_l:s best - "ong-run 
p r o f i t  nas now become the main success  indical-,or,  i'iorkers' 
councils  have no 2laze  in  the Hungarian re:?oi-m programme, 
mainly  because i t  is  f e l t   t h a t   t h e s e  n.-:uld r e s t r i c t  the 
en terpr i se   d i rec tor ' s   au thor i ty ,  though  tra6-c  unions do havc 
r igh t s  regarding  working  conditions, and the  management is 
obliged t o  m&e a legal ly   binding  contract  with i t s  emplolrees. 
Through i t s  taxat ion  pol icy,   the   s ta te  t r i e s  t o  ensure  that  the 
enterprise  operates e ï f  i c ien t ly :   par t icu lar ly  i q 3 o r t a n t  has 
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been  the  extension t o  &,l entePpriSeS Of the 5 per- cent t 2 . X  
on fixed  and  working  capital  used f o r  pi-oductive  purposes. 
T h i s  i s  a tax paid out of 2 r o f i  ts in'ceildcd 'i.0 dn:.i;Ur?.&c the 
economical use of labour and ca-pital, andl t o  discmrage the 
production of unsaleable goods. O f  the  remaining p ro f i t  a 1  
average o f  60 per  cent i s  paid t o  the s t a t e   a t   p r e s e n t   i n  the 
form Gf a progressive  profit   tax,  and the remainder  used by 
the enterpr ise  t o  es tabl ish  prof i t   shar ing,  development, ~ . n d  
reserve funds. The p r o f i t  sharing  fund i s  used t o  supplement, 
persona?  incomes;  although  the state  2etermincs  basic wages. 
the  enterprise  can  use  the  profit  s h m i n g  fund e i thz r  t o  

1 increhse wages during  the  year o r  e l s e   t o -p rov ide   d i f f e ren t i r l  
,' share-outs a t  the end o f  the  year. The shares pcLi,?i :an be up I t o  8@ per cent .  o f  annual  salary f o r  top  zanagement, 50 per 

I cent  f o r  technical m d  administrztive personncl, and 15 per 
: cent  f o r  workcr-S, In   addi t ion  premiu-s m a y  be paid t o  top  

i 
managers which. ma.y reach 30 per  cent o f  t h e i r  %?.sic w g c ,  Sut  
though t h i s  group stands t o  gain much wore from profit  sheriilg, 
i t  a l s o  stands t o  lose much more. If the filtuTe perforr!lznze 
of the  entel-prise 2s i n  doabt ,  25 pel. cent  o f  the  nancgcrs 
share  can  bz  with.heïd and d is t r ibu tcd   in  the othe12 two 
categories o r  kept a s  a reserve. Furthermore, i n  the  event o f  
an  enterprise  deficit   not,   recoverable from resexws,  only 741 
per  cent o f  a top  managcr's.  salary is guarantesd- and 85 per cent 
cf thzt of adixinis t r z t o r s  an3 technicians,  LFihereas workers 
wages are guaranteed t o  the f u l l ,  The prof i t   shar ing  funs! is  
taxed  progressively  a t   ra tes  f r o m  2-70 pcr cent  t o  prevent t o o  
wide d- i f ferent ia t ion between enterpr ises ,  The aevelopment fund 
(which also  includes a percmtage of amortizstion) i s  used 
primarily t o  f iaance  an  enterprise '  S own invcstment, t o  provi&;e 
c i rcu la t ing   cap i ta l ,   f inance  improvements in lz.bour conditions, 
pay communal taxes t o  Councils, and re9a.y bank md s ta te  lo r -m.  

4. The divis ion o f  retaLned profits  betaeon  developnent 
and profit-sharing  funds depends on the r a t i o  o f  wages t o  
f ixed assets, and i n  1968 wages were multiplied by a mge 
f ae to r  o f  2 t o  7 ( 2  f o r  t rade  enterpr ises ,  7 f o r  s t a t e  fnrms) 
t o  fu r the r  even  out  difrerences between enterpr ises ,  A reserve 
fund must be formed, in   o rder  t o  cover unforeseen ris!rs, 
by deducting 10 per  cent of the pro f i t   shwing  and development 
funds. I n  1968 60 per cent  of the en terpr i se  develnpment f-md 
forme3 from investment  grants t o  the enterprises i n  1967 V.QS 
to  be  used t o  es tabl ish thc  basis of this reserve  find.  Turnovzr 
taxes  are  maintained t o  mznipuïate prizes, bu t   t he i r  import,anze 
will decrease a s  p r i ces   r c f l ec t  c o s t e  more F.czmate1y0 Finr!.ll-:r, 
by metlns of production t a x e s  t he  s t a t e  2s.n tc.?.x alTay p ro f i t s  
considered t o  have  been made by monopolistic  :3raetices, 

5, With the  government' S depe;TC-enze on : c  onomic  me:?*sui-es 
to   regulate  the  eeono;,ly, investment and zredlt. pol ic ies  aszme 
moI'e important Poles  i n  t he  NEM. Though provision i s  made f o r  
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the  extension of enterpr ise   f inancing of investments  and 
increased  use of bank credi t ,   the  governr;:teni: s t i l l  determines 
the  aggregate volume o f  investment, and i t s  d i s t r ibu t ion  among 
the. .various  sectors o f  the economy. Central- ;:,Ians no longer 
contain,lany  plan  indices o r  limits f o r  er_tcrpise  investment,  
but tkirough control  o f  amortization  funds, p r o f i t s  and c red i t  
policy,   the  state  ensures  that   central   objeztives  are 
observed  by en terpr i ses .   In   addi t ion   cer ta in   ca tegor ies  o f  
investment  can  be  initiated  only by the s t s t e ,   t he  most  
important o f  which are: 

a. 

b. 

C. 

Individual  large  scale  investments vihich include 

( i)  expansion of  an  enterprise x;hich r e s u l t s   i n  a 
25 t o  30 per  cent  increase  in t he  jut2ut  o f  the 
branch o r  product  group co;isi;r;,;ed; 
(ii) any  investment  dependent  mainly t n  imports ;  
(iii) any investment which the government cares 
t o  c lass i fy   as   l a rge   sca le .  

Non-productive  investments i n  the power and 
t ranspor t   indus t r ies   e tc ,  

Non-productive  investments of Councils 2nd 
offici21  Bodies. 

Investments in   category  (a)   are  ;;Jan instruzt ions and  must be 
given p r i o r i t y  over a l l  other  investments.  Enterprises  can 
init iate  the  replacement o f  obsolete  fixed-  assets, 
modernisation programmes, expans?-on o f  produztion and  non- 
productive  welfare  investments (and a y  investnent which does 
not  violate  conditions i, ii and iii). i,n imiJortant &ange 
under the hXEM is tha t   s t a t e   l oans  must be  regcid ( a t   l e a s t  
in   par t )  by entekprises,  and this ought t o  st3imu-late a more 
ra t ional   use  o f  investment funds. 

6. A s  well   as  defining  the  scope of enterprise  investment-, 
the s t a t e  6an further  con,trol  investment  through i t s  c r e d i t  
p o l j  ’cy. I n  general  credits  are  granted  aczording t o  the c red i t  
worthizess o f  enterpr ises .  Th2 basic:  interest  rpLte on 
medium term (3-4 year)   credi ts   has   been  f ixed  a t  S pcr  cent, 
while t h a t  on long term ( 6  year )   c red i t s  i s  5 per cent   ini t iz l l -y  
and 7 . x . e ~   c e n t  when the  project  becomes l2roduztive.  Several 
exceptions t o  these  general   rules   are  prov!.jed f o r ;  thus 
repayment periods o f  U> t o  8 years m e  per rn i tk3   i n  the ccse 
o f  invcstments  improviag  the  ‘regional  distribLtion of industry’ 
2nd o f  up t o  10 years for foreign exchange emning  investments, 
Long-term c red i t s  will not he  granted i n  coal-;-rining, 
petroleum and natural   gas  production,  cleztric 2nd other  
p u b l i c   u t i l i t i e s ,  ’ In   ag r i cu l tu re  the i n t c r e s t   r a t e  on medim 
term (4 year)   credi ts  is  6-8 per  cent, ,and long term c r e d i t  
repayment periods  can be as long as 20 yems:  no  minimum rate 
of re turn  h2.s been  s t ipulated.   Short- term  medits   in   generd 
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are  made  on the   bas i s  of  contracts  o r  crociit limits, and ~ r e  
granted  mainly f o r  improving  the supply of  :.:oods t o  the 
narket  and f o r  providing  temporary  circu?.ating  capital,  thc 
in t e re s t   r a t e   'm ixg   f i xed   a t  8 p2r cen-L. In.  general  an 
en terpr i se ' s   sezur i ty  f o r  c red i t s  i s  i t s  balance  sheet, and 
t h i s  provides  an ext,ra check on the performance of enterpri::cs, 
f o r  if the  bank i s  d i s sa t i s f i ed  with En entorpr i se ' s  
pe-formance it, c2.n withdraw cree3.it f a c i l i t i e s ,  kcei3ing the 
fouildiIlg Lody  inf'ormed. 

- Pr ices  

Agricul ture  

9.. The agr icx l tura l  reforms, those  In  industry, m e  
based on . the  pr inciples  of incremed  selt-nana&ement  and 
f inanc ia l  indepcndenze, togethey with s ta t e   con t ro l  throsgh 
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economic measwedS.  The reforms  began i n  the l z t t e r   h a l f  of 
1965, with a reduct ion   in  the number o f  obli_;:atory requiremdnts 
imposed on s t a t e  farms  and the  subst i tut ion of  a contract  system 
f o r  central   directives  in  co-operative  fmming, The only 
compulsory target  remaining is  f o r  the ?.PC 2 sown with bread 
gl'ains, I n  1968 central   control  over sa les  m s  rsduced,  and 
co-operatives  can now sell most  products  eithc;r  direzt t o  
consumers (e .g .   s ta te   enterpr ises ,   hospi tz ls ,   res taurants)  
o r  on the  market,  as well as make contracts with s t z t e  
procurement  bodies. In   add i t ion  some CO-opcrrtives  have  bcen 
granted  independent  export  rights. 

10, I n  1966 i t  w7.s accepted  that   exis t ing  zr ices  f o r  
agricultural  products were t o o  low,  and as  ha r t  o f  the general  
pa7ice reform  aggregate  prices were r;.isc;d by 9 pe r   cen t   i n  
1966 and by a fu r the r  8 pcr cent   in   Janumy 1-968, when tzx 
concessions t o  help  the weaker co-opGr;atives werc also 
introduced. In  January 1966 s t a t e  f a r m  a s s e t s  were revalued 
and revised  depreciation  charges mere intros-uzcd. I n  Dezembdr 
there was a revaluation o f  co-operativc fams asse ts ,  and 8 
substant ia l  par t  o f  their   debts  were 2.ence.lled; 60 per cent,  
on average  and  up t o  85 per cent  f o r  rnc-d;; =.o-o;.,-;ratives, 
Amortization  funds and wage funds were ectT.blishcd i n  1965. 
This ,  together with the new development f w d ,  should  permit a 
greater  volume of s~ l f - f inanced  investment t o  tF..kc plaCe. As 
o f  January 1st 1968 wages and  amortization m e  calculated a s  
costs,  and together w i t h  the  establishment o f  p r o f i t  sharing 
runds t h i s  mcans t h a t  most  co-operatives m e  now cble  t o  
guarantee up t o  80 per  cent of  the average mon'chl-y wage. 

11, To encourage p r o f i t a b i l i t y  and t o  help tho  
employment s i tua t ion  a decree  in  1967 extended  thc  scope of 
co-operative  farms'   ancil lapy  activit ics t o  ir,z.lude machine 
maintenance and repair ,   the  production of bui lding  matcr ia ls ,  
packaging, and t r anspor t .   Anc i l l a ry   x t iv i t i o s  were previously 
l imited t o  processing  agricultural   products,  aqd y:7eï-c 
performed  by  about 30 per cent  of  co-operk?.tive f r r m s  only. To 
prcvent t o o  much decentral isat ion o f  decisicn  tcking, and t o  
co-ordinate   the  act ivi t ies  o f  co-operatives,  Rigioncl 
Associations o f  Co-operatives  have  bcen s e t  upo and i t  i s  
expected  that  these  associations will a l so  improve agr icu l ture ' s  
bargaining  position  vis-a-vis  industry. As well as   these  
purely economic reforms  there  have  been  sinze 1965 several  
social  reforms t o  improve l iving  condi t ions and- t o  reduce the 
la5ou.r exodus.  These  have included improvcd pension  conditions 
and faDlly  allowances. 

12, I n  1968 the  s ta te   introduccd r: ncv co-opbrative lam 
t o  regulate  the  r ights and dut ies  of co-o;;er?.tive mt;mbt;-rs, and 
a new land law t o  ra t ion2l ise   the I m d  oancrship  situation. 
The co-operative law is based on the  y?rin;i2le  that the mernbGr 
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14. The declzred aim o f  the  orgmisntion?-l  chmges i s  t o  
promote the  general  effectiveness of  forcign  trzde opGrF.tions, 
w i t h  s p e c i d  emphasis on exports,  b~,sic=zJ_ly by removing 
Cctailed centi.2-l control  fro-iil the  Ministry and 2.1lowing economic 
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c r i t e r i a  such as mnrket forces ,   gr izes  . x L -  c red i t s  t o  play 2. 
par t   in   dec is ions   a f fec t ing   fore ign  -b:.r.de ? .c t ivi ty .   In   the 
past ,   the  functions of  manufacturing 2nd- so l l i ng  hF,d been  kept 
qui te   separate ,  with the  foreign  trade  corporztions - act ing 
L?S the  buying and se l l ing   agents  of the Foreign Trade 
Ministry - divorced from the t echn icd  prob!.c,ms of production 
and costs  wh i l s t  the  producers thcmsel-ves werc out of  tmzh  
with  the  requirements o f  the  markct. 

15. Under the new system,  quantitF.tLive targets are 
abolished and a system o f  incentives repl,-.zes the  detailcd ?ad 
obligatory  export   tzrgets  previously b . i d  down I 'or  eF.ch 
enterprise.  The choice of market i s  nov l e f t  t o  the p?oduzcr, 
who can s e l l  e i t he r  a t  home o r  abroad, zczoi-*dii?g t o  whizhcvm 
mmket i s  the most  "profitablett ,   without  reference t o  the 
foreign  trade  corpor?.tions. Managements me   t hus   f r ee  t o  
decide where they want t o  concentrate their export   effor t ,  
T h l s  should  hme the e f f e c t  o f  making the producers  rcsponsi3lc 
f o r  the financial   suceess o r  otherwise of  their   exporting 
ac t iv i ty .  Government subsidies w i l l  continue t o  be paid f o r  9. 
s h o r t  period  (sub j e c ' t  t o  3 cer tain  export   level   being achieved-) 
i n  order t o  a s s i s t  some o f  the less competitive  ent,erprises t o  
ad3ust. t o  the new conditions,  but. t h i s  i s  regmded 2s rr pure127 
temporary  expedient i n  the  transitionT.1  &eriod. Some 
protection t o  domcst iz  industry is  zlso provided by a three- 
t i e p  customs tariff', with a pref'crentiF.1 r c t c  f o r  dedoping 
countries,  an ICPN r z t e  t o  covep the  bloz and mos t  Testern 
countries,  and a f u l l   r a t e  f o r  Portugal,  South Africc and the 2 

United  States, 

( 8  

16. The right of  independent  export ( i. e .  without  the 
intermediary o f  me  foreign  trade  corporz.tions) was granted 
i n i t i a l l y  t o  a number o f  large  produzer ent.erpri.es enjoying, 
a monopoly of the i r   par t icu lw  produzt ,  2nd c.lre,cldy exporting 
d i r ec t ly  a fa i r  portion o f  their  output,. One of the  industyies 
moat  concerned is  engineering and amorig the rnzjor enterpr ises  
invested wi th  the   r igh t  of direct   export  ?.re: G X V ,  NIAVAG 
L'ocomotive and  Railway  Carri?.ge  ManufF.cturcrs, CSEPEL I ron  cnd 
Stee l  Works 2nd the Hungarian  Optic21 18orks (MOI$) . Some 
commercial enterprises,   notably those hmdl ing   s a l e s  o f  
cap i ta l  equipment, m,ay a l s o  be allowed t o  deal d i rec t ly  with 
firms zbroad. To dz.te, some 80 o r  more rt1mmf2cturing  and 
commerciaL enterpr ises  are involved, cl.thou~i;h the central  
au tho r i t i e s   r e t a in  the right t o  vc-ithdr:>.w m y  Eoncessions on 
d i rec t   fore ign   t rad ing  rights if necessr;ry, Thc majority o f  
enterpr ises ,  however, will continue t o  use the  Str:te foreign 
trade  corporations  as  buying and se l l ing  ilgents, e i t he r  on zL 
commission basis o r  w i t h  both s ides   shzr ing   prof i t s  ûnd risks. 
I t  i s  hoped i n  t h i s  way to  provide the trrt.dinL zssociat ions 
with an  incentive t o  maximise export p r o f i t s  and thus b o o s t  
trade  generclly. 

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

http://b:.r.de


18. After 2 yc:.r o f  opcrntioLl?,  cdjusL!xnts t o  the  rz tcs  
of levy f o r  vnrious goods were  mzde, m ( i  modified customs 
tariffs intpodueed f o r  1969. Pone rates :?..y'c now highsr a.nd 
others  loever, but  it was s t ressed  that  t l ~ c - ;  new m t e s  v-ould not 
le@ t o  r i s e s   I n  the horna markit  prize of  imported goods o r  of 
goods incorporating  imported  material-S. A revised l i s t  o f  
commodity groups which c a r r y   f u l l  o r  pa.rticl..)- exemption f rom 
duty, has been drawn up, m d  only l50 c0l?rnodity  croups are  noa 
duty-free compzred with 5!+0 i n  1968. These modifications  in 
the customs tariffs a r e  no doubt iatendcc'c t o  rc-inforce t3.s 
pol icy o f  ensuring ccref'ul i n p o r t   s d e c t i o n  on the part  o f  
enterpr ises ,  A t  the same  time ~ since  imraased  tar i f f ' s  o n  
imported  materirls must not be accompnni:.$- by price  increzscs 
of the  Finished  products  (except  pc;ssiBly i n  the c m e  of s o m  
luxury   a r t i c l e s ) ,  t h i s  will have  the c;fl"c;ct o f  reducing  the 
pi-ofit  margins of the indus t r ia l   &terpr i ses  and the  forciSn 

l trade  corporations., 
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19, Another  econo:-lis l cvm  des igmd t o  &ezk excessive 
Cemand f o r  Wires tern  mxhinery - neeess,:.ry i n  vicT,, of  Hung~~ry' S 
balance o f  payments d i f f i c u l t i e s  - i s  the  import-deposit 
scheme introduced l a s t  year whereby a tvjO-;Tc?.r deposit  of 
150 per  cent of  the value o f  the i m p o r t  m2.s required  prior 
t o  importing. The reduction of the  deposit t o  100 ;-.er cent 
ea r l i e r  t h i s  yecr  suggests  that  thc schime k . s  been effcct ive 
i n  control l ing  the r i s e  in  such imports f r o i n  the Lest:  but it 
could  be  interpreted as 2. concession t o  soma importers who 
have reportedly  becn  f inding  diff icul ty   in  r?.isi;?g  funds t o  
meet  th.e deposi t  payments, 

20. Foreign exchange w i l l  continue t o  be s t r i c t l y  
controlled by the National Ban?;, and a.1.1 foreign exchange 
earnings must be handed i n t o  the Bank, which then  credi ts  thc 
enterpr ise  wi th  t h e  r equ i s i t e  amount i n  Toriul 'is, Al lomt ion  
of  foreign  currency f o r  impor ts  i s  dccided by the Foreign 
Trade and Investment Banks, and authorised through the 
R a t i o n r l  Bank, IvithFef'erence  given t o  iagort ,s  o f  machinery 
2nd equipment, the investment  cost o f  vrhic!h can  be  recovr;red 
within a re lat ively  short   per iod (say 2-3- yca r s ) ,  

445 - 

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



-47- 

Further examples are given h-:;e of the mnin  t.jzLjes 
of  co-operation  agreement  between Hungnry m d  thi: L'est, as 
mcntioncd i n  the t e x t  above. 

a A.ustria. (a) Agreement between  Alpin;  Mcn~ngcsc.llszh_~f:-L; 
and other Bus t r i a n  firms and Me tp.linrpcx on tilc; exchange 
o f  rolled  steel   products,   thc  Ausi-rim firms mcking 
re inforc ing   s tee ls  as required on 2 zorwission  basis. 

(b)  Agrceme:l.t be twrecn S teypz@&r;lcr-Puch  and 
Hungarian enterpr ises  f o r  co-opLrr.tion i n  the  produztim 
of tractors,   buses and trucks - vi t h  the Austri=..ns mcking 
the  engines and chassis  and the  Hun&~ri?.x"s the super- 
s t ructure .  

( c )  A 10 year  agreement bL;i-wecn the 
Osterreichische Sti:kst,offwerke znd -the Budzpest Che-nicc1 
works t o  supply ez-ch o e e r  with pci luzts  which t h e  
other  i s  not  producing, 

Switzerland. The V" Zschokke firm gives  the  Diosyyor 
Machine Factory complete produe ti on drev;ji.ngs and  tc-zhnicd- 
information for the  production of bending  presses 2nd on 
methods f o r  the cold  working of si?,ot m;t?.le Therc: is 
joint  produztion of high-capacity  bending prGsses, with 
the Hungarians  manufactu-ring  the mz.zhinc frames  while the 
Swiss concern  supplies  the  hydraulic  pcrts a d  the 
e lec t r ica l   contvols ,  

France. A s  long ago a s  1963 a l s t l l ~ ~ . ? , n d _ _ y J c ~ ~ i ~  sigmd 
a ten  year agrccment with Ganz-Mavc.g  on zo-opcr?.t,ion i n  
the prodcction of turbines  m d  geni;r?.tors f o r  shellow 
r i v e r  hydro schemes. I t  was expected thpLt a- lrrgc: 
proportion would be f o r  exports t o  third zountries. 
Blueprints and technical  information will- bc; made 
avai lable ,  md ';hough some of the  cclui2rxnt n i l 1  continue 
t o  be made i n  Frtince c e r t a i n  cornponcnts sudl  2s Totcry 
pa r t s  of  generators o r  turbine blade socki t s  ci11 be 
manufactured i n  Hungmy,  Anothii- eo-op~r:?.tion  agreement 
provides f o r  Ikmus-built  bus  bodics t o  be f i t t e d  with 
Berliet   engines and chassis ,  - 2 1 ~  3cst.s t o  bc  r.:wketeA 
j o i n t l y ,  The conbination camylements th., zx ls t ing  Ekarus 
a,rd Ber l i e t  ranges. 
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i n  the  production of mining and  ind-us t r i z . 1  equipment. 
P i t   p rops9  machine eUools, boi1-cL.s and other gocds ~l.1:~ 
be assemble-d f rom pa r t s  made i n  both ':-est Germany  and 
Hungapy. A n  agreement  betweun Le-&&c93 ( a  Rhei.nstchl 
subsidiary) and  Nikex provides for tZte former t o  SU~:~!.JT 
docmentat ion on production metb-ods f o r  seni-hydrzulic 
p i t  props, Components supplidd from Yest Germany nil1 
account f o r  25% of t h e  cos t  o f  thi; f i n a ï  product t o  be 
assembled i n  Hungary, 

(b) Sienens-3einiger havc- an egreernent  with i-hc 
h'iedlc3r 1::orks foi- the   jo in t  produGtion o f  compcnents r o r  
X-ray apparatus and f o r  the Hungarian f x t o r y  t o  assemble 
un i t s  f o r  Siemens, A fir ther  2gr~~:mc;nt :i'~.s rflF..de i n  
January 1969 under which 3iemc;ns w i l l  t r i l - l e  ifs puroh,-.se 
O, a zom~~onmts f o r  i n s t r m m t + s  this p a r  2nd import do~ib1.e 
that  amoumt i n  1970. Siemens is x - p o r t e d  t o  be s a t i s f i e d  
with - h e  standzrd o f  the Hungarim  produzts and t o  be 
s e i l f n g  them under i t s  own trademcrk. 

(c)  Demq have rr;ecntly  signed  an  agreement P s r  
building machinery t o  be pa r t ly  assembled i n  Hxqg2r.y. . 

This  i s  said t o  r e f l e c t  a shortzg;c; of capac i ty   in  their 
West German works. 

Austr is ,  21SerinG - Graz-Pauke.2 have grovided  Hunguim 
macnirle t o o l s  f o r  use in   the   repa i r  workshops of a poner 
s ta t ion  suppl ied t o  I ran,  

-2. G e i a  w i l l .  supply Chcmolimpex with a b m i c  
substance which w i l l  be processed ?.nd f iilished i n  
Hungar im  fmtor ies   in to  m z.gcnt For  p o t e c t i n g   p l m t s  
f r o m  b o t i s  nubi la l i s ,  

Austr ia .  (a> The " Gsterreichiszhe """"1"" Stickstoffwerke have 
recently  signed a 5 year agreement with Chemolimpex under 
which the Lins   factory will convert  tetrzzhlorbenzene 
supplied  by  Eunga~y  ixto 2, 4, 5-T! acid which i n   t u r n  will 
be  further  processed by the  Budapest  Chemicel Works in to  
weedkiller., 

(b)  Under another agrecmcnl; the "- Osterreichische 
S t ickstoffnepkc will del iver  n c r y l i z  t y p ~   f i b r e  base 
mater la l  f o r +  proccssing  into  f lnished m<m-made fibres by 
the Hungarian  viszosa  factory. 

-I- 
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ab ove. 
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V I .  REPAYMENT I N  GOODS 

West Germaq. Under the  general  agreement o f  1965 
Rheinstahl  takes raw materials,  semi-finished  steel, 
welding electrodes and b a l l  bearings m d  helps Hungary 
t o  market  timber,  and  tinned f r u i t  and veget2.bles. 

I t a l y e  France,  Vest Gi;rma.ny and E<, Agrmments f o r  
payment f o r  F i a t  and Volkswaaen m o t o r  cars t o  be made i n  
spare   par ts  and accessories were signt-d i n  1966 and 1967- 
Payment f o r  Ford Escort cars  i s  t o  be i n  rcnsliecified 
Hungarian industr ia l   products  mcy include motor car  
components. T h c r e  is also a similar agreement with 
Renault and Simca. 

VII. REPAYMENT BY PRODUCTS OF THE  EdUI+?IvWTI' 

West  Germany, (a )  A s  pa r t  of the iienzult - - 
Ferrostahl agreement with the Gyor viorks under which the 
l a t t e r  purchased  complete  plant and two l izenzes t o  
manufacture W diesel  engines,  6% aas  t o  bc repaged by 
supplying  engine  spare  parts and only in   fo re ign  
currency. 

Y-."- 

(b) -~lh~qs~l b u i l t  a ra l ia t30r   fac tory  and 
agreed t o  buy pa r t  of the r?.diator poduzt ion of the 
Hungarian works a t  :Tforld market pr ices  f o r  5 years, 

( c )  Under z recent  agrement the LBG enterprisi-: 
supplies t o o l s  and plans f o r  the  pro6-uction o f  e l ec t r i c .  
gas and coal-fired s toves  and reci ives  2ompl-ete stoves i n  
r e  turn. 

( d )  The c o s t  o f  tlle l i z e x e  t o  manufacture  pipe 
s t ra ightening and  drawing equipmnent will- be repaid t o  the 
Kieselring company by  spare  parts  and  instzJlation  units. 

UK. The technical and manwacturing  cgrecment  between 
Electronic  Flo-meters and the Hungarian Central 
Measurement Research  Laboratory i n  co-c.pcration with the  
Mechanicd  Instruments  factory w i l l  bc pzid f o r  by 
precis ion  cast  components m d  Rssemblies, 

France. Under a recent  agreGment &st&~ i s  supplying 
equipaent t o  the  Inota  Aluyinium Sm~?.-king: '20rkS cnd i n  
re turn  w i l l  receive  steel-,covered z?.u.--:iniurn power 
trznsmission  wire and  heavy-current c~.bles ,  

. .. . 

" 9 -  
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V I 1 1  .TECHNIC& AGREEZEETS AND E X C H l D G B  

A , Indus t r i a l  

France. I n  1965 Gaz de Fran3.e signed r-t 5 year technicd. 
and scient i f ic   co-operat ion agreement with the Hungzrian 
Gas a d  O i l -  Authority  covering  information on produztion, 
storage and transportation o f  g3.s. I n  1968 a sirni1.m 5 
year agrFcment was concluded by X L e z t ~ i t é  de F r n x e ,  

- UK. Plant   Protect ion Limited ( a  subsidicry of ICI) s i p c d  
an  agreement with the  Office f o r  Technicd Development i n  
con’unction with the  Ministry of‘ j1griculture f o r  t c s t i n z  
I C I  S bipyridyl   herbicides   in  fiel-d triz1.s i n  Hungary, If 
t h e s e  prove  successful it is expected th2.t snles  of  thc- 

ag r i cu l tu rz l  machinery. 

il 
herbicide will be boosted  together with thz t  of 

Austria. A ten year agreement f o r  thG exchange of e l e c t r i c  
power was signed i n  1965, and the l i n k - u g  was incugurztcd 
i n  May 1968, Austria w i l l  supply e l e c t r i c i t y   i n  t h e  
daytime i n  summa- while Hungary will do s o  n t  night and a t  
weekends during  the  winter. 

West Germany and TJK. Agreements by Volksvmgen and S h e l l  
t o  s e t  up se rv ice   s t a t ions   i n  Hungary, The 1.969 agmc;mmt 
with Shel l  t o  se t  up 10 more s t z t ions  : rovides  for forints 
as  well as  Western  currencies t o  be nzzepted i n  payment. 
They will be  supplied with pe t ro l  by thc  Hungzrims 
processed t o  Shel l  specifications.  

”- 

1X.JOIMT COMPANIES 

-d. The first such company niLl a non-bloc pmtner 
was se t  up i n  1964 t o  mnrket  the p r G d U 2 t S  o f  the el~ztrizd 
and eleetronics   indus  t r ies   in   Finlrnd,  

Sweden. It  has been announced t ha t  a j o in t  compmy 
formed by .A-?, Bsnging and Building  Enterprise No, 31 i s  i n  
the  process o f  being  esteblished, 

111- UK. The  Richmond jo in t   en te rpr i se  w i 7 - 1  market  Hung.?:ri:n 
shoes and other  goods and  aim t o  t reble   the ve lus  of s-.los. 
A t  a later stage i t  is envisagcd  thzt t h i s  may l e n d  t o  
co-operation in  produc tion. 

- USA. Although n o t   s t r i c t l y  a j o i n t  zornpai?-y9 arrmgGmcnts 
have  been made f o r  the building o f  Hil ton and Intcry 
Continentcd  hotels i n  Budapest, Bo th  ho te l s  will be 0:ai.d 
by the Hungarhotels  chains with the Americans providing 
Some of the i n i t i a l   f i n a c e ,   t h e   t e c h n i e c l  know-hcw 2nd 

-50- 

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



. 

-51 - 

seeing  thEt  service in  the ho te l s  i s  zp t o  standard; 
i n  exchange  they Rill receive c2 9crzent.zge of  the 
turnover f r o m  guests f rom hard  currency moc",s, The 
Inter-Continental is  said t o  be  investing $hm a d  the 
Hungarian government $ 2 m  i n  the  projcct ,  

X, LICENSES 

Sweden-Frcnce, In  ea r ly  ' 9 6 8  Bud;.vox  made a se r i e s  of' 
agreements  with  Ericsson and ,S& (The French 
telecommunications  engineering firms) providing f o r  the 
purchase o f  production  licences and c;quipment valued a t  
$lorn, Ericsson will place at the d i sposa l  o f  Budavox the 
documentation,  manufacturing and ex2ort   r ights  o f  i t s  
modern crossbar  telephone exchcange system, which will be 
produced by the  Beloyamis  factclry f r o m  IS7T-2 onwards, 
Secondly  Ericsson will provide similar f a c i l i t i e s  t o  
allow them t o  stmt producing i n  1970 the i r  300 and 960- 
channel  trmsmission  equipment. In  a sepsrate  agreement 
with SAT Budavox have  acquired t h e  equigmnt and the 
right t o  produce s p e c i d   c a b l e s  which can  carry 300, 600 
o r  g00 simultcneous  telephone  conversz.tions. 

Switzerland. Hungary has rmde licence  agreements  with 
Brown Boveri f o r  large  turbine and gencmtor  production 
above 100 MW capacity. Hungary has  thus  avoided 
dependence o n  the USSR for this type of eqaipment. unlike 
the Soviet Zone and Poland. . >  
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-. STAT1 . STICAL TABLES c 

TABLE l : Growth o f  National Income  and the main seators  
o f  the  econong during  the Thi rd  Five Y e m  Plan 
( i n  per cent1 

National I 
I nc orne i 25 19-21 
Gross In- 
dus t r i a l  
Prodgstion 47 
Construction 35 
G r o s s  Agri-  
CultuFal 
Production 

32-36 

! 

TABLE 2 : G r m t h  o f  t h e  main branzdies of  indus trx 

i 1966-1970 1 
! planned i i 
I p966 

Mining n, a. $1. a. 
of  which: coal n, a. BZ, a. 

l 

o i l  n.8, I -5 
natma.1  gas n. a. ! 40 

l i 
Elec t r ic  Power n. a. i 

Me tallwgy n. a* ! 7  
Engineering 1 40-45 i 9 
Building 
Materials 1 25-30 110 

i 

i 

i 1 

1968 I 1969 

! 

i 
i 
I 

i 

j 

i 

I 

l 

i 

I 
l 

l 
! 
! 

n,a. 
- 
-5 
15 

n,a, 
. 6  
7 

7.5 
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plam-led j 

1 212 , 3-90 

1 Mandf a\= tur ing ! 1 and C o n -  
s t ruc t i  on 41:. 7 

i Agricu l t i l re  18.21 
j 

I and i 
Trrnspor  t 

Communications 
1 Domestic Trade i 

13.9 
3" 2 

250- !47,658 
260,000 i 

t 
! 

46-50 
16-18 

14-16 
2-3 

44.9 
15.9 

1.4 . 3 
3 0 4  

i 
! 
i 

l 
! 

I 
l 

i 
_ _ ~  ~ ,~ ~ ~ 

58 ,, 026 /6S-  ,73,000 ; 
i70,OOO' l l 

i 
i 

< 

l 
! 

3.4 ! ! 

1 
16-20 1 i 

21.5 4 21.0 
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TABLE 6: Brz,zkdown <- of  Indus t r i a l  Itvggtment (by 

h"--- ! value 

i T o t 2 1  1 86,140 
Mining i 16,670 
Elec t r ic  1 Power 1 12,610 
Metellurgy 1 8.770 
Engineering 1 12,275 I 

Building [ 
Ma t e r i a l s  ' 5,500 
Chemicals 3-4,365 
Light 
Industry 8,825 
Food 
Processing ,' 7,125 

t- 
per  cent 

100 

19.3 

10. 3 

8.4 

i 
f 

4 
l 

l t 

! 

f 

1966 

value 1 per  cent 

20,479 I 100 
3,597 i 17.5 

2,478 12.1 

2 146 10.4 
3,248 15.9 

1,169 5.7 
3,745 18.3 

"- 
1 
l 

1 

29274 i 2.7.. 1 

1,822 1 8.9 
"P 

t 

100 
13. O 

2,897 

2,313 "- 

11.4 
12.0 
17.1 

7.8 
17.7 

11.2 

8 .'8 
.." i 

pop-ak .  ti on 

f 100 
? 

(l) Estimates 
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* a l  output o f  mc.3or e r o  .%And l ivestock 
1,000 metric  tons unless otherwise s t a t ed )  

Crops: Wheat 
Rye 
Barley 
Oats 
Maize 
Sunflower 
Sesds 
Suger  Beet 
Potatoes 
Green 
Maize 
S i lzge  
Pktize i 

-._I_ Fr!gJ.._t: F r u i t  
"I Lirestock pro<u.c ts: Meat 

( l i v e  
Freight) 
A! i l k  
(million 
l i t res)  
Eggs 
(mfllions) 
Wool ( tons )  

"A - 

(1) 1968 f igures  provisional 

1966 
! 

' l  

t 

l 
1 
l 
! 

I 
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t’ 

TABLE 8: Average y ie lds  of major cro.!:,s ( i n   q u i n t a l s  
per he 2 t?.rej, 

! me2 t 
Rye 
Barley 
Maize 
Surflower  Seed 
Sugar  Beet 

1 Potatoes 

l 

1 

21,7 
11.7 
20.2 
29,2 
7.9 

286,1 
71.9 

! 
1967  1968( 1 ) 

25.8 25.2 
11.0 12.5 

l 

20.9 i 1 
28-5 27.8 
9.6 1 i 

32b.O 1 290-312 
89.0 i 91-!-.0 

(1) A l l  1968 figures provisional 

TABLE 9: F e r t i l i z e r  Consutnption and the Irri ,gated Area 

F e r t i l i z e r  Consumption 

i 1,000 tons of active  substance 1167.5 
I 
l i kilograms o f  active  substance  per 
I hectslre of arable  land 

TASLE 10: Stock of  major A,qricult-w:-.!.  ivlachines 

i 1960 j 1965 

Kectzres of arcble 
land per t rac tor  
Tractor Ploughs 
Sowing Nachines 
Grain Combines 

(I ) Provis ional   f igures  

-57- 
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Y l 
67,567: l 70,000(1) 
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TABLE 11: Social izat ion o f  Agriculture and Ut i l izz t ion  
o f  Land 

DistriSu.tion of Arp.ble land by type of fars- 

" 

4.4 
69.5 i 
68. O l I 

89. O 

3.6 
3.0 

(l) Including  household p l o t s  o f  co-operative members 

Ut i l iza t ion  of land 1967 

t 
mill ion 
hectares  9.31 O. 56 1.29 1.45 ] 0.94 1 5*07 1 6 * 0  per cent 1 100 54.5 j 1;. 8 15.6 f 10.1 

I 

11.9 
3.2, O 
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TABLE 12: Increase in incomes,  em-plo~-?ent .nd 
productivity  Cpercent-Re  inmg= 
over  previous  year) 

Employment 

Industr ia l   Product ivi ty  
Populations In- 
Real Income (Workers  and 
Employees) 
Real Wages (Workers  and 
Employees) 
Real Income ( i n  
agricul ture)  , Retai l   Pr ices  
Re t a i l  Trade 

(l) Estimates 

- 
1966 1 1967 

i 

l 
5 
7 

5 

2 

7 
2 

7 

1 6  3 
j 7  
i 

5 

4 

10 
1 
10 

- 
1968 i 1969 

ac tup.1 

3.8  
1.1 
8 

5-5.5 

2-2.5 

9 
0.5 
7 

planned 

l e s s  
than 3 

4-5 
6 

3-4 

n, a 
1-2 

7 

4-5 

2 

ne c. 
1-2 
8.9 

TABLE 13: Stock of  durable congumer goods (ver  l , z O O O  
inhabi tants)  

~ ~ ~~ ~- ~~ . 

i 

Refrigerators, 

Wireless  sets 
Televisions 

243 
114.4 

n. 2.. 

1137 

-59- 

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



NATO GONFI LIENTIAL 
ANNEX III t o  

-60- 

TABLE 14: HUNGARIAN FOREIGN TRADE 1963-1968 
Source : H u n g a r i a n   S t a t i s t i c a l  Yearbooks 

$ M i l l i o n s  

J 
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Source: Hulrgarian S t a t i s t i c s  

Percent.,-,ge D i s  t r i bu t ion  - 
i 1960 j1963 .196~1 ! 1955 ;l966  1967 , 1.968 

! Trade  with the 
i S o v i e t  Union 

Trade with o t h e r  
Communis t   Count r ies  

j Trade wi th  non- 
: Communist C o u n t r i e s  

! 
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T!BLi3 16: KJNGAEY: TX:DE iZTH iXJ!O PP”N%RS 

Source: H u n g a r i a n  S t a t i s t i c s  Yearbooks ( see  a l s o  Footnotes (l) and (2)) 

r 
t 1 1966 

b- 

I 

t 
I 

Fqlorts : 4.5 
Inports 121.1 
Balance C16.6 

Exports 4.5 
Imports I 15.3 
Balance k10.9 

t l 

1 
t 

c 

i 
! 

l 

i 

t 
i 
i 

i 
I 

i 

k 8  
17.8 
27.1 
-9.3 

60.1 
- 
27.2 
32.9 
-5.7 - 

f 

i I I 

i 

i 
1 - 

80.3 
-12.5 

156.9 
79.6 
77.4 
+2.2 

177.3 
85.3 
92.0 
-6.7 

- 

c 
E.2. 27.7 I 16.9 59.1 I 177.6 
6.6 11.0 1 7.5 24.2 i 73.9 
1.6 16.6 1 3.4 ’ L 9  I 103.7 
+5.0 j -5.6 i -1.9 -10.7 -25 8 

17.9  115.2 1 31.7 1 6.9 i 30.3 i 87.9 i 598i6 Ii 0.5 i 1.7 
9.7 1 67.6 17*6 3.6 1 &6 I 32.0 i 282.4 ‘I 0.2 0.8 
8.3  47.6 I &.l 3-2 15.7 f 55.9 4 316.2 j /  . 0.3 I 1.0 

.+1.4 /+20,0 1 +3.5 ! +O.& 1-1.1 1-23.9 i -33.8 11 4.1 i -0.2 

+1.2 -8.3 + L O  ; +?.O I +3.9 i -9.9 i -31.3 Y I 1 
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Source: Hungarian St2tisticzl Yearbooks 
and Hungarian Fcreign Trade No, 3, 
1969 (B mil.l.icns) 
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l : of  
;O tal  
;rade 

57. l 

.o. 3 
9.5 
6.0 

4.4 
3.7 
3.0 
2,6 
2. O 
1.9 
1.8 
1.6 
1.5 
1.2 

36.6 

- 

- 

Balance l' 1 
Imports Exports 

683.1 

174.7 
181.8 
101.3 

78.5 
61.8 
45.8 
41*6 
35.3 
39.6 
34.1 
28.9 
20.1 

23.2 

f 3 5 * 0  

- 21.7 
t 2l.3 
- 11.4 

- 1.6 
- 8.3 
- 15*1 
- 9.9 
- 0.9 
t 11,o 
+ 4.3 
4- 0.1 

- 14.4 
+ 4.0 

( 1 )  USSR 
(2) Soviet  Zone 

of Ge many 
(3) Czechoslovaki 
(4) Poland 
( 5 )  Federcl 

( 6 )  I t a ly  
( 7 )  Austria 

(8 )  UK 
(9) Rumania 

Republic 

(10) Switzerland 
( U )  Yugoslavia 
( 12) Bulgaria 
(13) France 
(U) Netherlands 

To t a l  

648* 1 

160.5 
112.7 

80,l 
70.1 
60,9 

36.2 
51.5 

28.6 
29,8 
28.8 
3 c .  5 
19- 2 

i 

1,549.8 1.9 557.4 

Source:  Hungarian S t a t i s t i c a l  Yearbook f o r  1967, and Foreign Trade TJo, 3 ,  

4 -  J 
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. 
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i 

l EXPORTS i 
l )  Fuels ,  e lectr ic   energy 

2) Raw mater ia ls  

3 )  Semi-f ixlished  goods 
and spare   par ts  

4) Machinery znd 
equipment 

5) Ind-us t r i a l  consumer 
goods 

l )  Fuels ,  e lectr ic   energy 7.4) 

2) Raw mcterials 

3 )  Semi-finished goods 

LC) Xachinery and 

5) Indus t r ia l  consumer 

6 )  Foodstuffs 

and spare   par ts  
ijl! 26.4 57*4 

equipment 23.6 

goods 7.5 

Source :  Hungarian S t a t i s t i c a l  Yearbook 1967 
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EXPORTS 

Fuels 
Raw Materials 
Semi-finished goods end spare pa r t s  
Machinery and equipment 
Consumer goods 
Foods tuffs 

IMPORTS 

Fuels 
Raw Materials 
Semi-finished goods and spare  parts 
Machinery and equipment 
Consumer goods 
Foodstuffs 

r 

Source:  Iiungorian S t a t i s t i c a l  Yez.rbook 1967 

1960 

1.5 
8. O 

16.5 

I 

18.2 
22.1 

1960 

8 ;  5 
31.2 
23.2 

21.7 
5.7 
9.7 

1965 

1.3 
7.4 

20.8 

25.0 

22.9 
22.5 

1965 

9.2 
26.1 
26.9 
20 . Lc 
6.5 
11.2 

"A 

yu__ 

___I 

" 

U 

i 
i 

I"- 

1967 ! 
_I_ 

1.2 
-7.7 

15.3 
25.1 
23.6 

23.1 

1967 

7.4 
23.6 
25 .L/- 
23.5 
7.5 
11.5 

" 

" 

"." 
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