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Within  the  framework of the  third  series of-studies 
on econouic  developments in individual  Eastern  European  countries, 
'the  Sub-committee  on  Soviet  Economic  Policy  held on 
30th  October, 1969 a specfal  session  devoted  to  Hungary  with  the 
participation of experts from various capitals(1). 

2. The  Committee of Economic  Advisers,  after  considering 
the  report by the  Sub-Comuittee,  thought  that  the  Council  might 
be  interested  in  the  result of  this  review,  in  particular as an 
illustration of its  report  recently  submitted  to  the  Council on 
the  re-exauination  of  the  activities  of  the  Committee  and  its .I 

Sub-committee (2) 

(Signed) Y. LBUUX .-. 

For a  summary  record see AC/89-B/68 
C-M(70)2 
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ECONOMIC REVLEFT OF EASTERN COUNTRIES ~.~ 

6 

HUNGARY 

Report by the Committee of  Economic Advisers 

SUMMARY AND CONCLUSIONS 

1. Despite i t s  smal l   s ize  and population,  ' l f tnited 
resources and restricted  domestic  market, Hungary hgs managed, 
through  the  or iginal i ty  of  i t s  ideas and the  caution with which 
it has  put them in to   p rac t ice ,  t o  be a pioneer  within  the 
Communist bloc. With an  estimated  per  capita GNP es t imated  a t  
$1,230 i n  1967, it appears t o  have attained  an  intermediate 
l eve l  o f  economic deve1,opment. . I ts  programme of  reforms 
coubfnes f l e x i b i l i t y  with f i m e s s  and  t s ,  the  boldest  and a t   t h e  
same time most r e a l i s t i c   i n   E a s t e r n  Europe. I n  t h i s  nat ion 
with a long-standing  tradit ion o f  land-holding,  industry now 
accounts f o r  57% o f  t he   na t iona l .  income, and c a p i t a l  and 
consumer goods make up half   the  country's   exports.  Hungary is 
very  largely  dependent on foreign  t rade and has   i n l t i a t ed  new 
forms o f  co-operation with the West,  which may play a l a rge r  . - _  

part   in   the  future   (paragraphs 1-3) +: 

of  the  New Economic Mechanism  on 1st January, 1968, Hungary 
has  been t ry ing  t o  e s t ab l i sh  a programme of reforms, This 
programme is  intended t o  c r ea t e  a more competitive economy  and a 
more effective  planning.system by re ly ing  t o  a grea te r   ex ten t  on 
market forces  and monetary incentives and by delegating t o  
enterpr ises   the power t o  take  rout ine management decisions. 
However, it appears  that  a more rea l i s t ic   p r ice   sys tem - a 
mstter of  crucial  importance - w i l l  take some time t o  come about  
and f o r  the  present   the  central   authori t ies  s t i l l  re ta in  very 
extensive powers i n  a l l  sec tors  of  the  economy (paragraphs 4-23). 

3. .The  Hungarians had the  good sense t o  draw up t h e i r  
programme of  reforms in   c lose   consul ta t ion  with t h e i r  COMECON 
partners  and t o  en t rus t  i ts implementation t o  highly  qual i f ied 
and praguat ica l ly   inc l ined   sen- ior .of f ic ia l s .  They had the 
advantage  over  Czechoslovakia o f  a comparat ively  s table   pol i t ical  
s i t ua t ion  which helped t o  a l lay   the   susp ic ions  o f  neighbouring 
countries.  

2,  For some years, and especial ly   s ince  the  introduct ion 

4. When the  New Economic Mechanism was introduced on 
l s t . J anua ry ,  1968, some obse rve r s   f e l t   t ha t  1968 would be a year 
of economic i n s t a b i l i t y  and tha t   p r l ces  and  unemployment would 
r i s e  a s  centralised  control  over  the econouy was relaxed. 
Generally  speaking, however, the  econouy has developed  as 
planned, None t h e   l e s s  , and although it is preuature t o  pass 
f ina l  judgement on the  reforms, a number -of probleus and 
d i f f i c u l t i e s  have already  arisen  during  the first t w o  years. 
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5. I n  1968, the growth r a t e s ,  a l though -more o r  l e s s  
conforming t o  the  Plan, were generally  lower  than  those f o r  the  
previous  year.  National income and indus t r i a l  o u t p u t  each 
increased by only 55, as   against  9% i n  1967.  These f igures   rose 
5$ and 3$ respec t ive ly   in  1969. There was no ser ioas  unemploy- 
ment  alid  no inf la t ion .  Although agricul ture   suffered a setback 
because o f  the  drought,   gross  agricultural   production  increased 
by l.l$ i n  1968 and 5-6% i n  1969. The t o t a l  incoue o f  t he  
population  increased by 8s in 1968 and by 9$ i n  1969 and although 
the 's tandard o f  l iving  has  r isen,   increased  private  savings 
indicate  a considerable  shortage  in  the  supply of  consuucr  goods 
(paragraphs 24-54) ii , .  

progress of  a small  country wi th  l imited  resources l i k e  Hungary. 
This is we l l   i l l u s t r a t ed  by the   fac t   tha t   expor t s   represent  some 
9.9% and imports  some lO,S$ o f  the  Net Material  Product 
(paragraphs 55-56), About 70% o f  i t s  foreign  t rade is  carr ied 
on with  the Comnunist countries,   over  half  of it with the  Soviet 
Union, and less than a quarter  with the   indus t r ia l i sed  West, 
the  share  o f  NATO countries  being 17.4% (paragraphs 57-61), 
Hungarian  exports  cover fa i r ly   evenly   the  f o u r  uafn.couuoJity 
groups: raw m t e r i a l s ,   f u e l s  and seui-finished  products; 
machinery and equipment; industrial   consuc~er goods and f o o d s t u f f s .  
Most o f  her  exports t o  the West consis t  of f o o d s t u f f s .  More than 
half Hwhgary's imports  a r e  uade up of fue ls ,  raw u a t e r i a l s  and 
seui-finished  products (paragraphs 62-63) . 

6. Foreign  trade is an iupor t an t   f ac to r   i n   t he  economic. 

7, A thorough-going  reorganization o f  foreign  t rade 
procedures t o o k  place  in  connection  with  the fiJew Economic 
Mechanisu. The min  innovat ion is a systeu of  export 
incent ives  a d  import controls  intended to boost the   p rof i t -  
a b i l i t y  o f  in te rna t iona l   t rade ,  and above a l l  o f  exports. It 
would seem that  the  economic regulators  have had soue e f f e c t  
a f t e r  t w o  years '   operation: Hungary's trade  balance  has shown 
tl big.  iuproveuent and had even an export   surplus   in  1969 with 
both  Western and soc ia l i s t   count r ies   (paragraphs  6 4 - 4 6 ) .  

8. Proposals f o r  closer  econouic  co-operation with the 
other  Communist countr ies  have  been pu t  f o r w a r d  by Hungarian 
econonists. Such co-operation  already  exists  in a number of 
forms covering a wide var ie ty  o f  joint  production,  investment 
2nd uarket  ing  sgreetzents (T3rngraphs 67-TO . 

9. Hungary has a l so  concluded nore  co-operative  agreeuents 
with the   indus t r ia l i sed  West than any other  Coununist country,  
The main purpose o f  these  wide-ranging and varied  agreements is 
t o  inprove  the  quality o f  goods  produced b o t h  f o r  houe 
consuuption and export. As a r e s u l t ,  Hungary is l e s s  dependent 
on Western c red i t s   than   the   o ther  COMECON countr ies ,  and i ts  

'. 
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uediuu and long-tern  debts t o  NATO countries d i d  =lot exceed 
119.3 mil l ion  dol lars  st the  end o f  1968. The country  has, 
however, obtained  Euro-dollar  facil i t ies and a $15 n i l l i o n  
loan on the  London market f o r  i ts  aluuinium  industry 
(paragraphs 71-75 ) . 

10. It would be  unwise t o  a t teupt  t o  forecast   the  long- . . 

t e ru   e f f ec t s  o f  the   re foru  on foreign  t rade.  The pe r s i s t en t  
disequilibrium o f  their   balance of  payments with the  West was a 
direct  encourageuent t o  the  Hungarians t o  in te rvene   in  t h i s  
f i e ld   i n   o rde r  t o  prouote  exports t o  the  hard  currency  areas. 
The m i n   a i u  is t o  change the  pat tern of t he i r   i n t e rna t iona l  
t rade by reducing  the  share of agr icul tural   products  and 
increasing that  o f  industries  such  as  precision  engineering, 
which enploy a large  proportion o f  highly  qualified  personnel. 
The developnents  noted i n  1969 are   very  posi t ive  in  this respect.  
However, production  capacity is s t i l l  l i u i t é d  and the   g rea te r  
part  of  the  country 's   foreign  t rade is carr ied on with its 
Couuunist partners.  The Soviet Union will probably  remain 
Hungary's  nain  supplier of raw materials and, with the  other  
COMECON members, w i l l  continue t o  provide a steady and v i r t u a l l y  
unlimited  outlet f o r  Hungarian  goods,  which a re  s t i l l  most 
uncoupetitive  in  the West. Again, Hungary is c lose ly   t i ed  t o  
the  Soviet Union and the  other  CONECON countr ies  by long-term 
Co-operetive  agreements  which  strengthen  Hungary's economic 
l inks  with,  and dependence  on, the Coumunist bloc. 

11. It is still t o o  ea r ly  t o  pass judgement on the  reform 
programme and it would be point less  t o  expect  spectacular 
progress  in  the immediate future .  The Hungarians  have  been 
content t o  l a y  down the  framework of a more competitive economy. 
This i n   i t s e l f   h a s  meant calling  into  question  preconceived 
ideas and making a d i f f icu l t   choice  between the   des i rab le  and 
the   a t ta inable ,  between p o l i t i c a l  and economic necess i t i e s ,  
wi thout  losing  s ight  o f  t h e   f a c t  t ha t  the  maintenance o f  Party 
c:ontrol is o f  paramount  importance. The l a t t e r   cons ide ra t ion  
may have a cons t r a in ing -e f f ec t  on the development o f  new forms 
of  business  organization. The reforms w i l l  u l t imately be  judged 
by the i r   success   in   ra i s ing   the   s tandard  o f  l i v i n g  and 
especially  in  developing  the key f ac to r   i n   t he  Hungarian economy, 
foreign  %rade.  In this respect,   the first r e su l t s   fo r .1969  
are  encouraging. 

12 .  It remains t o  the  advantage of the West t o  seek ways of 
foster ing i t s  t rad ing   re la t ions  wi th  Hungary. The contacts  
whic'h have grown up as  a r e s u l t  o f  the  various  co-operative 
agreements   s igned  during  the  las t   f ive  years   are   l ikely t o  
expand, They will enable Hungary t o  import t h e   c a p i t a l  goods 
and advanced  technology  which  are  essential i f  her  products 
are  t o  be competitive on world markets.  Consequently, NATO 
countries might be well  advised t o  continue  helping Hu-ilgary t o  
a s se r t  her n a t i o n a l   i n t e r e s t s  by pursuing  an economic policy 
su f f i c i en t ly   f l ex ib l e  t o  allow them t o  take  advantage of any 
opportunities  offered by developments i n  Hungary's external  
r e l a t ions  . 
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""""I.U.": ECONOMIC REVIEK OF EASTERN CO.UIJTRIES 
HUNGARY 

Report by the Committee OP Eeonomic Advisers 
_INTRODUCTION 

(93,030 sq,m) and i t s  population o f  near ly  10,s mil l ion 
inhabitants is  l e s s   t h a n   t h a t  of  any other  Eastern European 
counixy  except  Albania and Bu1 a r i a .  With an estimated per 
capi ta  GNP o f  $1,230 in '1967(1 7 'Hungary has a t ta ined  an-   inter-  
mediate l e v e l  o f  economic development, While it comes behind 
most o f  the  NATO countr ies  on t h i s  score,  it is preceded, among 
the European Communist countries,   only by the  Soviet  Zone o f  
Germany, Czechoslovakia and the  USSR, P o l i t i c a l l y ,  it has  been 
re la t ive ly ' s tab le   s ince   the   advent  o f  the Kadar rc?gime. 

1. Hungary is the   sna l l e s t  o f  the  Warsaw Pact  Cowltries 

2. I n  many respects ,  however, Hungary can  be  considered 
as a p i l o t  country  in  the Communist w o r l d ,  It is in   the   fore-  
f ront  o f  the  economic reform movement; it conceived  the  boldest 
of  the  programmes and has  applied it w i t h  more perseverance, 
caution and apparent  success  than any other o f  i t s :par tnerS ,  
Tradi t ional ly   an  agr icul tural   country,  it has b u i l t  up a viable  
indus t r fa l   sec tor ,  and s a l e s  of c a p i t a l  goods currently  account 
for 'one  quarter  of i t s  aggregate  exports.  Probably  because it 
i s  heavily  dependant on foreign  trade,   given i ts  limited  mineral 
resources and small  domestic  market, Hungary has  devised new 
f o r m s  o f  co-operation b o t h  wi th  the  East  and with . the West. 

3 ,  The present  report  is designed t o  show recent  economic 
trends and future   prospects   in  Hungary by examining i n  tuml  
economic reforms,  the  domestic economy  and ex terna l  economic 
re la t ions  . 

I. ECONOMIC REFORMS (2 )  - 
4. Over the  past  few years,  and  more par t icu lar ly   s ince  

the  introduct ion of the  economic reforms on 1st January., 1968, 
Hungary has  been s t r iv ing -  t o  es tab l i sh  a bet ter   balance between 
supply,and demand, This i s  the main purpose of  the  changes 
made i n  management  and planning methods. The, reforms  are 

However, t he  methodology  used i n  Hungarian s t a t i s t i c s  does 
not  correspond t o  t h e  Western  concept of the Gross Hational 
Product. In   t he i r   e s t ima tes  o f  t h e   l a t t e r ,  Western experts  
differ   considerably as a consequence o f  the  discrepancy  in 
the methods of calculat ion,  It s h o u l d  be noted t h a t ,  i n  
1964, the  only  year when the Hungarian Authorit ies  assessed 
t h e i r  GNP i n  accordance with the  Western concept,  the 
figures  reached  by  the  Joint Economic Commission of  t he  
United  States  Congress,  the  French  Ministry o f  Defence and 
the  Hungarian  services were $11.7 millhard, $6.8 mill iard 
and 701 mill iard  respect tvely.  This es t imate   therefore  i s  
merely  tentative. The Committee intends t o  examine shor t ly  
the  var ious methods of evaluation of  the  GNP.' 
For a more detai led  analysis   see  Annex I, 
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generally  designed t o  create  a more competftive economy  and a 
more effect ive  planning system by making greater   use of market 
forces  and monetcry i x e n t i v e s  and  by delcgating..ordinary 
operat ional  ma:iagerreiit ~ e c i s i o n s  t o  the   en te rpr i se ,  The 
fundamental  problem is t o  i n se r t  market mechanisms in to  a system 
of centralised  planning, and t o  Increase  the  autonmy of 
enterpr ises   while   enforchg compliance with government  def ilzed 
p r i o r i t i e s .  'Phis a t  l e a s t  is  the  pr inciple ,  b u t  i n   t he   ea r ly  
s tages  o f  implementation it is obvious tha t  the   S ta te  must 
retain  very  considerable powers. 

5. The pr inc ip le  tha t  decision must be taken a t   t h e  most 

need t o  plan a l l   a s p e c t s  of en t e rp r i se   ac t iv i ty   d i r ec t ly  and by 
.administrative means, In   the  future ,   enterpr ises  w i l l  be 
required t o  give uore consieeration t o  p r o f i t a b i l i t y  and market 
t rends when taking  decisions,  Government ac t ion   i n   fu tu re  w i l l  
be dire'cted  towards  the  control of  uarket  forces. .   Enterprises 
now  make t h e i r  own plans  independently and it is f o r  th.e 
respect ive  minls t ry  t o  ensure  that  the plans o f  the   es te rpr i ses  
within its jur i sd ic t ion   a re   cons is ten t  with S ta t e  economic 
policy. This is the   essent ia l   d i f fe rence  between the Hungarian 
reforms and those  introduced  in  the  Soviet Union where, f o r  the 
t iue  being,  enterprises  enjoy much  more limited  independence, 

.Ir.t ..,. , . ..=.a.ppro.pr.ia$s le.v,e.,L  hsla..f-r.e.e.d ..the cent~a7:.:.~au~thOTi~.i8s $rom the 

The autonouy of the   en te rpr i se  

6, Enterpr ises  s h o u l d  i n   fu tu re  have g rea t e r  freedom in  
t 3 e  f c r n i j l z t l o n  of  fhl~?._r wage, investuent and production 
P C . L : L C ' - L . ~ S ~  2---k,y aye i;o longer  directly  subordinated t o  the 

in-tems-%.ng t o  note t?wt the Hungarian  reformers,  unlike  their 
cou,r . , t~t: ' '~:~:xts in  the  USSR, the  Soviet Zoae of Germany, o r  Poland, 
have U G ~ E  110 d i s t i n c t i o n  between  heavy and l i g h t   i n d u s t r y   i n  so  
f a r  as autonouy is concerned.  Likewise,  the  so-called trusts 
(associat ions of en te rpr i ses )  do not  play  the part  of  i'nter- 
mediary  planning  organs as they do i n  Poland or i n   t h e  So.-viet 
Zone. The i r   ac t iv i ty  is confined t o  joint  investment and t o  the 
c.o-oraZnation .of  s c i e n t i f i c  and technical   pol icy.   In   pr inciple ,  
the  decisions o f  the   enterpr ise   are  governed by the p r o f i t  
motive;  a?.minfstrative  directives  have t h u s  been  replaced by the 
system of p r o f  i t-sharing. 

7 3  7 "77.. ".- 

c e .b* 3; ..,I J' v-. a~'s;ho~:F.CL.as aaâ %O iietailed  State  nlamixrg, It is 

7.. In   the   in i t ia l   phase ,   the   en te rpr i se  w i l l  keep 12-15% 
of i t s  p r o f i t ;  t h i s  p?noportion w i l l  subsequent ly   r ise   sharply t o  
5C$. !Che S ta t e ' s  s k r e  w i l l  thcn be abou t  the  same as i n  soue 
Western countr ies ,  The  amount l e f t  t o  the  enterpr ise  i s  used t o  
e s t ab l i sh  a profit-sharing  fund,  a.development  fund t o  finance 
new investments and a contingency  reserve f u n d .  The systen of 
mater ia l   in tsrest   in tyoduced  in  Hungary is uuch bolder and gives 
the   en te rpr i se  a higher  degree of economic independence  than the 
system i n   f o r c e   i n   t h e  USSR, although it is a l s o  only a t   t h e  
experimental  stage, Altkr.o)lgh the   S ta te   f ixes   bas ic  wages, the 
en terpr i se  can w e  t k a  Frofit-3harhng  fund e i t h e r   f o r  wage 
iacrcases  during  the  year o r  T o r  edd-of-year  bonuses,. 
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8, Under the  system  effective  during  the first year of' 
implementation o f  the  reform,  these  bonuses  could amount t o  80% 
of the   annual   salary  for  t o p  management, 50% f o r  technical  
personnel and 15$ f o r  workerse  Directors'  emoluments var ied  in  
proportion t o  the  resul ts   obtained.  What is more, in  the  event 
of a d e f i c i t ,   s a l a r i e s  o f  t o p  management were  guaranteed  only 
up t o  75%, those of adminis t ra tors  and t e c h n i c i a s  up t o  85$, 
whereas  workers' wages were guaranteed  in f u l l ,  The re8son f o r  

members of t h e   s t a f f  who have a more direct   inf luence on the 
p r o f i t s  depend t o  a grea t   ex ten t  on f luc tua t ions   in   these  
prof i t s .  But the   c rea t ion  o f  three  categories  of  enterpr ise  
s t a f f  caused d i s sa t i s f ac t ion  and therefore  impeded any increase 
of incent ive,  which was the  aim of the system.  The,new 
regulat ions,  approved l a s t  December bu t . r e t roac t ive ly   i n   fo rce  
as from 1st January, 1969, provide f o r  the   abol i t ion  of 
categories  and grant  t o  the   en te rpr i se  managers and t rade  .unions 
a much f r e e r  hand in   the  determinat ion of how the  prof i t -shar ing 
fund is t o  be dis t r ibuted.  Only two f ac to r s  have t o  be taken 
into  account :- the   basic  wage and . the  length o f  service w i t h  the  
enterpr ise .  A uniform bas i s  f o r  ca lcu la t ion  f o r  a l l   t h e  degrees 
o f  the   hierarchy w i l l  be determined by coll-ectfve  agreements, 
although  there  can be f inanc ia l   d i f f e ren t i a t ion  between factory 

enterprise  achievements and provided that  the  amount payable 
dcas  not  exceed 257: o f  the  annual wage fund.' F o r  people i n  t o p  
posi t ions and those members of  t h e   s t a f f  who, because of t h e i r  
dut ies  o r  sphere o f  a c t i v i t y ,  have a determining  influence on. 
the   en te rpr i se   resu l t s ,  a system -of p r o f i t .  premiums is  introduced, 
depending on p r o f i t s  and  on the  development. o f  the  personal 
income of a l l 'workers   in   the   en te rpr i se .  The ru l e  remains t h a t  
t he   bas i c   s a l a r i e s  of these  people  can be  reduced in   the   case  of 
loss-making management. This category w f l l  be l a i d  down i n ' t h e  
co l lec t ive   cont rac t  and the  reduct ion w i l l  in   fu ture  be 15% 
uniformly. The trade  unions'  r81e w i l l  increase  in  importance 
s ince  they have rights in  the  sphere of working condi t ions,   the  
management being.  obliged t o  make a legal ly   binding  contract  w i t h  
i ts  employees. On the  other  hand, the  workers  have no say in the 
running o f  the   en te rpr i se ;   there  w i l l  be no worker  councils as 

. . . i n  Yugoslavia a n d  the  .nomination .of. d t rec tors  .and senior  managers 
W i l l  continue for the   present  t o  be a government prerogative. 

(" di f fe ren t ia t ing   the   shares  was t o  make the income of  those 

. '  uni t s  and workshops according t o  t he i r   con t r ibu t ion  t o  the 

Market regulators  

The S ta t e   p ro t ec t s   t he   i n t e re s t s  o f  t he  community by 
using  market  regulators  in  the form o f  taxation,  public  invest-  
ment and c r e d i t ,  Through i ts  taxat ion  pol icy,  it t r i e s  t o  ensure 
that   the   enterpr ise   operates   eff ic ient ly .   Par t icular ly   important  
has been  the  extension t o  a l l  enterpr ises  o f  the  5% tax on f ixed 
and working c a p i t a l  which is  designed t o  promote the  more 
ra t iona l   use  of  means o f  production; managers a re  thus  
encouraged t o  reduce t h e i r  s u r p l u s  production  capacit ies.  
Turnover taxes   a re   re ta ined  t o  manipulate  pricesi b u t  t h e i r  
importance w i l l  decrease  as  prices more accura te ly   re f lec t   cos t s .  
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10, Investment and cred i t .   po l ic ies  assume more importance 
under  the new system. Though provision is mde f o r  s e l f -  
f inancing and the  increased  use o f  bank c red i t s ,   t he  Government 
s t i l l  determines  the  aggregate volume o f  investment and i ts  
d i s t r i b u t i c n  among the  var ious  sectors  o f  t h e  economy.  The 
powers a l located t o  the   en te rpr i se   in  t h i s  sphere  are  increasing. 
Before  the  reform,  less  than 10$ .o f  investment  credits f o r  
industry 0 - d  bui lding came from t h e   e n t e r p r i s e   i t s e l f  b u t ,  i n  
fu ture ,  it w i l l  provide  half  the  cost o f  i ts  investments, It 
w i l l  be authorised t o  wri te  down o r  renew i t s  pl,mt and fund 
ex temions  of  secondary  importance  (the  increase  in ou tpu t  
capacity  in  the  branch  concerned should  not  exceed 25-305) .  
However, the  general   pattern o f  development is s t i l l  dictated 
by the  central .   planners,   directly  . through  large-scclc  investments 
which must be made by the  State ,  o r  indirect ly   through  credi t  
pol icy . \. 

, 

11, :: The importance o f  the  banking  system and of  c r e d i t  
should  inc-rease  considerably.  Before  the  reform,  the  banks h a d  
no independence  whatsoever and l o a n s  were granted in  t h e   l i g h t  
o f  the  indices  assigned t o  the  enterprise  under  the  Plan,  Though 
banking  establishments  continue t o  a c t  on the   gu ide l ines   l a id  
down by the Government, they now have a fair measure of  freedom, 
pa r t i cu la r ly  with regard t o  shor t - te rm  loans ,   the   c r i te r ia  f o r  
which s h o u l d  become very  s imilar  t o  those  appl ied  in   the West. 
Sn theory ,   c red i t s  may only  be  granted t o  enterpr i ses  which make 
a p r o f i t  and as a gene ra l   ru l e ,   de f i c i t s  nzust be  covered  from 
the  reserve  fund, Banks my,  hcwever, make l o a n s  t o  meet spec ia l  
working capital   requirements which would normally  be  financed 
from the  developuent  fund, The terms on which the  loan is 
granted and the  r a t e  o f  I n t e r e s t   a r e   f i x e d   i n   t h e   l i g h t  o f  the  . 
credit-worthiness o f  the   enterpr ise  and the  speed with which the 
funds  c i rculate ,  and loan  appl icat ions may even  be refused, 
Banks may a l s o  grant  investment  credits t o  en te rpr i ses  on the  
bas i s  o f  es t imated   prof i tab i l i ty   wi th in   the  framework l a i d  down 
by the  Plan o r  (par t icular ly   during  the  t ransi t ton  per iod o r  if 
the  investment is a f  major importance) make an  advance  against 
ant ic ipated p r o f i t s ,  The bas ic   c r i te r ia   a re   the   scheduled  
p r i o d  of  repayment, the  volume. o f  the   en te rpr i se   cont r ibu t ion  
f rom i ts  own funds and compliclnce with the  overal l  aims of the  
economy. This selective  credi-t ;   policy is  Worked, oLlt iii 
conjunction with the  appropriate   nat ional   services  , The 
i n t e r e s t  r a t e ,  which is a meam of influencing t1.e s i t u a t i o n ,  
i s  s e t  by the Gov-ernmerzt but  there  are  exceptions t o  the  general  
r u l e ,  A credit   policy  council   has  been  set  u.p with 
representat ives  from banks as we l l   a s   spec ia l i s t s  f r o m  i n d u s t u ,  
agricul-!!me,  trade and planning,  price and wage experts ,  

i 

12 Thus,  while the  modifications t o  the method of 
financing  investments have  been generally  designed t o  increase 
t h e i r  effectiveness, there  is no question o f  any encroachment 
on the   p r inc ip le  of respect  f o r  government-defined p r i o r i t i e s ,  
The  same h o l d s  t r u e  of pr ices  and wages which a re   the  lcey 
f ac to r s   i n   t he   con t ro l  of domestic  consumption. 
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13 ,  A check is being  kept on wages with a view t o  l inking 
increases with r i s e s   i n  l a b o u r  productivity.  Upper and lower 
limits a r e   s e t  by t h e   S t z t e  which also  fixes  the  average  worker's 
wage payable by an  enterpr ise;  this average may be  raised i f  
p r o f i t s  r i s e  . Management has more scope t o  v a l -  wages when. the 

- -work  done is  of  a more skî , l led  nature ,  According t o  new : . 
regulat ions  effect ive .as f r o m  1st January, 1970, t he  am.ount 
pa,id in  excess of  the  average  planned wage will only  par t ly  (70%) 
be charged t o  the  prof i t -shar ing fund and n o t   t o t a l l y  a s  before;  
the  balance w i l l  be deductible f rom p r o f i t  charge. This is an 
incentive t o  increase wage l eve l s ,  

14. The price  reform is designed t o  b r ing   i ndus t r i a l  and 
agr icu l tura l   p r ices ,   p r ices  on the  home market and export   prices 
gradual ly   . in to   l ine ,   the   purpose   be ing   tha t   they   should   re f lec t  
production  costs and the  charge on services  while  complying with 
Government economic pol icy and the law of supply and demand. 
Three categories  o f  pr ices   have  been  es tabl ished:   off ic ia l ly  
f ixed  pr ices ,  maximum pr ices ,  and f ree   p r ices .  The first two 
categories  include 70% o f  raw u a t e r i a l  and semi-finished  product 
prices,  6076 o f  - ag r i cu l tu ra l   py ices  and 50$ of  consuner goods 
prices. I n  s p i t e  of the  Increased  influence o f  mzrlret forces ,  
subsid'ies  are s t i l l  widespread and the  posi t ion is s t i l l  much the  

" same as it was before. An important  aspect o f  r.eform is the  
r a i s ing  o f  agricultural  procurement-  prices t o  ensure  the 
financial  independence of  co-operatives and t o  bring ag r i cu l tu ra l  
and indus t r i a l   p r i ce   l eve l s  more i n t o   l i n e ,  The complete  freeing 
o f  p r ices   in   the   cur ren t   uarke t   s i tua t fon ,  which is s t i l l  
dominated by shortages i n  a number o f  spheres, would lead t o  
extremely  steep  i-ncreases,  A-measure o f  t h i s  kind  could'only  be 
introduced  very  gradually and the Hungarians thenselves  expect 
t h a t  it w i l l  t ake   t en  t o  f i f t e e n   y e a r s  t o  evolve a pr ic ing 
system  which re f lec ts   supply  and deuand- accurately,  a s ine  qu8 
non f o r  the  success of the reform. 

Agricultural  reforms 

15, The agr icu l tura l   re forms,   1 ike . those  in industry,   are  
based on the   p r inc ip les  o f  increased  self-uanagement and 
f inanc ia l  ipdependence with the   S ta te   exer t ing   ind i rec t   cont ro l  
by means o f .  Ger-tain economic levers .  The r e f o r m  began in   t he  
l a t t e r  half -of 1965 with a . r educ t ion   i n   t he  number o f  obl igatory 
requirements imposed on S t a t e  fams; the only compulsory'target 
r emin ing   r e l a t e s  t o  the  areas  sown with bread grains..  Other 
measures  followed, and i n  1968  co-operatives were allowed t o  s e l l  
d i r ec t  t o  the horae market, and even, i n  soue  cases, t o  foreign 
narkets,   Agricultural '   prices,   generally  accepted as being t o o  
low,  were ra i sed  by 9% i n  1966, as p a r t  of the   general   pr ice  
reform and by 85'0 i n  1968 when tax  concessions t o  he lp   the  weaker 
Co-operztives  were a lso introduced, In 1966, a s se t s  were 
revalued and anor t i sa t ion ,  wage and development funds  established 
f o r  the  purpose of increasing  the  volune of self-financed : 

investment. As f ron  1st Jmuarey, 1968, wcges and amortisation 
have been  calculated 8s costs., which cleans thrzt, with the 
es tab l i shuer t  of  profit-sharing  funds,  most  Co-operctives  are now 
able t o  guarantee up t o  80$ o f  the  average  nonthly wage, 

i 

-15 - NhTO CONFIDENTIAL 

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 CONFIDENTIN; -16 - 
16 To he lp   the  empxoymcnt s i tuat ion. ,  a decree  in 3.967 

extended  the  scope o f  co-operat ive  farms1  anci l lary  act ivi t ies  .. 
t o  include uaclnine maintenance and repair ,   the  production of 
building  materials,  packaging and t ransport .  To prevcnt t o p  
much decent ra l i sa t ion  o f  decis  ion-uaking and t o  co-ordinate  the 
a c t i v i t i e s  of co-operatives,  regional  Co-operative  associations 

.have  been s e t  up'. Apart from these  purely  econouic  reforms, 
severa l   soc ia l   re forus  .have been i n i t i a t e d   s i n c e  1966 t o  improve 
l iv ing   condi t ions  and t o  reduce  the l a b o u r  exodus,  These  have 
included improved pension  conditions and family  allowances . 

h 

17. In 1968, the  State  introduced a new co-operative law 
t o  regula te   the   r igh ts  and dut ies  o f  co-operative members and a 
new lnnd.law. An important  change  under  the new co-operative 
law is that  a l l  members a re  en t i t l ed  t o  a pr iva te  p l o t  whereas 
previously  only one p l o t  f o r  each  faui ly  was al located.   In  
a d d i t i o n ,   t h e . s i z e  of the household p l o t  is now re la ted  t o  the 
anount o f  col le ,c t ive work done. 

Reorganization o f  foreign  t rade 

18. Foreign  trade  being of  v i t a l  importance f o r  the  
Hungarian economy, one o f  the  objectives o f  the   re foru  is t o  
direct  industrial  output  towards  export  markets, by  removing 
de ta i led   cen t ra l   cont ro l  and allowing econoclic factors,   such as 
narket   forces ,   pr ices  and c red i t s ,  t o  influence  decisions 
a f f ec t ing   t r ad ing   ac t iv i t i e s .  

l g e  Under the  new system,  'the  detailed and compulsory 
expor t   t a rge ts   p rev ious ly   l a id  down f o r  each  enterpr ise   are  
replaced  by.  various.   - incentives.  The choice of trar1ce-t is now 
l e f t  t o  the.  'producer, who cay! s e l l   e i t h e r  a t  hone o r  abroad 
w i t h o u t  needing t o  r e f e r  t o  -the foreign  trade  corporations which 
f o r u e r l y  actcd  as  agents on behalf o f  the   Kin is t ry  of Foreign 
Trade. This should  have the effect  o f  making the  producers 
responsible f o r  the   f inancial   success  o f  the i r   expor t ing  
a c t i v i t y .  Government subsidies ,  however, w i l l  continue t o  be 
paid,   in   order  t o  a s s i s t  sone o f  the  less coupet i t ive  enter-  
p r i s e s  t o  ad jus t  t o  the  new conditions,  b u t  this is regarded  as 
a purely  temporary  expedient f o r  a t rans i t iona l   per iod .  
Donestic  industry is also  protected t o  socle extent  by Q three- 
t i e r   c u s t o m  t a r i f f ,  with a p r e f e r e n t i a l   r a t e  f o r  the  developing 
countr ies ,   the  MFN r a t e  f o r  the Communist bloc and most  Western 
countr ies ,  and the f u l l  r a t e  f o r  Portugaï, South  Africa and the 
United  States . . 

.- .. 

20 . T'ne r i g h t  t o  export  inde  endently (i .e,  w i t h o u t  dealing 
. ..  

, through  foreign  trade  corporations P was g ran ted   i n i t i a l ly  t o  a . .. 

number of large  enterpr ises  occupying a douinant  posit ion  in a 
given  sector and already  exporting a large  proportion of t h e i r  
output. Some commercial enterpr ises  nay a l so  be allowed t o  deal  
d i r e c t  with f irus  abroad, Some 80 ,o r  uore manufacturing and 
cormerciel   enterpr ises   a t   present   enjoy t h i s  right,   al though  the 
cen t r a l   au tho r i t i e s   r e t a in   t he  power t o  withdraw the  concession 
if need  be. 

I . ,. 
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21. Another  export  incentive is t h e  systeu o f  tw l t ip i e  . , 

. .  . - .  . .  . 

exchange ra tes   -appl icable  t o  Western currencies and the  rouble.  
The value o f  imported goods is now converted  into  donestZc 
f o r i n t s  and multiplied by a coeff ic ient .  that  varies  according 
t o  the   na ture  of the  goods,  weighted s o  as t o  penal ise   the 
buyer.  Export  prices are likewise  subject. t o  a coeff ic ient ,  
b u t  one that favours  the  producer, By cleans o f  this device, 
the reformers want t o  encourage  exporters t o  maximise t h e i r  
re turns  and induce  -importers t o  be more se lec t ive   in   p lac ing  . 

orders w i t h  foreign firms, 

2-2; J u s t  as producer 'enterpr ises  are f r e e  t o  s e l ec t  
ou t l e t s  f o r  the i r   p roducts ,  s o  user   enterpr ises  nay divers i fy  
t h e I r  sources of supply by buying on the  douest ic  market o r  ' 

its imports,  e i t h e r   f r o n  i ts  fore ign  exchcnge earnings o r  
' through bank loans,: ' A s  par t  o f  a s t r i c t   i upor t   s e l ec t ion   po l i cy  

intended t o  curb  any  excessive -demand f o r  Western plant  and 
nachinery which would have  an  adverse  effect on the  balance.of  
payments s i tuat ion, .   quotas-  were introduced,  customs ta r i f f s  
we.ré modified and an  import-deposit scheme was ini t ia te i j .   in '  
1968. 

r abroad. In .   t he   l a t t e r   ca se ,   . t he   en t e rp r i se   i t s e l f   uus t ,   f i nance  
. . . .  

. 23.- Foreign exchange continues t o  be s t r i c t l y   c o n t r o l l e d  
by thé  National Bank, and a l l   f o r e i g n  exchange earnings must be 
r eu i t t ed  t o  the  Bank, which then  credi ts   the   enterpr is ,& with . 

the .equivalent cmount - in  for in ts ,   Al loca t ion  of fore'ign 
currency f o r  imports is decided by the  Fcjreign  Trade and 
Investment  Banks, a n d  authorised  through  the  National Bank. 
Expor t ing   en terpr i ses   a re   en t i t l ed  t o  deposit a proportion of 
t h e l r   p r o f i t s  with a bank,  fron which they  obtain a 4% yield,  
These deposits may then  be borrowed  by other   eoterpr ises ,  s o  t h a t  
i n  t h i s  way the  Hungarian econouy has acquired a f l e x i b i l i t y  and 
o r i g i n a l i t y  which give it the  edge  over  the  rest 'of  the Couuunist 
bloc . 

" A,  General 

,24.. ' The indus t r i a l i s a t ion  o f  Hungary which has been. going on 
s ince:  1-945, has extensively changed t h e  econouic  pattern of  a. 
t radi t ional ly   agrar ian  society.   'Before   the  Conuunist   takeover ,  
the econouy was e s sen t i a l ly   ag r i cu l tu ra l  and t e x t i l e s  and f o o d  
processing were the main industries  although  sone  progres's had 
been  uade  during  the war i n   t he   i ron  and s t e e l ,  uachine  building 
and chenical   industr ies .  Under the  Conuunist  régime,  industrial- 
i s a t i o n  has gone  ahead nuch f a s t e r .  There is now a heavy industry 
and the  produ-ction o f  cofr.1, s t ee l ,   baux i t e  and crude o i l  has been 
extensively  developed  while the chemical  industry  has uade grea t  
s t r ides ,   Indus t ry  now provides 577; o f  the   na t iona l  income as  
aga.inst 45% i n  2.950 and it euploys 33$ of the-  labour  force (41% if 
. the  bui lding  Industry is included). Over t h e  sane p e r i o d  the 
contribukion o f  agr icu l ture  t o  the   na t iona l  income has dropped 
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NATO COTJFDENTIAL 
t l 3 

' f rou 37$.'to  soue 18$. , . and  in   recent   years  th.is sec tor  has, 
eup'loyed a s u a l l e r  proportion of t he  l a b o u r  force  than  ind.ustry 
( l e s s   t han  30%) . Final ly ,  it is s i g n i f i c a n t   t h a t  f o r  this 
t r zns i t i ona l ly   ag r i cu l tu ra l   coun t ry  27% of a l l ,  exports  are  today 
accounted f o r  by c a p i t a l  goods and 24% by industr ia l   comuuer  
g o o d s  

w u l a t r i o n  

1968:  (density .l10 p k r  sq,ku) was the   smal les t  of  a l l  the.  East 
European  c,ountries w.ith the  exception of  Albania and Bulgaria, 
an.d it 'is increasing  extremely  slowly (an average o f  :0.34$ each 
year between  1960-68.), While the  f ieath  rate has. reuained  fai 'rly 
s t a b l e .   ( i t  dropped - f r o m :  an  average of 10.8 t o  l0.2 between the  
two  decades)  the b i r t h  r a t e ,  apart f rom a sudden leap  i n  %he- , .  

e a r l y   . f i f t i e s  when abortion was temporarily  prohibited,  has ' I  

fa l len  cont inuously.   s ince  then t o  a low o f  13-1 per  thousand i n  
1965.' However, i n  more recent  years  the b i r t h  r a t e  has increased 
again t o  15.4 per  thousand  in 1968. This new. tendency  .can, .be 
explained by two f a c t o r s :   g i r l s  b o r n  during  the post-war years  
o f  high b i r t h  r a t e  have  reached  child-bearing age; rmreover, 
s ince 1965 measures have bekn taken t o  fzvour- a r , igc.  in b i r t h  
ra te . '   In  1967. there  were 1,069 women f o r  1,000 men i n  Hungary. 
The working  population is c s t ipa t ed   a t  5,090,OC)O persons,  (49.8% 
o f  t h e   t o t a l  f i gu re ) ,  of  whom 1,493,000 arc engsged LI ,,. ~ : . - ,  

agr icu l ture ,  The d r i f t  t o  the  urbax  areas  has slowed down . . . 

sligh.tLy as l i v i n g  ,acconuoda%ioa has become more scarce and . 

townsfo:lk now repres'ent 402: of  the  total   populat ion.   Final ly ,  
.according,. to Western calculations,  3,350,000  persons of 
..Hun tzrian. origin were l iving  in  neighbouring  c.cur, tr ies  at   the- 

25. Hungary's population o f  10,256,000 a t  1st January, 

.beg f .nning of 1968 ( p a r t i c u l a r l y   i n  Runania,  Csechoslavakia  and- 
Yugoslavia). 

Pro6uct ivi tg  and Investnont 

26,  One o f  the  chronic weaknesses of  t h s  Hungarian economy 
l i e s   i n  inadeq,urzte productivity;  uore  than  half  the  expansion 
rzch%eved can be pu% down t o  t he   r i s e ,   i n ' eup loynen t  I n  .%he 
early days,  - industry drew heavily on the   count ryrs  abundant 
labour reserves b u t ,  as the  avai lable   reserves  had begun t o  
decrease 2nd- as ,the mans  of productionwere  ageing, .e.cononic 
act ivi ty   s lackened of f  considerably by the  end o f  the . . 

1961-65 five-year  period. The upward. uoveuent in  production is 
henceforth,.dependent on a r i s e  in   p roduct iv i ty ,  which is one of 
the  uai,n aims of the  economic reforus a n d  which requires   f resh 
investuGnt aEd .recourse t o  Western  technology. 

27, I n  t h i s  coniiection, a f t e r  a sharp   fa l l -of f   ear ly   in  
'We s ix t ies ,   inves tnents   rose  again between 1966 and 1968,  the 
annual growth rate   going up frolr an  average o f  4e5$ in the  second 
five-yearly  period -bo the  cu.rreui; f igurc  of 7.4$. The share of 
investuents   in   the  nat ional  income has risen continuously, .  f rom 

'' 26.17; between 1956 and 1960 t o  29.4$ between 1961 and 1965 and 
. . t o -  S2:6$  ove^ - t h e   l a s t  t h ree  years . Although ag r i cu l tu ra l  
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NATO  UNCLASSIFIED 

GRAPHIQUE I - C H A R T  I 

PYRAMIDE  DES  AGES  ET   REPARTIT ION  DES  SEXES  EN  HONGRIE   AU l e r  JANVIER 1967 
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investuents,  which were a t .  a very low l e v e l  (13.8%) in   the   ear ly  
f i f t i e s ,  have  been great ly   increased t o  the  point  where.they 
represent almost 20$ o f  t he   t o t a l ,   i ndua t ry  is s t i l l  the main 
recipient  of  investment  funds, The bglk of then  goes t o  the. 
development o f  the  chemical and engineering  industries and t o  
speeding up the  harnessing o f  na t iona l  power resources.  There. 
..is a large  gap  between deuand and the  production  capaci-ty o f  
t h e  ' build-ing and b u i l d i n g   . u a t e r i a l   h d u s t r i e s ,  and there  has 
always  been a high  proportion .of unfinished  projects  (42,325 
u i l l i on   fo r in t s   i n   1967)  . 

. .  

Natural  Resources 

28. Industr ia l isat ion  has   been a pat ient  str.ugg1.e against  
poor ,u inera l  a n d  power resources. The country  has  r ich  degosits 
only of bauxite and l i g n i t e ,  The l a t t e r   has ' been   a f f ec t ed  by 
the  general  run-down in   the   coa l   indus t ry ,  p i t s  have  been  closed 
and co'Xll,ery  workers  have had t o  be  found,. new jobs.. The 
d ' i f f - icül t ies  of  extract ion-nake  the  year ly  ou tpu t  o f  30 mil l ion 
tons  an  expensive.operation.  Phere  are  sufficient  quantities of 
bauxite and production o f .  ref ined aluminium would be prof i tab le  
if e l e c t r i c  power'were more  p l e n t i f u l ,  . The bauxite - i s  sent  t o  
the Sov'iet Uni-on,'. re turned  in   the form o f  ingots t o  Hungary and 
then processed.., The discovery o f  o i l  and natural   gas  in  southern 
,Hungary w i l l  give a boos t  t o  industry and l i q u i d  f u e l  is gradually 
replacing  coal ' ts   . inportance as  a power source. However, t h e r e '  
-would not  seeu t o  be a big fu ture  f o r  t h e   o i l   d e p o s i t s  and the  
use  of.natura1  gas  (the  production o f  which has  risen  from.381 . 

n i l l i o n  cu.n t o  2,045 u i l l i o n   CU.^, between  1950 and 1967) would 
appear a more promising  venture.  Industrial  production  has 
entered a new phase of  expansion, A t  the  t o p  of the  l i s t  come 
the  chemical,  engineering and f o o d  industries;   they  are  followed 
by metallurgy and l ight   industry,   whi le  mining has  the  lo-west 
growth r a t e  of a l l ,  

The Third Five-Year  Plan . .  

29 Compared with ear l ie r .   P lans ,   the   cur ren t  f ive-year  Plan 
"(1966-70) ,conta-ins  fewer  centrally  planned  targets,  the growth 
-raites are  uost3y  lower and it is less   doc t r ina i re . ,   Nat iona l  
income is planned t o  increase  only  sl ightly  (1% t o  215, :i.e. 
between 3.5$ and 3.9% annually).  There w i l l  probably  be  no.change 
in   t he   r e l a t ive   sha res  of t h e   s o c i a l i s t  and p r iva t e   s ec to r s   i n  
the   na t iona l  income (96,8$ and 3.2% respect ively  in   1965) ,  and 
there  w i l l  be no 'change  in   the breakdown of t h e   l a t t e r  between 
accuuulatfon and consuuption. Gross industr ia l   product ion should  
increase .from 32% t o  36$, ide. a t  a r a t e  of 5.7$-6,3$ a year and 
4/5ths of t h i s  - increase would be  brought about through a r i s e  i n  
productivity,  The .Plan  continues t o  p u t  the  enphasig on heavy 
industry b u t  p r io r i ty   has  been  given t o  the   ra t iona l i sa t ion  and 
development of She clore sophis t ica ted   sec tors ,   par t icu lar ly  
chemicals (55 t o  60%) and nachine  building (40 t o  45%). It is 
intended  that   agr icul tural  o u t p u t  w i l l  grow more rapidly 
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(15 t o  '15%  in '   a l l , '  o r  between 2.574 and 3% annually)  than d u r i n g  
the  1961-65 period and enable   the  country  to   sat isfy the,.home 
and foreigr,  msrkets.  The.need . t o  s l o w ,  down the d r i f t  t o  the 
towns is o f  great  importance and wi th  t h i s  i n  uind the   S ta te  
w i l l  maintain i ts  more favourable   a t t i tude t o  pr ivate  p l o t s ,  
and  -the s tandard   o f . l iv ing  o f  the  peasantry w i l l  be  brought more 
i n   l i n e  wi th  t h a t  o f  industrial   workers.  The investment  plan - 
which wi l l . abso rb  250 t o  260 u i l l i a r d   f o r i n t s   a s   a g a i n s t  202 
mil l iard f o r  the  previous  five-year  period - a i u s   a t  improving 
both  the  capi ta l   in tensiveness  o f  industry and i ts  regional  
d i s t r ibu t ion .  It is  forecast   that   industry and buï1ding;will  
take up 46 t o  50% of a l l   investuent   while   the  share  of '  
agr icu l ture  and the  non-productive  Sectors w i l l  dec l ine   s l igh t ly .  

30, A t  t he  end o f  the f i rs t  f o u r  years ,  it appears  that   the 
goals of the  current   f ive-year   plan.wil1  general ly  be exceeded. 
They already  are  as  regards  national  incoue whic:'h increased  by. 
29% between  1966 and 1969. Gross indus t r ia l   ou tput  has r i s e n  
by 255, i , e .  a t  an  average r a t e  of  6% per  year  in  accordance with 
the  provis ions o f  the  Plan. However, t h e  number o f  employed 
persons  grew.to a larger  extent  than  planned;  in  industry 
product iv i ty   fa i led  t o  reach  the  envisaged  growth  rate; it rose 
.by 3$ on average as aga ins t   the   t a rge t  o f  4e55e The o u t p u t .  o f  
- t he :bu i ld ing   i ndus t ry   i n  1969 was 44% above the 1965 l eve l  and 
exceed.ed target  assigned f o r  1970. I n   s p i t e  o f  some bad weath-er 
gross agricultural .   production  has  increased  altogether by 15%. 
and its cont r ibu t ion  t o  the  increase of  na t iona l  income in.  1964. 
was higher  than  in  previous  years.  Rccording.30  the  Plan,  there 
was. t o  be  an increase o f  9-10s i n .   r e a l  wages during  the  f ive-year 
period and o f  14-16$ in   rea l   incoues ;   . in   1969  rea l  wages were. 
145 higher and r e a l  incomes 27$ higher   than   in  1965. 

B. Recent  econouic deve1.opuent.s 

v o l u t i o n  i n  1966 and 1967 . .  

31. In 1966 and 1967 the economy recovered f r o b  the l o w  
r o w t h  o f  1965 and aggregate  growth was f a s t e r   t hnn  planned 
78% and 9% respec t ive ly   aga ins t  3m5-4$ planned).  Productivity 
acc,ounted f o r  about  three-quarters of the  Zncrease  in   industr ia l  
o u t p u t ,  cos t s  were lowered and euployrzent  incxeased  'less 
rapidly  than  during  the second five-year  plan,  The increase   in  
i n d u s t r i a l  ou tpu t  was pa r t i cu la r ly  narked i n  l i gh t   i ndus t ry  as 
a - r e s u l t  of  the  Governuent's  desire t o  ensure   suf f ic ien t  
supplies '  of  consumer goods, On the  other   hand,   there  is 
evidence  . that   the  .stock of uncompleted investnent,  which had .. 

'been  reduced i n  1965, r o s e  again.   In   1967,   the  s i tuat ion 
fur ther   de te r iora ted   as  a remit o f  the 2 0 s  increase   in  
investuent .   In   addi t ion,   the  Governu.ent had %nd.ertaken t o  
f inance f rom the  budget  the  cost  of completing a l l  en terpr i se  
projects  uore than 80$ couple'te a t .   t h e  end o f  1967, and t o  
con t r ibu te , to   t he   cos t  of p ro jec ts 'uore   than  20$ underway, and 
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t h i s  was c l e a r l y  an  extra s p u r  t o  investnent.   Agriculture,  
encouraged  by the  pr ice   increases  o f  1966 and other  econonic 
and social  ueasures,  recovered from the  poor  re turns  o f  1965, 
and crop  yields  were, on the  whole, well  up on the  1961-.65 
averages.'  Poor  fodder  crops  in  1967  created  probleus  in  the 
fa t ten ing  o f  l ives tock  however, and. iuports  of. ueat were 
necessary, 

' 32., The r i ses   in   p roduct ion  and productivity  permitted 
uodest  increases  in  the  population's  incoue. The e f f ec t s  on 
consumer spending of the   p r ice   increases   in  s o l i d  fue ls ,   t rans-  
p o r t  f a r e s  and agricul ture   a t   the   beginning of  1966  were l e s s  
narked than  expected,  partly  because  pr.ices o f  seasonal goods 
f e l l  with the  good harvest ,  and because;  consuuer demand sh i f ted  
from goods whose prices  had r i s en  t o  those whose pr ices ,had 
fal len  such as  clothing,  Xncreases  in  earned  incoues.were 

allowances, which par t icular ly   benefi t te-d  the  peassntry and 
reduced the  gap  between  the  incoue  levels of the  peqsantry and 
industrial   workers.  Thus while   the  real  income o f  workers and 
employees rose  by 51. i n  1966 m d  i n  1967, t h a t  o f  the  peasantry 
rose by 7 and 1% respectively.. 

' ' +supplemented by substmtial .   , increases   - in .   pensions and family; , . .  

The past two years 

33, When the New Economic Mechanism  was first .introduced, 
it was forecas t  by a nuuber of observers  that  1968 would be a 
time of  economic i n s t a b i l i t y  and tha t  pr ices  and uneuployment 
would r i s e   s i g n i f i c a n t l y  as the   cen t ra l   cont ro l  of the  e.conomy 
was relaxed.. I n   f a c t ,  however, economic development has  proceeded 
more o r  l e s s  as  ou t l ined   in   the  Plan. Thus nat ional  income .(N.et 
Material  Product)  rose by 5% i n  1968 t o  221.2 u i l l i a r d   f o r i n t s .  
Whereas r e s u l t s  were disappoint ing  in   agr icul ture  (+l*l$), the  
g rowth  r a t e   i n   , i ndus t ry  (+5$)  can  be  considered as sa t i s fac tory .  
Investuents  increased  less  than p r o f i t s  -due t o  the  bot t lenecks 
s t i l l  ex i s t ing   i n  t h i s  sector.,; . .   Considerable  efforts we.re uade. t o  
,keep up the  standard o f  l iv ing   and . fores ta l1   in f la t ionary  
tendencies which  could  have resul ted from the  econouic  refor m... 

I .  34, Growth ,continued. st, more o r  l e s s   t he   .mue  pace in  1969 
and national  incoue  increased by 6% according t o  the  provisions 
o f  the   Plan,   Agricul tural  o u t p u t  rose  sharply (+5 t o  65) owing 
t o  excellent  harvests  whereas  industry  developed  only  slowly 
( + 3 ) .  A s  a r e s u l t  of increased p r o f i t ,  the   en te rpr i ses t  

t h e ' d i f f i c u l t i e s   i n   t h e   s u p p l y  of  bui lding  uaterfals   l imited  the 
growth of investments. The r i s e   i n   s a l a r i e s  was  more r a p i d  than 
expected  while  productivity  reuained  stagnant, and r i c e s  d i d  
not  exceed  the limit authorised  in  the  Plan  (1,5025 , 

' development funds  increased, b u t  a se lec t ive   c red i t   po l icy  and 
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NATO CONPIDENTIKL -22- 

C, Production by Sectors 
&r icu l ture  

35 . Agriculture is  the   . t rad i t iona l  f o r a  of a c t i v i t y   i n  a 
country where arable  land  'accounts f o r  60$ of the   overa l l   a rea ,  
15$ being  covered by f o r e s t  and 14$ given  over t o  pasture ,  
Nevertbeless, t h i s  sec tor  now employs only 30$ of  the  labour 
fo rce   a s  conpared with the   f igure  of 50$ o f  the;   ent i re  
popula-tion employed on the  land  during  the  las t  war.  Collec- 
t i v i z a t i o n  was conpleted  in  the  early 1960s and the  social ized 
sec to r  now controls  97.1$ of  a l l  farming  land, On average, 
State   farus   cover  an area of  4,700 hectares and co-operatives i 

1,520 hectares.  

national  product, Its share o f  to ta l   expor t s  is over 209 and, 
in   the   case  of exports t o  Western countries  only,  about 50%. 
The t a r g e t   s e t  by the  current  f ive-year P l a n  is t o  raise'  output 
by 13-15s  during  the  period 1966-70 as compared with the  period 
1961-65 and, more spec i f i ca l ly ,  t o  increase  veaetable  products 
by 15$ t o  17$ and aniual  products by 115 t o  133. The annual 
growth r a t e  s h o u l d ,  therefore,  average 2,6 t o  3$ as  coupared wi th  
2% ln  the  previous  period. With this a i u  in view, 4.4 t o  45 
u i l l i a r d   f o r i n t s  have  been  earmarked f o r  inveatuent  in 
agr icul ture   during  the  current   f ive-year   per ioa,  This f igure , .  
which is only 10-12$ above the   l eve l  .of actual   in i tes tuents   in  
1961-65, is f a r  from s u f f i c i e n t  t o  make good the  delay which has 
occurTed in   the  supply o f  agri.cultura1  equipment, 

36 , Agricul tural  o u t p u t ,  represents  about 25$ .of t h e  . . .  

37a' In  1968, gross agr i cu l tu ra l  o u t p u t  rose  by  about 1.1% 
.(as compared wi th  the   f igure  o f  3-45 se t   i n   t he   P l an ) ,   t he  
shortfal l   in   crop  product ion  being  offset  by b e t t e r   r e s u l t s  with 
l ives tock ,  The e f f e c t  o f  the  drought was less severe  than  a t  
first: expected owing t o  t h e  w i d e r  use o f  f e r t i l i s e r  .and  t he  
increase   in   i r r iga ted   a reas  which produced higher   yields  even 
though ' t rac tor   de l iver ies  d i d  not meet t he   t a rge t   f i gu re  of 
8,000 s e t   i n   t h e  t h i r d  five-year  Plan and the  proportion o f  
obsolete  types of t r a c t o r  in  use went up, Veget2bles,  potatoes 
and fodder had t o  be imported b u t  bread  cereal  requirements were 
uet  fron  domestic o u t p G t ,  Meat suppl ies  were p l e n t i f u l  b u t  were 
the  f o r t u i t o u s  r e s u l t  of  an unplanned increase   in   the  number of 
livestock  slaughtered  because of the  drought and the  ensuing 
fodder  shortage.  Instead o f  t he . an t i c ipa t ed  irnproveuent i n   t h e  
s i z e  of  herds ,  -.there was a s i g n i f i c a n t   f a l l   i n   t h e  number of 
cows and sows and t h i s  eardot  f a i l  t o  have an adverse  effect  on 
suppl ies  f o r  a number of years  besides  reducing  forei,gn exchange 
eamFngs . 

38. Agricultural   production  in  1969 was 5-6'1". above the 
1968 f igure  instead o f  the  2-35 planned,  According t o  the  
l a t e s t   r epor t s ,   t he  wheat harvest will t o t a l  3.6 u i l l i o n   t o n s ,  
or 50% more than  the  average  over  the  preceding  five-year 
period, These results  appear t o  be the  consequence of masures  
taken by the Hungarian Authori t ies  t o  s t imula te   agr icu l tura l  
o u t p u t ,  The harvest  s h o u l d  be su f f i c i en t  t o  satisfy  domestic 
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', ' 

deuand and,  even t o  leave  an  export surplu 's ,  This is the  t h i r d  
year  running i n  which Hungary has  been  able t o  s a t i s f y   a l l  i ts .. 

needs and the  Canadian:wheat imports  i n  196'7-68 (68,000  tons) ':,- 

and in.1969-70  (79,000  tons) seem t o  be t h e   r e s u l t  of previous 
courilftuents entered  - into  within  the framework of  a long-term _. 
wheat agreeuent. [Chis s i t ua t ion   c r ea t e s  a ser ious storage 
probleu, Should it continue, the Government would have t o  choose 
on the  one hand between  keeping  prices a t  t he i r   p re sen t   l eve l  and 
building  the  necessary s i l o s  and, on the  other  hand,  lowering 
pr ices  which would lead t o  a cutback in  production. On t h e .  
other hand,. stockb~reeding  failed t o  reach  the  1968  level, and . . .  

the  continuous  decrease o f  the  cow and sow population is . '  ' . 
specially  worrying, Pork production was l o w  and considerable ' ' 

inports have  been  necessary i n  1969 and w i l l  s t i l l  be required 
i n  1970 t o  meet domestic deuand. 

39. A ueasure o f  improvement in  the   f i nanc ia l  and soc ia l  
conditions o f  farm workers,  such as, f o r  example, the  payuent of  
guaranteed wages and higher  family  allowances  as  well as the " 

expansion o f - t h e   a n c i l l a r y   a c t i v i t i e s  of co-operatives have Dade 
2.0, possible, t o  safeguara  the  level o f  euploynent b u t  under- 

.euployuent.continues  nevertheless t o  be a problem. Farm  manage- 
,nents  have found it d i f f i c u l t  t o  provide members with employment 
for . .  the  nunb.er of  .days required.  t o  e n t i t l e   t h e n  t o  s o c i a l  
benefi ts  and individual  p l o t s ,  Despite  incentives, some 820. - '  

"weak" co-operatives  have had t o  be subsi-dised and in '   several  
instances  even  these  subsidies  have  failed t o  remedy the  
- s i tua t ion .   In   an   e f for t  t o  solve t h i s  problem, a decree was 
published 113 October  1968  permitt ing  the  appropriate.authorit ies 
e i the r  t o  reorganize  the managenent of these  co-operatives  in 
order t o  make theu  f inancial ly   self-support ing,  o r  t o  encourage 
mergers w i t h  other  co-operatives,  Since  these  ueasures  affect 
nearly- 30$ of  the   agr icu l tura l   co-opera t ives ,   agr icu l tura l  . , '  

ou%put and export  poten*ial should  i n   t heo ry .   r i s e ,  

. I  

Industry 

40, Although t h e   r a t e  of indus t r ia l .  growth has slackened 
(55. .in .l968  as  coupared with 874 in  1967),  it may nevertheless  
be regarded  as  satisfactory  given  the  difficult ies  involved  in 
the   t r ans i t i on  t o  the new system a n d  it is moreover i n   l i n e  with 
the  planning  targets.,  Steady  progress  has  been uade i n   t h e  - 
f i e l d  of i ndus t r i a l   i n f r a s t ruc tu re ,  Supp1ie.s of energy  have 
improved and a t   t h e  end o f  1968, na tu ra l  gas and o i l  accounted 
f o r  approximately  3% of overa l l  consumption o f  fue l ,   the   f igure  
which Was i n i t i a l l y   f o r e c a s t  for 1970., The performance of the 
chemical and engineering  sectors  again  outstripped  aggregate 
industr ia l   output  (105 and 8s respec t ive ly) ,   re f lec t ing   the  
considerable   capi ta l   investuents  of the  past  .few years. owing 
t o  the  large  Stocks of raw mte r i a l s   a t   t he   beg inn ing  of the  '. 

Year (1% more than  in  1967) and increased imports, del iver ies  
t o  -industry Were sa t i s f ac to ry  on the  whole b u t  there  was a 
continuing  shodage of cer ta in   bu i ld ing   ua te r ia l s  and the 

. .  
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s h o r t f a l l '  of t h in   ' shee t ,  high qua l i ty   s t ee l s  and scrap  could 
not  be uade good. The s i tua t ion  was aggravated by t h e   f a c t  . 

t ha t   s ince   t he   a l loca t ion  o f  raw mater ia ls  is no longer 
cent ra l i sed , .   ce r ta in   en te rpr i ses  had b u i l t  up unnecessarily 
la rge   s tocks   in   an t ic fpa t ion  of  a demand which d i d  not always 
materialise. '  

41, I n  1969, industr ia l  output  rose  by  only 35 b u t  this 
uay"be explained by the  problems of  adapting  the  production 
machine t o  market requirements and by the  replacement-of 
quant i ta t ive aims  by qua l i ty   c r i te r ia   fo l lowing  the re'forms of 
the  previous  year, 

Productivity 

42. Indus t r ia l   p roduct iv i ty  went up by  only 1s i n  1968, 
although i ts  inproveuent is  one o f  the  pritnary aims o f  the New 
Econoui'c Mechanism, and reaained  a t   the  same l e v e l   i n  1969. 
This downward trend i s  due above a l l  t o  the backward s t a t e  o f  
Hungarian  technology b u t  there   a re   a l so  a number-of other  
reasons. The  new labour code allows  enterprises t o  dispense 
w i t h  s u r p l u s  labour b u t  t h e  Government, i n  its anxiety. to 'prevent 
widespread uhemployment, placed a c e i l i n g  o f  46 on  2tYerage wage. 
increases  in'  1968, This regulation'encouraged  enterprises t o .  
euploy  'unnecessarily  large  limbers o f  workers and t o  keep wages 
low.  The introduct ion of a shor te r  working week i n   c e r t a i n  
indus t r ies  had s imi la r   resu l t s .   Las t ly ,   the   au thor i t ies ,  . 

concerned by the  labour   shortages  in   highly  industr ia l ised areas, 
had planned that   over   half  of  a l l  new f a c t o r i e s  between  1966-70- 
should be loca ted   in   a reas  where there  was surplus manpower. . '  

Con'sequently, a large  nuuber o f  en te rpr i ses  noved t o  the  
provinces where product ivi ty  is. lower.' The ce i l i ng  on wage 
increases  was l i f t e d   i n  1969 and, from 1970  on, en terpr i ses  
w i l l  have ' t o  pay frou  their   prof i t -shar ing  fund 30$ of  any wage 
r e su l t i ng   f rou  a s ta f f   increase ;  i n  the  opposite  ca'se, .they. Wi.11 
be  able t o  ass ign t o  t h i s  fund the  same percentage OP the  
savings  der iving  f ron a s taff   reduct ion,  This nay &ct,-.as-la 
break,on  the  tendency t o  enploy new labour  instead o f  uaking 
clore rati ,onal  use o f  the  existing  labour  force,  'Productdvity 
w i l l  continue, however, t o  be the  cause o f  a nuuber of problems., 
and.' s o  long, as labour .is avai lable-  uany en terpr i ses  w i l l '  
coritinue. . ,  t o  r ec ru i t .  

4'3 Q The, c losing down of '  two small uneconouical  enterprises 
which is  unprecedented(1) .- and the   c rea t ion  o f  a joint   s tock '. 

c-ompany are   evidence  that   the  Governnent is experimenting with 
more f l ex ib l e  systems. - It has  followed the Rumanian example i n  
c rea t ing  a uanegeuent t ra ining  centre   under   the-auspices  of the 
IL0 and th i s .  may eventually  lead t o  an improvement i n  management 
techniques. 

" 

LOI. 
(1) The concept o f  bankruptcy  seeus t o  be i r r e l evan t  t o  t h e .  

l functioning o f  a s o c i a l i s t  economy. 
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Prof  i t s  
. .  

44. One of the  main-features  o f  the l a s t  two years  has 
been the volume o f  p r o f i t s  made by enterprises:   they amounted 
i n  1968 t o  64 mi l l ia rd   for in ts   in   the   case  o f  Stalte  enterprises 
and industrial   co-operatives,  o r  1 4  ta i l l iard more than  the 
p l a n e d   f i g u r e ;   i n  1969  they  rose t o .  almost 7 1  m i l l i a r d  f o r i n t s ,  
about 11$ uo.re than  in-   the ,   previous  year ,  and the upward trend 
is t o  continue. The material   incentives  introduced as par t  of 
the economic reforms  have  contributed  in no sua11  part t o  th. is  
r e s u l t  b u t  the  safety margin embodied in   t he  1968 pr ice  
increases  as  well  as S ta te   subs id ies ,  which  were higher  than 
needed, were also  .major  contributory  fac.tors, It is here   tha t  
an explanation  can be  found to the  apparent  discrepancy between 
low productivity and the  very-considerable  p r o f i t s  obtained. 

Investuents 

45. Although p r o f i t s  i n  1968 exceeded forecas ts  and 
although  enterprises were allowed  greater  lat i tude  over 
i nves tuen t s ,   t he   l a t t e r  d i d  not exceed the i r   an t i c ipa t ed   l eve l  
of 68 t o  70 mi l l i on   fo r in t s  , This f igure  ,is 1Z$ higher  than 
ln  the  previous  .year b u t  the  increase 'is uainly due t o  the  
grea te r   cos t -  o f  bu i ld ing   na te r ia l s .  h number O f  o ther   fac tors  
coubined t o  r e s t r i c t   p r o g r e s s   i n  t h i s  f i e l d ,  Because of  
r%vaWy with State-financed  projects,  only 40$ of the.  funds , -  

accumu1ate.d by enterpr ises   in   the  previous  year ,  were. ac tua l ly  
invested, The . l a t t e r  were ca l led  upon - t o  contr ibute  t o  the ' 

completion- o f  projects  launched with State   loans  in .  1967 wh.ich 
were given  priority. .   Lastly,   the Government s-et a ce i l i ng  on 
aggregate.bank  credits t o  en te rpr i ses  and : there was sharp 
competition f o r  the  7,8 m i l l i a r d  forints made available; which 
f e l l   f a r  sho r t  o f  requirements. On the other hand, s u r p l u s  
stocks rose  very  rapidly t o  a t o t a l  o f  1 5  mi l l ia rd   for in ts   in .  
1968, b u t  no evidence is  avai lable-  t o  indicate  t o  what extent 
these were financed by c red i t s .  : . 

$6. :It was not  planned t o  make any increase in  . c r ed i t s  tp 
enterpriseS.in  1969 and where these were granted  they have  been 
hedged with more s t r ingent   condi t ions t o  e n s u r e   t h e i r .   r a t i o n a l - :  
enployuent, In p a r t i c u l a r ,   p r i o r i t y  was given t o  enterpr ises  
wi th l ï lgh  export  records and  spec ia1 ,pr iv i leges  were granted t o  
t h o s e  sel l - ing t o  c a p i t a l i s t   c o u n t r i e s ,  Developuent  .funds ., 

exceeded the 1968 l e v e l  b u t ,  bed'ause of the  extension o f  taxes  
on f'ixe8 and c i r c u l a t i n g   c a p i t a l  t o  capi ta l   f inanced -by loans, 
enterpr ises  m y  have  been more r e luc t an t  t o  borrow f r o u - t h e  banks. 
However, the  voluue o f  investuents exceeded by some 7-89 tha t . -of  
the  previous  year. The d i spa r i ty  between supply  and deuand has 

... not  eased;  the  building  indus'try, was not  cble t o  ueet   the  demand 
o f  investors,-even w i t h  a conBiderable  .increase in o u t p u t ,  nor .  
d i d  the machinery . ...: I industry. . ,  

. .  

.I - 
I . .  
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D, Standard of L i v i q  

47. A spec ia l   e f fo r t  was  made i n  1968 t o  keep up the 
standard of l iv ing .  Towards the end of 1967,  large  quantities 
of' consuuer goods were iuported  in  order t o  cushion  thc houé 
ua'rket  against   'possible  dislocations  following  the  introduction 
of the   reforus  and t o  f o r e s t a l l   i n f l a t i o n a r y   s t r a i n .  A s  a r e s u l t  
stocks were plentiful   and,  al though  l ight  industry  production 
progressed  by  only 2.8$, r e t a i l   s a l e s   i nc reased  by 7$. Reta i l  
pr ices  which had gone down by 1.5$ in  January,   rose-by 26 during 
the  year s o  that  t h e   f i n a l  December 1968 index was only 0.5$ 
above t h a t  f o r  December 1967. Such ;i. sua11  r i se  ,was greeted 
with scepticism by the  population, a l l  the more s o  as ce r t a in  
poore r   qua l i t y . a r t i c l e s  had been.  withdrawn f r o m  . the  market and , 

replaced by be t t e r   qua l i t y  and clore expensive  items, a point 
which the  off ic ia l   calculat ions  ignored.   Purtheruore,   the   black 
uarket  does  not  seeu t o  be very  widespread  in Hungary. However, 
the  agr icul tural   co-operat ives  a n d  t h e i r  nerabers are-  .ent. i t led t o  
s e l l  t h e i r  goods d i r e c t l y   i n   t h e   c a p i t a l ,  and t h i s . f a c i l i t y  
represents,. ,pn .. . - appreciable  source o f  incoue. . .~ 

48. The t o t a l  incone o f  the  population  rose by 8$, mainly 
because o f  the  excessive  r ise  in  enployuent,  b u t  a lso on 
account o f  t h e   r i s e   i n  avera,ge earnings and t h e   b i g   r i s e   i n   t h e  
income o f  the  peasantry (g$), Beal wages o f  workers -and 
employees rose by between Z$ and 2.5$ and t h e i r   r e a l  income by: 
between 5s and 5.5$ 8 s  a r e s u l t  o f  the  increase in  p r o f i t -  
shar ing over 1967. None . the  less, complnints were voiced,  about 
the  shar ing o f  p r o f i t s  with workers  feeling  that   disproportionate 
akounts had gone t o  the a l rezdy  b e t t e r  paid  categories o f  
employees, The l i f t i n g   i n  1969 o f  the Q$ lirnit 011 wage 
increases  and the new systeu of d i s t r ibu t ion  of  the p r o f i t -  
shar ing fund may fos te r   the   wi l l ingness  of unskilled  workers 
t o  accept  the r e fo ru .  Furthemlore, it appears that the 
proportion o f  persoas deFep.dent on the  working population  has 
recently  decreased. This is probably an except ional   s i tuat ion,  
explained by the   f ac t  tha t  ch i ld ren   bo rn   ea r ly   i n   t he   f i f t i e s ,  
when abort ion was temporar i ly   prohibi ted,   are  now entering  the 
labour  mmket, 

49.- 1.n' view of t h e   p r i c e   s t a b i l i t y  and the.  S$ increase  in  
social   benefits ,   the  Governnent 's   Clain tha t  the  standard of 
l i v ing   has   r i s en  is' doubtXess t rue ,  However, the  goods.offered 
f o r  sa l2  were r,ot  always of a type and qua l i ty   i n  deuand. This 
i s  i l l u s t r a t e d  t o  sone extent by t h e   r i s e . i n   r e t a i l   s t o c k s .  
Personal  savings a l so  increased by 4,4 n i l l i a r d   f o r i n t s  (1.7%) 
and by a f u r t h e r  7 milliard i n  1969, This indicates  considerable 
shortage  in  the  supply of c e r t a i n  consumer goods ,  These 
deposits  enabled, a large number o f  p r iva te  l o a m  (1.7 u i l l i a r d  
f o r i n t s )  t o  be  nade, par t i , cu la r ly  f o r  the  building o f  l iv ing  
acCommodation, The Governtilent *S new d i r ec t ives  f o r  pr ivate  
t r ade  show its concern t o  provide  consuuers with taore goods and 
Services   ( the  pr ice  of t h e   l a t t e r   r o s e  by 45 i n  1968).  Licences 
Can  now be issued  under 70 d i f f e ren t   t r ades ,  i n  order t o  .iuprOve 
the  Slzpply of  goods and t o  make up f o r .  the  inadeqdate  network Of 
Sta t e  and co-operative shops.  

NILTO COJ!TFI~ET.Q -26- . .  . . .  
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' 6  

*' 

50. The housing- s i t u a t i o n  iuproved somewhat i n  1968 w i t h  
the   cons t ruc t fos  of 679000'apartnents ,  o r  88 more than   i n  1967. 
llhe housing  shortage is s t i l l  a serious  probleu, however, and 
i n  .order . t o  ..overcone the  de'arth o f  bui lding  mater ia ls  a s t a r t  
-has  been nade on establ ishing  factor ies   turning o u t  prefabricated 
homes . 

.51. While the  income o f  the  population  increased by over.,:. 
95 i n  1963, t h i s  is mainly  because of t h e   r i s e   i n  euyloyment. and 
the big share-out o f  p r o . f i t s  clade aC the  beginning o f  the  year.  
1969  has n o t  been a pa r t i cu la r ly  good year for the  coxsumer. ' The 
supply o f  neat ha.s been  poor and the  .pric 'e o f  vegetables high,-  
fac tors  which h i t  the   l ess   p r iv i leged   ca tegor ies  of  the 
population  hardest.  Various  enterprises have of ten found T t  
e a s i e r - t o   i n c r e a s e  p r o f i t s  by ra. ising  prices and exhaust ing  their  
stocks,  thus creat ing a sca rc i ty  o f  cer ta in   i teus ' .  Imports ,  
which accounted f - o r  about Il$ of  r e t a i l   s a l e s   i n  1968,  have 
provided l i t t l e  s t f r ru lus  t o  conpetition  because o f  t h e i r  hfgh 
pr ices ,  and they  have  souetiues even led  national  pr0ducer.s t o  . 
ra i se   the   p r ices  o f  their   products .  Wage r i s e s  in 1969 
were n o t  supposed t o  exceed 2$$ b u t  they have outstripped ' t h i s  
f igure and it ,is expected tha t  the Governuent w i l l .  take  neasures 
t o  accentuate  the  interdependence between wage increases and 
improved productivity.  The r i se   in   p r ices   reua ined   wi th in   the  
1..*5-2$ l ' i n i t  authorised in the  Plan. 

E .' Public.  Finance - .  

52; The total   budgetary  expenditure  rose  frou 1.38.7 
milliard f o r i n t s  , i n  1968 (305 over the  previous  year) t o  1 5 . 9  
milliard i n  1969,  i.e. a r i s e  of  12.4$. This r i s ing   t r end  is 
explained by the  inpleuentat ion of  t he  econouic  reforas and the 
resultant  price  chmges,   Forecasts o f  rec,eipts (154.2 u i l l i a rd , .  
fori-nts) are based on increased   tax   re turns   resu l t ing   f rou   the .  ' 

expected  iuproveuent  in  productzvity.  Aluost  half  the  total 
expenditure is t o  be  accounted f o r  by investuents (36 mill iard. .  
fo r in t s )   and . subs id i e s  (40.82 milliard  forin'ts).  Contrary t o  t he  
practice  in  Couuunist   c.ountries,   in 1968 and again  in  1969 a 
.d-e.ficit was recorded;  as' it only  auounted  in  1968 t o  1,400 n i l l i o n  
f o r i n t s ,  o r  15 o f  the  t o t a l  r ece ip t s ,  it was e a s i l y  absorbed o u t  
of the  previous  year's  surplus The f igure should be .about  the 
same (lrl$) 'in  .1969, I n  1970, budget  expenditure should  auount 
t o  170 a i l l i n r d  f o r i n t s  (an increase of  W )  o f  which 38 u i l l i a r d  
w i l l  be accounted f o r  by investuents.  The defici t   should.remain 
a t   t h e  saue l e v e l  .(-1,700 mil l ion f o r i n t s ) .  

53. ' 'The in t e rp re t a t ion  o f  the  'Hungarian  defence  budget 
g ives   r i s e  t o  a nuuber o f  d i f f i c u l t i e s ,  Between 1963 and 1966, 
th is  budget  gradually went down f rou  6.6 t o  5.2 u i l l i a r d   f o r i n t s  
only t -o  r ise   again  appreciably  during  the  las t   three  gears .  It  
i s  Probable that  the  f inanci21  reDercussions 
of Soviet t r o o p s  Bn Hungary has  something t o  
b u t  no confirmation is avai lable ,  Again, it 
prac t ice   in  Comnunist countr.ies. f o r  o f f i c i a l  

of t he   s t a t ion ing  
do with t h i s  t rend,  
is budgetary . .  

f igures  t o  oui t  3 . .  
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. .  certain  expenditures whtch, in  the  Westi ,  are norually 
considered t o  be connected, with defence,  Thus,  variations 
affect ing  the  off ic ia1,budget  do  no t   necessar i ly   re f lec t  a 
corresponding  var iz t ion  . in   actual   n i l i tary  expendi ture .  The 
defence  budget  rose by 18.4$ i n  1968 t o  a f igure  of 6,439 n i l l i o n  
f o r i n t s  and by 24,6$ i n  1969 t o  a f i ga re  of  8,029  million 
f o r i n t s ,  However, t h i s  f igure  does  not  reflect  a big increase 
i n   t h e   u i l i t a r y   e f f o r t  b u t  rather  accounting  changes. It is. 
probable  that  because  the  econoaic  reforus  have  increase-d  the 
degree o f  self-financing of investnents,   the  Ministry o f  Defence 
is now obliged t o  make public  the  subsidies pa id  t o  enterpr ises  
engaged on defence  projects  whereas  these  subsidies were formerly 
included  in  the  ordinary  national  budget, The r i s e   i n   p r i c e s  
tha t  followed.  the  reforus has also n a d e . i t s e l f   f e l t   i n , t h e  
n i l i t a r y  budget,  Hungary's rea l   defence   e f for t ,   t ak ing   in to  
account  expenditure  canouflaged  in  other  budgetary  chapters, 
represented 4-4.5$ of the  GNP a t  factor  cost   according t o  t he  
e s t iua t e  'of experts  who met  a t  NATO i n  1968. There seems t o .  be 
no notable change i n  t h i s  respect f o r  1969. 

F.  The 1970 Plan . .'.. . 

. .  . .  .v- 

54, The two nain  tasks t o  be faced in  the  f in31 year  .of ., 
the  current  f ive-year Plan m e   t h e  prouoti.on .of eff ic iency and... 
the  further  fuproveuent of the  genera1,balance of the  econoqy, . 
To these  ends  national  incone is  expected t o  grow by about ' :  
5-65: industrial   production w i l l  Increase by some 6$, b u t  .sone 
sectors  (engineering,  chemicals and e l e c t r i c i t y j ' w i l 3  expand 
faster   than  average whereas production  in  raining,,.  uetallurgy and 
l i gh t   i ndus t ry  w i l l  grow more slowly,  Despite  consideraile 
developuent,  the  building  materials  industry . w i l l  not  be,  able,. 
even i n  1970, t o  ueet  the demand  and larger inports  w i l l  be . 

necessary,' The l abour  force  in   industry will be  increased, -by 
2-2&% and product ivi ty  by 3-45, The value of ' invcs tuents  w i l l .  
grow by 6-7$ in  1970'  and the  share of the  .pro.ductive  sectqrs 
will ;,be souewhat  reduced t o  the  benefi t  of the n,on-prodycti.ve., 
sectors,   including  housing.  Agricultural  o u t p u t , w i l l .  r i s e  b y . ' .  
about 1173; crop  'production will probably  not  exceed  the  1969' . .  . .  

r e s u l t s ,  .but l ives tock  w i l l  progress  considerably, I?ith respect 
t o  l iv ing   s tandards , .   an   Increase .   in   rea l  wages of 2.5-3$ ànd à 
s t a b i l i s a t i o n  of consumer prices  are  expected. For this 
purpose,  the  proportion of products  in  the  free  price  category 
w i l l  remain  unchanged; however, the Plan assunos a l-l&$ r iSe 
in  this sphere. .I 

. ,  

III, ECONOMIC REX.ATIONS WITH THE OUTSIDE WORLD 

A. . Foreign  trade 

.55, Foreign  trade i s  v i t a l  f o r  t he  economic progress of a 
sua11 country  l ike Hungary -with l imited natur.al resources and a 
sua11 hone market, Exports account f o r  s m e  9.9s and i n p o r t s  
10.35 of the  Net Material  Product, Exchanges with Hungary's 
tradin  partners  have grown nuch f a s t e r   t han . the  GI!= in   recent  
years Tan annual  average o f  8,575 between 1960 and 1968) and 
exports  have  outstripped imports. Under the t h i r d  five-year 
Plan,   foreign  t rade shou ld  develop a t   a n  average  yearly  rate 
PTLTO CONJFIDEI;~) IAL -28 - .. . .  ' '  .. . :, . :  - .*... .. 
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of 7*9$. The r e s u l t s  , o f  , the f i rs t  three  years  show wide 
var ia t ions wi th  the  growth .rat+-going f r o u  4.35 i n  1966 t o  lo$ 
i n  1967. and back t o  3.3$ i n  1968..  The share o f  the  Coununist 
countries  has  reached  705, with 37$ f o r  the  Soviet Union alone. 
Exporting t o  the non-Couuunist countr ies  -has not  been s o  
SuccessfuI,   since  the  share o f  the  Western indus t r ia l i sed  
c o u n t r i e s   f e l l   i n  1968 t o  i t s  l960  level  (24.2s) and turnover 
with the  developing  countries also went down in   absolu te  
te ros  and as a percentage of  the   overa l l   f igure  (5 .69) .  

56, Except. f o r  a sua11 s u r p l u s  133.1961 and a s l i g h t l y  
l a rge r  one i n  1966, in   recent  years Hungary has had an adverse 
trade  balance wi th  the We,stern industr ia l   countr ies . :   This  
persistent  inbalance which was nainly  the f a u l t  of  the poor  
export showing,  prompted' the- -au thor i t ies  t o  reorganize   the i r  
foreign  t rade as p a r t  of  the  econoùic  reform,  In 19'69 there  
was f o r  the  f irst  t i n e  a conside.rab.le  export s u r p l u s  with both 
t h e   c a p i t a l i s t  and t h e   s o c i a l i s t  countries. This favourable 
trend- i n  the  foreign  t rade  balance  seem t o  be one o f  1969's 
special   successes and  therefore ,one o f  the  achievements of  the 
economic reform. 

B.. The Geographical breakdown 

: -57, The Soviet Union, w i t h  375 - o f  the  t o t a l  t rade, .  is 
Hungary's  foremost  partner. About 405 .of the  USSR's 
exports t o  Hungary are  wd-e up Of raw na te r i a l s  and seni-  
finished  products, Alnos t  ad1 Hungary'*s inports  of crude and 
refined o i l ,  i ron o re  and pig iron,  uost  o f  her  imports  of 
phosphate f e r t i l i s e r ,   t i m b e r  and e l e c t r i c  power  and nlnost  half  
of  her  purchraes of colre, cot ton a n d  ro l led   s tee l   c ,om f rom.  the  
Soviet Union. The l a t t e r  d s o  supplies Hungary with uachinery 
and equipnent,   especially  that   required f o r  the  chemical,, o i l  
and rubber   industr ies .   Industr ia l   p lant .and equipment, 
especially.telecoununications equipclent and pharuaceuticals  take 
t h e , l i o n " s  share o f  nat ional   ëxpqrts  t.0 the USSR. T h i s  country 
a l s o  provides a steady and v i r tua l ly   un l in i t ed   ou t l e t  f o r  . 
Hungarian indus t r ia lconsumer  goods  and agricultural   products.  

r e l a t ions  with- the  Soviet  Union (135..6 n i l l i o n  d o l l a r s  f o r  the  
1960-66 per iod) .  This is probably  explained  by-  drawings on' 
Soviet   credi ts   granted f o r  t he   fu l f i l uen t  of  the-  second  five-year 
Plan. This trend was reversed in 1966, and over  the,.  three 
fo l lowing  years Hungary has had a cunulative s u r p l u s  o f  76 mil l ion 
d o l l a r s  which may be a t t r i b u t a b l e  t o  par t ia l  reiuburseuent o f  
var ious   Sovie t   c red i t s   fa l l ing  du.e f o r  repayuent i n  1970.- .By 
t h a t  titile,.Hungarian-Soviet t rade  should  have increased 505, 
i.e. a t  an  average  annual  rate o f  8.4$. The annual increase 
(7.15) f o r  1966-68,  however, would so fa r  seen t o  fall below the 
t;argets.  Negotiations  covering  trade  during  the  period 1971-75 
have a l ready   s ta r ted ,  and uutua l   de l iver ies  o f  uachinery  are 
receiving  special   a t tent ion.  

' . . 58, I Until  1966, Hxmgary, always had a debit  balance.  in its 
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59. ,The other  Couuunist countr ies  o f  s a s t e m  Europe 

accounted foreign t rade   in  1968.' 
The volune o f  t rade  rose by 36.87; between  1963 and 1968, naking 
an  average o f  6.55 per annun, with export;s r i s i n g  aore rapidly 
than  iuports.  The uost  significant  progress was with the  Soviet 
Zone of 'Geruany  which has taken  Czechoslovakia's  place as 
Hungcry's second trading partner.  Hungary's min   expor t s   a r e  
products o f  i t s  engineering  industries  which,  like  chemicals, 
also rank high auong inports f rom the  Soviet  Zone, Expansion of 
t rade  between the  t w o  countries is t h e   f r u i t  o f  agreeuents on 
industrial   co-operation and spec ia l i sa t ion  which should  a lso 
provide  the basis f o r  nore  trade with Czechoslovakia.  Poland is 
Hungaryrs f o u r t h  trading  partner.  Recent  changes in   the   pa t te rn  
of trade.  betw.een t h e .  t w o  countr ies ,  wi-th inc.reased  .e,trphas,is,  .an . . 

maèhinery and e,quipuent, are a r e f l ec t ion  o f  t h e i r  growing 
indus t r ia l i sa t ion .  

60, Trade  between Hungary and its IUT0 t rading  par tners  
rose by 38.3$ between 1963-68, .uaking a yearly  ayerage o.f ..6..?$, 
with expor t s   r i s ing  a l i t t l e   f a s t e r   t h a n   i n p o r t a .  Ggrraany 
heads  the list-' o f  these  partners  followed by I t a l y ,   t h e  United 
Kingdou and France. Hungary's debit  balance w i t h  NATO countr ies  
as a whole f e l l  frotr  $83 u i l l i o n   i n  1964 t o  $31 mil l ion   i n  1968, 

6f Over the  past  few years,  Hungary has sotfight t o  replace 
t h e  one-year b i la te ra l   agreeuents  w i t h  the Western  count.ries :3y 
long-tern  agreements ( f o u r  o r  f ive  years).   within which  annu51 
protocols  are  negotiated.   In Hoveuber 1.966, Hungary.  was:'grmted 
observer   s ta tus  by GATT and has now applied f o r  f u l l  ueubership, 
It has a l s o  p u t  o u t  E autrber of  f ee l e r s  with a view t o  the-  
establishment of r e l a t ions  with the Common Market. 

C. Cormodity  composition o f  foreign  t rade 

62 . I n  the  f i e l d  of  exports  the  leading  plzce is .  now held 
by machinery and equipment which represented 27,4$ o f  Hungarian 
exports  in 1968 as conpared with 95 before  the ?!m a r e  
sent  slluost  exclusively t o  the  other  Conuunist  countries. Rext 
a r e   f u e l s ,  raw u a t e r i a l s  and seni-finished  products combined 
which accounted f o r  275 of  the overal l  f igure ,  half.. o f  th is  
auount' going t o  t he  COMECON countries.  The retllainder i s  nade up 
of industrial   consuuer goods (24.3%) and f o o d s t u f f s  ( the  
percentage o f  which has fa l len  from 57% before 1945 t o .  21.25 of ' 

the  overa l l   f igure)  . In  f a c t ,  sa les  of ag r i cu l tu ra l  produce 
outside the Corrsuunist. market provide Hungary with: one o'f i t s  
m i n  sources o f  convertible  currency.  linotller  such  source is 
t0uris.u. The number of fo re ign   v i s i t o r s  r o s e  f r o u  244,351 i n  
1960 t o  2,419,924 i n  1967, tzlost o f  them f rou   the   Soc ia l i s t  
countries,   particularly  Czechoslovakia 2nd Yugoslavia, 
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63. As f o r  imports,   fuel;  raw materials and seui-finished 
goods  account f o r  half o f  Hungary's foreign  purchases with the 
USSR the'main  supplier,   In  percentage  terus,   iuports of plant  
and uachinery  have  risen  steadily. They now- represent  alnost a 
quarter  of the   overa l l  volume o f  imports, and are  supplied  In ' 

most cases by the  other  Couuunist  countries. .The balance is . - . 
made up o f  f o o d s t u f f s  (11.5$) and eonsuuer  goods,  overhalf o f  
which come from the  West. , .  

D. Inpact o f  the  Reform on Foreign  Trade 

64. Since two years'  have e1apse.d since  the'  econouic  reform 
caue i n t o   e f f e c t ,  it is s t i l l  t o o  soon t o  a s ses s   t he i r   ove ra l l  
iupzc€.  Hungary's-- tmde  balance  inproved markedly i n  1968, with 
a d e f i c i t  o f  $13.4 u i l l i o n ,  as corn ared with the 1967 f igure  of 
$74 n i l l ion .  However, this was na f nly due t o  a sha rp   r i s e  i n  
exports t o  the  other  Couuunist   countries,  and especial ly   the 
Soviet Union, where 8 surplus  was achieved. A t  the  same t i u e ,  
overal l   inports  were .kept down t o  j u s t  over  the 1967 leve l  - 

. i .e.   -well  below the  planned  figure.  Inports  frou Hungary's non- 
Couuunist  trading  partners went down by 48 (57". f o r  the 
indus t r ia l i sed   count r ies ) ,  as coupared with an  increase of 7.8$ 
i n  1967, This seeus t o  i nd ica t e   t ha t   t he  new measures  designed 
t o  check  the  hard  currency out f low have  proved t h e i r  wor th ;  they 
may even  have  been  overdone i n  soDe cases,  Exports t o  the.West 
went down by 4,$$ (2,5$' for   the   indus t r ia l i sed   co-unt r ies ) ,  
ag r i cu l tu ra l  and food p roduc t s  being  especially.   affected.  These 
products now represent 34$ of overall   exports t o  the West. 

-65. In  view of t hese   r e su l t s ,   f u r the r  measures t o  prouote 
exports  have  been announced: t ax   r eba te s  and foreign  currency 
l o a n   f a c i l i t i e s  f o r  investnents  designed t o  increase  exports. 
The f u l l  iupact o f  these  ueasures w i l l  not  be f e l t   f o r . s o u e . t i m e .  
However, judging by the  1969 f igures ,   the   posi t ion  has   c lear ly  
iuproved: a 16$ increase  in  exports  has  been  achieved  together 
with 'a 76 increase in imports. Pa r t i cu la r ly   s t r i k ing  is the  32% 
r i s e   i n   expor t s  t o  Western  countries as well a s  the  favourable 
trade  balance.   Higher  prices  in  Western-uarkets and a uore 
l i b e r a l   a t t i t u d e ,  on the   pa r t  of  the Conuon Market,  towards 
Hungary's main agrbcultural   exports  played  an  important  rgle- (it 
s h o u l d  be noted  that   exports  t o  the   West -had   fa l len   sharp ly   a t  
the  beginning o f  1968 as Q r e s u l t  of t h e   d t f f i c u l t i e s   i n   s e l l i n g  
agricul tural   products ,  and e spec ia l ly   ca t t l e ,  t o  the Conuon 
Market). h o t h e r   f a c t o r  was the   in t roduct ion  o f  incentives 
designed t o  increase  ex9orts. 

by 7.5$, and t h e   f o r e i g n   t n d e   b a l m c e  would again be posi t ive.  
The planned r a t e  of  growth of imports  f r o m  Western countries 
(9.8$) is higher  ana o f  exports t o  these (5.325) is lower  than 
the  global   f igures  of t r ade  with the  Couuunist world.  Special  
emphasis w i l l  be l a i d  on t r ade  wi th  the  developing  countries. 

66. I n  1970, f u p o r t s  s h o u l d  increase by 6,7,$ and exports 
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From the  avai lable   f igures  f o r  1969, it appears  that,  following 
the  reorganizat ion of foreign. t rade  in   the  context  of the  
economic reforms, firms have been prompted t o  s tep up t h e i r  
exports t o  strong  currency  countries and t h e  new arrangements 
seem t o  be   opera t ing   sa t i fac tor i ly ,   In  this connection, it 
is noteworthy  that ,   in 1968, approximately 35$ o f  export 
t ransact ions and 11% of import  transactions  are  reported t o  
have  been  concluded d i r ec t ly  I .  between the  producer and the 
consumer. 

-07 3 . .  

. .. . . -  .. 

I E, Co-operation with the COMECON countr ies  

67* Although Hungary is t ry ing  t o  increase i t s  t rade  with 
the West, t h i s  i s  unlikely t o  have  an  adverse  effect on i t s  
dealings with the  Communist countr ies ,  which  al-ready  account 
f o r  70% of Hungary's overa l l   t radeo  Thus, since  the.   country 
c u r r e n t l y   r e l i e s  on Soviet raw materials,  since  Hungarian'.  
-commodities a re  s t i l l  largely  uncompetitive on world markets 
and are  therefore  dependent, on Comnunist markets and i n  view 
of  t he  long-term  planning  system  governing COMECON t rade,   the  ' 

present   t rend  of ,Hungaryfs   foreign  t rade w i l l  probably  continue. 

68, During  the COP'?3COiT meetings  held  in  Berlin and Moscow 
i n  January and A p r i l  1969 respectively,  Hungarian  economists 
pufi the  case f o r  closer  co-operation i n  this  body whose pres,ent 
s t ruc tu res ,   i n   t he i r   v i ew, .  were outdated, as a r e s u l t  of  
na t iona l  economic reforms in each of the  member countries.  In 
addi t ion t o  the  usual themes of  in tegra t ion  and spec ia l i sa t ion ,  
the  Hungarians  are   advocat ing  t rade  l iberal isat ion and 
cop,operation a t   en t e rp r i se   l eve l   w i th in  t h e  COM%CON,. coupled 
with the  introduct ion o f  a degree of convert ibi l i ty ,   In   recent  
months there  has been  widespread discussion -of reforms  as 
regards COITECON t rade  and currency  affairs ,  A t  a ' conference   in  
Jcnixary and a t  subsequent  meetings  inside COITECOM, spec i f ic  
plans  appear t o  have  been put  forward along, however, with other  
proposals t o  make COP.IECON more e f fec t ive ,   Hi ther to   in   p rac t ice  
the  %ransferable"  rouble  has been  an  accounting unit and there  
has been no inducement t o  h o l d  it as goods avai lable  f o r  export 
had already been allocated. It has now been  suggested  that one 
should get  away f r o m  s t r i c t   b i l a t e r a l i s m  in t rade  and t h a t   t h e .  
COMECON currencies s h o u l d  be made convert ible ,  This would imply 
some devaluation o f  most cur renc ies   re la t ive  t o  the  rouble. So 
f a r ,  no precise  measures have beeq announced. 

1967 i n  an   e f for t  t o  secure a g r e a t e r   l i b e r a l i s a t i o n  of its 
foreign  t rade and the development of f ron t i e r   t r ade .  On a 
Hungarian S n i t i a t i m ,  a conference o f  the  Minis ters  of In te rna l  
Trade o f  a l l   t h e  COI!'IECON member countr les  - the  first of i t s  
kind was held f o r  t h i s  purpose i n  February 1969. 

69, Hungary t o o k  a number of p rac t i ca l   s t eps  as ea r ly .   a s  
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7 0 ,  The ex is t ing   forus  o f  co-operation be'tween Hungary and 
t h e   r e s t  o f  COMECOM (apart  f rom Hungary's a6abershi.p o f  
COBECON~S permanent agencies)  couprise a wide range o f  jo in t  
production,  investnent and conmerclal'  agreetierits;  these  provide 
f o r  the  joint   production o f  spec i f ic  equ'ipnent, 'with . o r   w i t h o u t  
t h e  par t ic ipa t ion  o f  non-Coununist 'countries,.  joint '   manufachring 
cycles (a notable exam l e  o f  which is the  Sovlet-Hungarian ' 

agreement on 'a luuiniun P , joint   investnents ,  the  establishment of 
joint   enterprises,   specialised  production and f i n m c i a l  
co-operation(1). < '  

. .  'F,  Co-operztion w%th the  industr ia l ised West . . .  . . 

71 ,' Hungary is convinced that   product ivi ty  .can  be 
. .  

increased  only by developing  t,ra.de w i t h  the West,. whose ..advznced 
technology is  e s s e n t i a l  t o  her ,  However, i n  ord .e r  t o '  avoid '; 

amas'sing heavy debts   in   foreign  currencles ,  it'has concluded , a  
number o f  technical  and industrial  co-operative  agreeuents with 
firms in   the   l ead ing  Western industr ia l ised  countr ies ,  A s  ea r ly  
BS 1965, the  Ministry of  Metallurgy and m i n e e r i n g  and the 
Ministry  cf  Foreign  Trade  jointly  set up a Foreign  Trade  Office 
: 'for'Technical  Co-operation  in  order t o  promote c b o p e r a t i o n   i n  
the  product ion  f ie ld  between  Hungarian f ac to r i e s  -. par t i cu la r ly  
those engaged on ue ta l lu rg ica l  and engineering work - and Western 
f i .hs.  I n  1968, Hungary signed 28 agreements of t h i s  kind - 
i .e , a lmost  double  t he  nuaber  concluded  in the  p rev ious  f o u r  
years,  Arrangements o f  t h i s  kind are l i k e l y  t o  develop st- i l l  
further  in  the  iumediate  future,  

. .  

72. Industrihl  co-operation  agreements were designed 
primarily as an   a l te rna t ive  t o  long-tern  credits.  However, they 
a l so  a c t  as  incentives and as   yards t icks  for the  uodernisation 
of Hungarian  industry, which is one o f  the   spec i f ic  goals o f  t he  
economic reform,  Despite  the  country 'S 1ong-st .mding  tradit ions 
of craftsmanship and the  high  quali ty of  i t s  products, 
especially  in  the  electrj lc-=l  engineering and precis ion 
industr ies ,  i t s  research and developuent  resources  are  limited, 
It has therefore  been  decided t o  give up over-ambitious  schenes 
and t o  make use of Western  designs and l icenceso 

73. O f  a l l  the Comuunist countr ies ,  Hungary is the  most 
sui ted t o  t h i s  foru o f  industr ia l   co-operat ion,   par t icular ly  
since  the  Hungarian Communist Par ty  is cleayly  prepared t o  take a 
fairly f l e x i b l e   a t t i t u d e   i n  i t s  econouic r e l a t ions  with c a y i t a l i s t  
countries.  Hungary has been the most act ive o f  a l l  the  COMECON 
couintries i n  t h i s  respect  a 2 d  has  concluded a wide range o f  
agreements i n  the  following  categories:   division of labour; 
assembly of l!kstern  couponents i n  Xungary; processing o r  raw 
mster ia l s ;   jo in t   de l ivery  of complete  plant t o  a t h i r d  country; 
rePaYment in goods;  repayments by products o f  equipment, 
technical  agreenents and exchanges, j o in t  companies and 
l icences (2) .  

!S) For  a more de ta i led  analysis, see Annex II 
( 2 )  F o r  a more de ta i led  analysis ,  see  Annex III 
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G o  - , 
Western c r e d i t s  .. -. 

'. > 

74. Despite  the new forms o f  i n d u s t r i a l  and technical  
c.o-operation- it has  developed with the  West, Hungary .is s t i l l  
obliged t o  r e l y  on Western c red i t s  t o  f inance .  i m p o r t s .  o f .  
c a p i t a l  .goods ,  Since no infornation is availzble  regarding 
ac tua l  drawings on these   c red i t s ,  it is only  possible t o  
ind ica te   the   s ize  of Hungary's medium and long-tern debts  t o  
the  NATO countr ies ,  A t  t h e  end o f  1968, t h e s e   ' t o t a l l e d  
$119.3 n i l l i on (1 ) .  . This . is  less than  the amount  owed by any 
of the  other  ~COPIECQM coun'tries.  (except 1\/Iongolitt).;- - '  

$50 cl i l l ion - i .e.  .40$ of .  this t o t a l  - was nade up of  c r e d i t s  
granted f o r  f ive  years  o r  uore, t h i s  being a smaller  propor.tion 
%han f o r  Runani3;Poland .o r  Czechoslovakia. Even although. 
these   f igures  do not  include  credits  granted by non-XATO:. 
countries  such 'as Aus t r i a ,  Sweden, Switzerland and Japan,.  they 
probsbly  exaggerate  the  extent o f  Hungary's indebtedness, as 
some o f  these  c ' redi ts  have  not  been drawn upon, 

. .  

.. . ' 75 .  Hungary was f i rs t  o f  the  East  European countr ies  t o  
negotiate  %uro-dollar  loans with the West, I n  1968,. .i+ s,ëcu.red 
3-4 year   Euro-dol lar   fackl i t ies  t o  the  tune o f  $10 u i l l i o n  ana 
subsequently $15 n i l l i o n  from bmking  consortia he3ded . b y .  . ' \ .  

Laia rd  .iznd 2othschild  respectively.  T h i s  zrrangenent is .more 
flex'ible. .and . therefore  seens t o  be more advantageous, than 
c r e d i t s   t i e d  t o  the  purchase of  spec i f i c   cap i t a l  goods, .I lore 
recent ly  Hungaqr borrowed $15 mil l ion 011 the  London market f r o n  
a consortium o f  banks headed by B o l s a  t o  finance  the  expansion 
of the  alutriniun  industry. This is  the f irst  Western  Ioan $ o r  
the  industria1  de.v&lopuent of an  East Europe'an, country  %hich  has 
besn  assigned t o  3 specific  industry.  , .  

. .  

. ".. 

.. i' . -  

c 

. .  

L .  

. .. 

c 

" ..I... . . . . .  

(1) Figure  quoted i n  AC/8g-WPj280 
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Tm. ECONOMIC REFORMS (1) 

c1 

Y 

1, . Th.e guidelines  of ' : the New Economic Mechanism (NEM) 
were published  in May 1966, follo 'wed by decrees f o r  .their 
implementation, which began i n  January 1968. This. Annex 
examines the  main aspects  of  the NEM; including  the  foreign 
t rade  sector ,  The reforms i n   g e n e r a l a i m  t o  create  a.more 
compe-titive economy and a-more  effect ive  s ta te   planning 
system, by introducing a greater  element of "self-regulation", 
i.e. by re ly ing  more on market  forces and monetary incentive 
and by delegating  ordinary  operational management decis ions.  
This a t  l e a s t  i s  the  theory,   but   cer ta inly  in   the  ear ly .  
s tages  of implementation  the  state  retains  very  conaid,erable 
powers 

. .  

Plannine 

2. The principle   - that   decis ions  should  be made a t  the  
most  appropr ia te   l eve l  has freed  centra1,planners  from the 
need t o  p l a n   a l l   a s p e c t s .  of  enterprise  actZvIty,   while  leaving 
with them t h e   c e n t r a l  economic plans as the main device  for 
the  execution of economic policy. The content o f  plans now 
depends on the i r   func t ion ,  Long-term plans (10-15 years) 
:out l ine  basic   object ives  of p .ol icy  re la t ing t o  internatLonal 
rela. t ions,   l iving  conditions,  and  economic development; the 
.medium-term plans ( 5  years)  contain  guidelines f o r  growth 
and ind ica te  manGatory tasks (e.g. i n  investment) f o r  the  
five  year  period,  while  the  short-term  plan  (one  year) has ..a 
more f lex ib le   na ture ,  Apart  from defining obl iga tory  . . .  

developments f o r  it-s, par t icu lar   year  of the  Five Year Plan ,  
it provides  .opport,unities- f o r  modifying  el-emehts- 09 m e  . - .  ' . 

longer  plans and i n i t i a t i n g '  economic pol icy  changes.. 
Enterpr ises  now  make their  Q W ~  plans  independently; and it is 
a function of the   respec t ive   Minis t ry   to .ensure   tha t - the   p lans  
of enterpr ises   within i t s  jur i sd ic t ion   a re   wi th in   the  
framework of  s t a t e  economic policy., 

Enterpr ises  
. .  

3 ,  Much more . respons ib i l i ty  now r e s t s  with the. 
enterpr ise   director ,   a l though  the  Minis t ry  o r  other  founding 
body r e t a ins   t he  pawer t o  intervene  i f .necessary.  With the 
abo.Xition o f . c e n t r a 1   a l l o c a t i o n s   f o r  most mater ia ls  and 
proaucts  .and ;much grea te r  f,reedom i n  wages, investment an& 
p.roduction.policy,:   the  enterprise  director i s  now f r ee  t o  use 
the   a s se t s  of t he ' en te rp r i se  as he  thinks best  - long-run 
p ro f i t ' ha s  now become the  main success  indicator.  Wo.rkers* 
councils  have.no  place  in  the  Hungarian  reform programme, 

Y 

(L) P a r t  o f  .a 'study o n  the  H u n  a r i a .  economy submitted by tbe 
. 'United Kingdom Delegation (IAC/89-W/280,  Annex. I)  

. . I  

. - .  , 
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mainly  because it i s  f e l t   t h a t   t h e s e  would r e s t r i c t   t he   en t e rp r i se  
director 's   authori ty ,  ' though  tracle,, -unions, do have r ights  
regarding working conditions, and the management i s  obliged t o  
make a legal ly   binding  contract  with i t s  enployees. Through i t s  
taxa t ion   po l icy ,   the '   s ta te   t r ies  t o  ensure  that   the  enterprise- 
operates   eff ic ient ly:   par t icular ly   important  has been the 
extension t o  a l l  enterpr ises  of the  5$ tax on f ixed and working 
c a p i t a l   w e d  f o r  productive  purposes. This i s  a tax  paid  out of 
prof i ts   in tended t o  encourage the  economical  use of labour  and 
capital ' ;  and t o  discourage  the  production o f  unsaleable goods. 
Of the  remaining p r o f i t ,  an  average of 60% is  paid t o  the  s+tate  
a t  prssent   in   the  form  of Q progressive  p-rofit   tax,  and the 
remainder  used by the  enterpr ise  t o .  establish  p,rofit-sharing, 
developaent, and reserve  funds, The profit-sharing  fund i s  used 
t o  supplement  personal  incomes; although the  s ta te   determines 
basic  wages, the  enterprise  can  use  the  profit-sharing  fund 
e i t h e r  t o  increase wages during  the  year o r  e l s e  t o  provi.de 
d i f f e r e n t i a l   s h a r e o u t s  a t  the end of  the  year, The skiare'B'paid 
can  be up t o  80% of annual'   salary f o r  t o p  mana ement, 50% f o r  
technical  and administrative  personnel, and 150 7 f o r  workersc I n  
addi t ion,  premiums may be  paid t o  t o p  mansgers, which may reach 
30% o f  t h e i r   b a s i c  wage,,  but,  though this group  stands t o .  gain 
much  a0T.e.' from profit-sharing,.. it also. stands t o  1os.e much moreo 
If the   fu tu re  performance of the   en te rpr i se  is i n  doubt,. 25% of  

' the  managerst  share can  be  withheld and dis t r ibutecl   in   the  other  
two categories  o r  kept as a reserv.e,  Furthermore,  .in the ..eyent 
o f  an  enterprise  de-ficit  not  recoverable f rom reserves,   -only 75% 
of a top  manager's sa la ry  i s  guaranteed and 85% of t h a t  of- 
adminis t ra tors  and technfcians,  whereas w0rker.s wages are. ,< 

guaran teed . to   t he   fu l l ( l )*  The profit-sharing  fund is  taxed . .. . 

(1) Hew 'provisions  have  been  .adopted  since  the  United Kingdom 
note w ~ s  ,drafted, As the   creat ion  of   three  categories  of 
en te rpr i se  ha.d c rea ted   d i ssa t i s fac t ion  and therefore'impeded 
any  increase o f  incentive,  new regulat ions,   approved  las t  
December but   re t roac t ive ly   in   force  as from 1st January, 196g9 
provide f o r  the   abol i t ion  o f  categories  and grant t o  the 
en terpr i se  managers and the  trade  unions a much f r e e r  hand i n  
the  determination of how the  prof i t -shar ing fund i-S' t o  be. 
d i s t r ibu ted ,  Only two f ac to r s  have .to be taken  into  account: 
' the   bas ic  wage and the   l ength  of service with the  enterpr ise .  
A uniform basis f o r  ca lcu la t ion   for .a l1   the   degrees  of ' the  
hierarchy w i l l  be  determined by collective  agreements, 
al though  there  can  be  f inancial   differentiation between 
factory  uni tS.and workshops according t o  t he i r   con t r ibu t ion  
t o  the  enterprise  nchievements and provided  that  the amount 
payable  does.not exceed 25% o f  the  annual wage fund. For 
people  in t o p  posi t ions and those members o f ' t h e   s t a f f  who, 
because of t h e i r   d u t i e s  o r  sphere o f  activity, ,   have a 
determining  influence on the   en te rpr i se   resu l t s ,  a system of 

' ' _ '  prOff-f;h prëWtuns Ts ' introduced,  depmaing on p r o f i t s  .and on 
the  development of  the  personal  income of a l l '  workers i n   t h e  
enterpr ise ,  :The r u l e  remains t h a t , t h e   b a s i c   s a l a r i e s  of 
these  people can  be  reduced i n  the  case of loss-making 

.management, This category w i l l  be l a i d  down i n  the 
Collect ive  contract  and the  reduction w i l l  i n   fu tu re  be 15% 
uniformiy, 
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progres s ive ly   a t   r a t e s  from 2 ~ 7 0 %  t o  prevent too- wide 
d i f fe ren t ia t ion  between enterpr ises ,  The development  fund 
(which also includes a percentage o f  anor t i sa t ion)  i s  used 
primarily t o  f inance  an  enterprise 's  own investment, t o  
provide  circulating  capftal ,   f inance improvements in   l abour  

and s t a t e   l oans ,  
T conditions, pay communal taxes t o  Councile,  ana  repay bank 

4. The divis ion of  r e t a ined   p ro f i t s  between deyrelopment 
and profit-sharing  funds depends on the r a t i o  of  wages t o  
f ixed   asse ts ,  and i n  1968 wages were multiplied by a wage 

t fac tor  of 2 t o  7 (2  f o r  t rade  enterpr ises ,  7 f o r  s t a t e  farms) 
. .  t o  f u r the r  even. out  diffezences between .enterpri.s.es, . A  

> risks, by deducting 10% o f  the  prof i t -shar ing and  development 
reserve  fund must be  formed, i n   o r d e r  t o  cover  unforeaeen 

funds. I n  1968, 60% of the   en te rpr fse  development  fund  formed 
from investment  grants t o  the   en te rpr i ses   in  1967 was t o  be 
used t o  es tab l i sh   the  basis of  this reserve  fund,  Turnover 
taxes  are  maintained t o  manipulate  prices, but t h e i r  
.importance will decrease as p r i c e s   r e f l e c t - c o s t s  more 
accurately.  Finally, by means of  product ion  taxes ,   . the   s ta te  
can tax away p r o f i t s  considered t o  have been made by 
monopolistic  practices, 

Investment and C r e d i t  

5. With the  governmentts dependence on economfc measures 
t o  regulate   the economy, investment  and-credit   policies assume 
more important   rQles   in   the REM. Though provision i s  made for 
the  extension o f  enterpr ise   f inancing o f  investments and 
increased  use o f  bank cred i t ,   the  government s t i l l  determines 
the  aggregate volume of investment, and i t s   d i s t r i b u t i o n  
among the  various  sectors o f  the economy, Central   plans no 
longer  contain.any  plan  indices o r  limits f o r  en te rpr i se  
investment,  but,  through  control o f  amortisation  funds,   profits-  
and credi t   pol icy,   the   s ta te   ensures   that   central   object ives  
are  observed by enterprises.   In  addition;certa ' in  categories 
of  investment  can  be In i t ia ted   on ly  by the   s ta te ,   the  most 
important of which are:  

(a)   Individual   large  scale   investments ,  which include: 
(i) expansion  ofr. 'an  enterprise"which  results  in a 

25-30$ increas:e i n  the  output. of the  branch 
o r  product  group  concerned; 

( i i )  any  investment  dependent  mainly on inports ;  
( i i i )  any  investment which the government cares  t o  

c l a s s i fy  as la rge   sca le .  
.- ~ 

(b)  Eon-productive  investments i n   t he  power and t ransport  
indus t r ies   e tc ,  

( c )  Mon-productive investments o f  Councils and officlla1 
Bodies. 
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Investments i n  Category (a) a re   p lan   ins t ruc t ions  and  must be 
g iven   pr ior i ty   over  al1 other  investments,  Enterprises  can 
i n i t i a t e  the replacement of  obsole te   f ixed   asse ts ,  
modernisztion programmes, expansion  of  production and 
non-productive  welfare  investuents  (and  any  investment which 
does   no t   y io l a t e   cond i t ions   ( i ) ,   ( i i )   and   ( i i i ) ) ,  An 
important change under  the REM i s  that s t a t e  loans must be 
repaid ( a t  least- i n   p a r t )  by en terpr i ses ,  and this ought t o  
s t imulate  a more ra t ion21 use o f  investment  funds, 

' '6,- . As well a s  'defintng  the  scope o f  en te rpr i sê  
investment,  the s t a t e  can further  control  investment through 
i t s  credi t   pol icy,   In   general ,   credi ts   are   granted  according 
t o  the  credit-worthiness o f  enterpr ises ,  The bas i c   i n t e re s t  
ra te  on medium-term (3-4 year )   c red i t s  has been  fixed a t  8$? 
while that  on brig-tern ( 6  year )   c red i t s  i s  5% i n i t i a l l y  end 
7% when t h e . p r o j e c t  becomes productive.  Several  exceptions 
t o  these general  rules are provided f o r ;  thus repayment 
perfods  of up t o  8 years   are   permit ted  in  the case  of 
investments  improving the ' regional   dis t r ibut ion of industry '  
and  of  up t o  10 yeers  f o r  foreign exchange  earning  investments, 
Long-tem,credits will not  be granted i n  coal-mining, 
petroleum,and  natural  gas product ion,   e lectr ic  and other  
pub1i.c u t i l i t i e s .   I n   a g r i c u l t u r e ,  the i n t e r e s t   r a t e  on medium- 
term (4  yea r )   c r ed i t s  is 6-8$, and  long-term c red i t  repayment 
periods  can  be as long as 20 years; no minimuq r a t e  of re turn  
has been s-bipulnted, Short-term c r e d i t s   i n   g e n e r a l  are made 
on the bas i s  of contracts  o r  cred.it limits, and are   gmnted  
mainly for improving the suppl-y o f  goods t o  the market  and f o r  
providing  tenporary  c i rculat ing  capi ta l ,   the   interest  ra te  
being fixed a t  8%. In   general ,   an  enterpr isers   securi ty  f o r  
credi ts  i s  i t s  balance  sheet,  and th i s  provides  an  extra check 
on t h e  performance of en terpr i ses ,   for ,  i f  the bank is  
dissat isf ied with an  enterpriseos  performance, i t  can withdraw 
credi t   fac i l i t i es ,   keeping  the founding body informed. 

Pr ices  

. . . . . . .7. . , Pour. categories o f  prices  have  been  established ia 
t h e  new system: o f f i c i a l l y   f i x e d ,  maximum pr ices ,   p r fces  
allowed t o   f l u c t u a t e   w i t h i n  limits s e t  by the s t a t e ,  and f r ee  
pr ices   (non-off ic ia l ) ,  Th& f i r s t  two categories. :   include 70% 
of  domestic raw mater ia l  and semi-finished  product  prices; 
60% of . ag r i cu l tu ra l   p r i ces ,  and 50% o f  consumer  goods pr ices ,  
In cer tain  instances   modif icat ions  of   non-off ic ia l   pr ices  
planned must be  reported  to  the appropriate   pr ice   authori ty  
i n  advance,  and the National M,2terial and Pr ice  Bureau may 
suspend p r i c e   r i s e s  f o r  t h ree  months, To res t r ic t   monopol i s t ic  
.pricing  policies,   agreements  dividixg  markets  have  been made 
i l l ega l   and   p ro f i t ee r ing  has been made a criminal  offence, 
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Costs  o f  production;  value  judgments o f  the  market and s t a t e  
preferences  are  taken  into  consideration when f ix ing   pr ices ,  . 
and iL is  claimed that  s t a t e   r egu la t ion  o f  f ixed-   pr ices  will 
be f lex ib le .   In   sp i te  o f  the  increased  influence of  market 

addition, 50% o f  cons'mer goods have  fixed o r  maximum prices  
in   order  to .  prevent any deter iorat ion  in   the  s tandard of 
l iving. ' Although 23% o f  consumer goods have f r ee   p r i ces ,  this 
i s ' n o t   g r e a t l y   d i f f e r e n t  from the  posit ion  before  the NEM. 
Another  important  aspect of t he   p r i ce   r e fom is the   ra i s ing  
o f  ag r i cu l tu ra l  procurement  prices  to.ensure  the  f inancial  
independence of  co-operatives and t o  br ing .agr icu l tura1"and 
indus t r i a l   p r i ce   l eve l s  more in to   l ine .  

7 forces on pr ices ,   subs id ies   a re  s t i l l  widespread,  and, i n  

8, S o  long 52s. the s ta te   re ta ins   such   ex tens ive   cont ro l  
over   re la t ive  pr ices ,  and social   considerations  play  such an- 
important  role,  progress towards a more , r a t iona l  system will 
be very slow, and the  Hungarians  thenselves  expect  that i t '-  . .  

will take 10-15. years t o  evolve a pr ic ing  sys.tem which r e f l e c t s  
suppl.y and demand conditions  adequately. mis emphasises  the 
long-term nature  of the NEM, s ince   the   p r ice   re foms  a re  
c ruc ia l  t o  i t s  ultimate  success. 

Agriculture _. . 

. g c .  The agr icu l tura l   re forns ,   l ike   those   in   indus t ry i  
are  based on the   p r inc ip les  o f  iacreased self-management  and 
financial  independence,  together wltth s t a t e   c o n t r o l  through 
economic measures. The r e foms  began - in   the  la t ter  half o f  
1965, with a reduct ion   in   the  number of obl igatory 
requirements imposed on s t a t e  faras and the  subst i tut ion o f  a 
contract  system f o r  cen t ra l   d i rec t ives  i n  co-operative 
farming, The only compulsory target  remaining is  f o r  the  
ares. sown with bread  grcinso  In  1968  central   control  over 
sa les  was reduced,  and  co-operatives c q  now s e l l  most 
p roducts   e i ther   d i rec t  t o  consumers .(e,.g, s t a t e   en t e rp r i se s ,  
hospf . ta ls ,   res taurants)  o r  on the  market, as well   as make 
contracts  with s t a t e  procurement  bodies,  In a d d i t i o n ,  some 
co-operatives  have  been  granted  independent  export rights, 

. .  

10, I n  1966 i t  was accepted  that   existing  prices f o r .  
agr icul tural   products  were t o o  low and, as p a r t   o f . t h e . .  
general  prlce  reform, a gregate   pr ices-  were r a i sed  by 9% i n  
1966  and  by a fu r the r  8 0  F 1n January  1968, when tax  concessions 
t o  help  the weaker co-operatives were also introduced,  In 
January  1966 s t a t e  farm asse t s  were revalued and revised 
depreciation.-chmges were introduced, I n  December there  was 
a .  revaluafion of  co-operztive  fams  assets,  and a substanti.31 
pa r t  of  t he i r   deb t s  were cancelled; 60% on average, and up t o  
85% f o r  weak co-operatives, Amort isat ion funds  and wage funds 
were establ ished  . in  1966, This, together with the new 

. ,  
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developaent fund," should  pernit a greater  volume of self- 
financed  investment  to  take place,. AS of 1st January, 1968, 
wages  and martisation are calculated as costs,  and,  together 
with  ,the  establishment of profit-sharing  funds,  this  means . . 

that most co-operatives  are now able  to'guarentee up to 80% of 
the  average  monthly  wages 

situation,  a  decree in 1967 extended  the  scope o f  co-operative 
famg ancillary  activities to include  machine  maintenance  and 
repair,.the  production of building  materials,  packaging,  and 
transport, Ancillary,activities  were  previously limited,to 
processing  agricultural  products,  and  were  performed  by  about 
50% of co-operative fams only. -To prevent  too much 
d!ecentralisation of  decision  taking,  and  to  co-ordinate  the 
activities  of-co-operatives,  Regional  Associations  of 
Co-operatives have  been  set up, and  it  is  expected  that  these 
associations  will  also  improve agriculture's  brzrgaining 
position vis-&=vis  industry, As well as these  purely  economic 
reforms,  there  have  been  since 1966 several  social reforms to 
improve.lfvfng  conditions  and to reduce  the  labour  exodus, 
These  have included-improved pension  conditions  and  family 
a11owances. 

11, . 'Po encourage  profitability  and  to  help  the  employment 

12.. In 1968 the  state  introduced a new co-operative law 
to regulate  the  rights and duties of co-operative  members,  and 
a neiv 1qnd.law t o  rationalise  the  land  ownership  situation. 
The'oo-operative law is based  on  the  principle  that,the'member 
is b-o.th -an owner  and an employee  of  the'  co-operative  and 
therefore has both  rights  and  duties,.  Under  the  new  law, 
only full neabership  is  .possible  and  assistant  members.  who  did 
not .participate  in  collective  work had until  March 1968 to, , 
decide  whether or.not they  wished  to  become full members. The 
co-operative  Assembly  elected by the  members  manages  the 
co-operative,.and is obliged  to  provide  adequate  work 
opportunities.  Membership and its  associated  benefits  are 
dependent,  however, on 9 minimm anount of collective  work 
being  done (150 .days for men  and 100 days for-. women). Ar? 
inportant  change  under  the new law is that all members are 
entitled  to a household plot, whereas  previously  only  one  plot 
for each fmi ly  was allocated, In addition, the s i ze  of the 
household p l o t  is now related  to  the mount of collective  work 
done, The  rights of the  members  are  detern,ined  by  the 
Qsseably,  which  also has the  authority to expel  members  who do 
not fulfil  the  minimum  collective  obligations,  and t o  accept 
Or reject  prospective  menbers, It is hoped  that  these 
measure?  will  encourage  people  to  stay  in  agriculture  and,  at 
the @m@ . t f a e ,  provide  incentives  to  improve  the  quality of 
collective  work, 
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I 

Is0 Before  the  introduction of the  new l and  law, the  
land farmed by the co-operatives was owned e2ther by the 
members (58$)? . t h e   s t a t e  @2$), o r  by non-agricultural  workers 
o r  i n s t i t u t i o n s  (20%)- As:;,a - r e s u l t  of persons  outside OÏ . 

agricul ture   inheri t ing membersf land,  about 710,000 hectares . -a  
year is thought- t o  hgve passed  into  non-agricultural  ownership. 
The r ight  of the  co-operative. t o  use  these Xinds remained, .. 
but  the payment of r e n t   t o  outsjide owners was. a f inanc ia l  
burden. The land -Taw i-s 8n -2.t.ternpt t o  . r a t iona l i s e" th i s  
s i t ua t ion  by bringing  land  into  collective.   qwmrshtp,   State 
lands  ere  t o  becpme the  property o f  the  eo-operative' in 
re turn f o r  8 nominal m o u n t ' o f  compensation,  Non-agricultural 
owners b.i up t o  l e t  ..-JanuaryF 1969 t o  decide whe'ther o r  not  they 
wish t o  become nembers. If ' they '  d i d  not o r  -if they were 
re jec ted  by the co-oper~tfv.c.;Assembly, t h e y . a r e   e n t i t l e d  t o  

becomes the  property o f  the:.co-operative  .in  return f o r  
compensation. Land belongZng t o  members .-remains the'frs  unless 
they  voluntarily  decide t o  s e l l  it t o  the  co-operative, To 
prevent  land  passing  out o f  the  co-operative, a member leaving 
i t  can only  re ta in  0,57 hectares ,  and outs iders   inher i t ing  
lcnd may keep it only i f  they  are   accepted-as  neabers within 
three months of the   da te   o f - inher i tance ,  It has been s t ressed  . 
that  co-operatives w i l l  have t o  pay  compensation from t h e i r  
own funds f o r  any land  acquired, and this ought t o  noderate 
attempts. t o  obtain  ,ownership. o f  members.' lands. 

. .  

+i, retagn.0.57  hectares of land,  but m y  m o u n t -  i n  excess o f  this 

. .  

Reorganization o f  Foreign  Trade  under KEM- " 

14, The declared' aim of  the  organfzational changes i s - t o  
pronote  the  general  effectiveness o f  foreign  trade  operations,  
with special  eaphasi 's on expo&s, bas ica l ly  by  removing 
detailed-  central   control from the Minlstry and allowing 
ec'ononic c r i t e r , i a ,  such as market  forces,  prices and c red i t s ,  
t o  play a p a r t   i n  decisicn&L..BfZecting fo re ign , t r ade   ac t iv i ty ,  
I n   t h e  past, the  functions:of  manufacturing and s e l l i n g  had 
,been kept  qui.te  separat.e, with: the foreign, t rade  corporat ions . .  
ac t ing  CS the  buying and. ,.s&lfng  agents o f  the  Toreign  Trade 
Ministry - divorced from th6 technical  problems'of  production 
and costs ,  whilst the  pro&ucers  themselves were out of  touch 
with the  requirements of  the   narke t ,  

. ..*. . 

15.. Under the new system,  quant i ta t ive  targets   me 
ebolished ond 5 ,system of  incent ives   replaces   the  detai led and 
obl iga tory   expar t   t a rge ts   p rev ious ly   l a id  down f o r  each 
enterpr ise ,  The choice of market i s  now l e f t  t o  the  producer, 
who can s e l l  e i t h e r  a-t home o r  abroad, zccording t o  whichever 
market i s  the most "profitable",  withcut  reference t o  the 
foreign  trade  corporations,  Managenents are thus   f ree  t o  
decide where they- want t o  . .  concentsate their   export   effor t .  
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mis s h o u l j  have  the  effect  o f .  making the producers 
responsible  f o r  the   f inaac ia l   success   o ro therwise  o f  t h e i r  
exporting  actfvity.  Goverment  subsidies w i l l  continue t o  be 
pa id  f o r  a short; period  (subject t o  Q cer ta in   export   level  
being  achieved),   in o r d e r  t o  assist some o f  t h e   l e s s  
conpet i t ive  enterpr ises  t o  adjust  t o  the new conditions,  but 

. this i s - regarded   as  a purely  temporary  expedient  ih  the. 
t rans i t iona l   per iod ,  Some protect ion t o  donestic  industry i s  
also prov%ded by a three- t%er   cus tom  ta r i f f ,  with a 
p re fe ren t io1 , r a t e  f o r  developing  countries,  an MFN r a t e  t o  
cover  the  -bloc and mos t  Western  countries, and a f u l l   r a t e  f.or 
Portugal,?  South -.. Africa end the  United  States. 

16, . The r i g h t  o f  independent  export { i, e,  without  "the 
intert iediary o f  the  foreign  t rade  corporzt ions)  was granted 
in i t ia lXy . t o  Q nuuber .Of large  producer  enterprises  enjoying 
c", monopoly, ,.of their   par t icular   product  , and already.  .exporting 
d i r ec t ly   &- . f a i r   po r t ion  of their   output .  One of the  industr ies  
most concerned is  engineering, and among the major enterpr ises  
invested .with the   r i gh t  of direct   export   are:  GAN2 MAVAG 
Locomotive' :.and Railway  Czrrfage  Manufacturers; CSEPXL Iron znd 
S t e e l  Works':. and the Hungarian Optical  Works (MON). Some 

c a p i t a l  equipment, may al& be allowed t o  dea l   d i rec t ly  with 
f i r u s  abroad, To  date,  some 80 o r  nore manufacturing and 
co.merdfq-l  enterprises  me  involved,  although  the  central 
c u t h o r i t i e s   r e t a i n   t h e   r i g h t  t o  withdrzw any  concessions on 
d i rec t   fore ign   t rad ing  r.ights if necessary, The majority of 
en te rpr i ses ,  however, w i l l -  continue +O use  the  s ta te   foreign 
t rsde  corporat ions as. buying and se l l ing   agents ,   e i ther  on a 
commission bas is  o r  with:-both sides  sharing'  p r o f i t s  and r i s k s ,  
It is  h0.pe.d i n  t h i s  way t o  provide  the  trading  associations 
with c!n incent ive t o  maximis;e expor t   p rof i t s  and thus b o o s t  
t rade  generally, 

, %  ca'muerci61. enterpr ises  , rmo.t,a.bly those  handling  sales of 

I. . 

. . 17.- b o t h e r  incent-ive t o  exporters is provided by C? 
system of -.-foreign  exchange mul t ip l ie rs ,   appl icable  t o  Western 
currencies:: and the rouble respect ively,  These mult iple  
exchange r a t e s   m e   w e l l  above t h e   o f f i c i a l  exchange r a t e  f o r  
the  forinc?and  ,are  'weighted i n  ,favour -of  the  convertible 
currency a%ea, Through the  use of such  multipliers  (devised 
t o  make &&erpr i ses   fee l   the ,   fu l l   impact  o f  t h e i r  fore ign  
t rade  operat ions)  i t  is. hoped t o  encourage  exporters t o  
maximise their   returns.   Conversely,   the  application of the 
new d i f f e ren t i c1   r a t e s  t o  imports  w i l l  make these  dearer and 
should  ccuse  importers t o  be h i g h l y   s e l e c t i v e   i n   p l x i n g  
orders with foreign firms,' Jus t  as producer  enterprises  are 
f r e e  t o  s e l e c t   o u t l e t s  f o r  their   products ,  s o  user   enterpr ises  
Etre ab le  t o  divers i fy   their   sources  of supply by buying on the 
domestic  market o r  importing,' If the l a t t e r ,   t hen   t he  
e n t e r p r i s e   i t s e l f  has t o  f inancé the   purchases ,   e i ther  f rom 
foreign exchange  earnings o r  through bank loans. To control  
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i , 

any excessive imports  and f o r e s t a l l  a rush on c red i t  
f a c i l i t i e s   ( c h i e f l y  f o r  machinery  and  equipment imports)  i n   t h e  
i n i t i a l   p e r i o d  o f  reorganizat ion,   import . l icensing is  being 
used   ex tens ive l~ .  Four main types o f  licensing  arrangenents 
have  been drcm up. They include E l i b e r a l i s e d  list of raw 
mater ia ls  and  semi-manufactured  goods, f o r  which l icences 
will be  issued  freely,  and a global  quota l i s t ,  t o  include 
machinery 2nd equipment.  Import l icences  are   issued by the 
Ministry o f  Foreign  Trade o r  by the fareign t r ade  
corporations, and enterpr ises   earning hard currency almost 
cer ta inly  have  l i t t le   di f f icul ty   in .obtaining  such  permits .  
According t o  Hungarian o f f i c i a l s ,   t h i s   p a r t i a l  system of 
quotas i s  meant t o  a c t  as a guide  in  the  formation of  
commercial policy,  and not  as a neans. o f  r e s t r i c t i n g   t h e  
vo lme  o f  t rade,  

18. Af ter  a year o f  operation,  adjustments t o  t he   r a t e s  
of  1evy . for   var ious  goods were made, and modified  customs 
tardffs  introduced  for  1969, Some r a t e s   a r e  now higher and 
others  lower, but it was s t ressed  that the new rates would 
no t  l ead  t o  r i s e s   i n  the home market  price o f  imported goods 
o r  of  goods incorporating  imported  materials. A revised l i s t  
of commodity groups  which  cimry f u l l  o r  p a r t i a l  exemption 
from duty has been drawn upr and only 150 commodity groups Ere 
now duty-free, compared wIth 540 i n  1968. These modifications 
i n  the  customs tariffs a r e  no doubt  intended t o  re inforce  the 
policy of ensuring careful import aelection on the part of 
enterprises.  A t  the  same time,  since  increased  tc2riffs.on 
imported  materials  nust  not  be accompanied by pr ice   increases  
o f  the  f inished  Troducts  (except  possibly  in  the  case o f  some 
luxury a r t i c l e s ) ,  this w i l l  have  the  effect  o f  reducing  the 
p r o f i t  margins  of  the  industrial   enterprises and the  foreign 
trade  corporations . 

19, Another economic l e v e r  designed t o  check  excessive 
demand f o r  Western  machinery - necessary  in view o f  
Hungaryrs  balance of payments 6i:ffTculties - i s  the  iaport-  
deposit scheme introduced  las t   year ,  whereby a two-year 
deposit o f  150% of  the value o f  the  import was required prior 
t o  importing. The reduction o f  the  deposit  t o  10% e a r l i e r  
this year  suggests  that   the scheme has  been  effective  in 
controlling t h e   r i s e   i n  such imports fron the  West: but it 
could be  interpreted as Q concession t o  socle importers who 
have  reportedly  been  f inding  difficulty  in  .raising  funds t o  
meet the  deposit  payuents3, 

20, Foreign  exchange will. continue t o  be s t r i c t l y  
controlled by the  National Bsnk,. 2nd a11  foreign exchange 
earnings must be handed in to   t he  Bank, which then   c red i t s   the  
enterpr ise  with t h e   r e q u i s f t e  amount i n  for ints ,   Al locat ion 
of foreign  currency f o r  imports is decided by the  Foreign 
Trade  and  Investment Banks, and authorised  through  the 
National Bank, with ?reference  given t o  imports of machinery 
and equigment, the  investnent   cost  of which can  be  recovered 
within tl r e l a t i v e l y  shor t  period  (say 2-3 years)  
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P’ 

Some examples are  given  here of the  main tsrtes of 
co-operation  agreements  between Hungcry and 
countries,  as mentioned i n  the   t ex t  above. 

1, 

.3-* 

, 

2. 

J o i n t  Production 

This type o f  agreement  covers one 
countries,  and involves sutmly of 

the COMEkbN 

o r  more bloc 
components f o r  

items  manufactured by mother  country. Hungmy has 
a number of  such  zgreements, one o f  the  most 
important  being a 1968 zgreement with the  Soviet  
Union f o r  co-opemtion in   the  car   industry,   Five 
major Hungarien companies w i l l  supply, on the  basis  
o f  Soviet  technical  documentation,  certain 
components . f o r  the  Soviet  VAZ pass..enger car  t o  be 
manufacturéd  under  licence from FIAT a t  
Tolyattfgrad, I n  re turn,  Hungary w i l l  receive 
12,000-14,000 cars  a year ( o u t  of an  estimated 
annual  production of 650,000~700,000 ca r s ) ,  This 
cgreement is t o  cover  the  period 1969-1975. 

Joint  Production with East and West 

This i s  a similar f o m  o f  co-operation t o  1 above,. 
but  involving also a non-Comunist  country. A 
recent  example i s  the  agreeuent  concluded between 
TECHNOINPEX Hungary, INVEST of  Czechoslovakia and 
the  Geman firm of SUCKER f o r  the  building of 
s lashing machines f o r  the  nodernfsation of the 
Czech tex t i le   in t ius t ry ,  50% o f  the  conponents will 
come from Gemmy  and 50% from Hungary ( b u i l t  
according t o  Sucker*s  blue-prints),  with f i n a l  
assembly i n  Czechoslovakia, 

” - 

Joint  Processing  and- Developnent I . .  . .  . .  

Under this type o f  agreement, r t?w mater ia l s  o r  semi- 
processed goods a r e  exchanged  and further  processed, 
The outstanding exam l e  i s  the  Hungarian-Soviet 
cluminlum  agreement P s se  paragraph 28). Another 
agreement, with Poland,  concluded i n  February  1969 
and covering 1971-1975, provides f o r  de l iver ies  of 
Hungarian alum enrth t o  Poland, t o  be  processed and 
re turned   in   the  form o f  aluminium. The  new 
agreement r e f l e c t s   t h e  growing  co-operation  between 

(l) Par t  o f  a study on the  13m ttrian econom subni t ted  by the 
United Kil’lgdon Delegction f;nC/8gmW/28O7 
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th6 two coun t r i e s   i n   t he   a lmin iun   i ndus t ry ,  which 
began i n  1960. Another  agreement, t h i s  t i n e  with 
Runanicl, provides f o r  Hungarizn  lead s lag  and 
cgglouerctes   to  be processed i n  Rumania, with 
psyment ir, the  f o r a  o f  lead  blocks,  Under a 1967 
agreement-,  Rwnanim s'ceel  ingots are  sen t  t o  t he  
Diosgyor S tee l  Works i n  Hungary,  where they m e  
milled  into  blocks  and  returned  to.Ruuania as  semi- 
nmufactured  goodsI 

Under this form of  co-operation,  funds are earnarked 
fo r   spec i f i c   p ro j ec t s ,  and the credit   country/countries 
repa id   in   the   p roducts  o f  the   p lan t  concerned. 
This t y p  o f  lavestment, as d i s t i n c t  from  government 
l o c l ~ s ,  repfiyab3-e i n  cash, was first introduced  into 
CMER i n  1957, when the Soviet  Zone ?.nd Czechoslovakia 
mdertook t o  i nves t '   i n   Po l i sh  coal-mining, Hungary 
has received  inves ' tuent  credit ,  mzinly f rom the 
Soviet  Union, f o r  projects   including  the  construct ion 
o f  s t e e l ' r o l l h g  n i t s  a t  Dunjavaros, a nitrogen 
f e r t i l i s e r .  plant  8% the  Tiszavidek Chemical Works, 
f o r  developnent  of the Szaehalonbatta o i l  r e f ine ry  
m d  the Light Ivletd. Works a t  Szekesfehervar.  and f o r  
the building of  2 nuclear power s t c t ion ,  Under a 
long-tern  agreerrent with Poland, the l a t t e r  will 
supply Hungary with equfpuent f o r  a su lphur ic   ac id  
factory,  QS well 2s raw sulphur f o r  processing,  over 
a period o f  15 years  (1971-1985). Hungarian 
Snvestnent  has  been nclde i n  the Bulgarian and 
Runanicn  chemical industries,   and Hungary has joined 
with other   East  European coun t r i e s   i n  the 
exploi ta t ion cf a Soviet  phosphate  nine a t  Kingisepp, 
Hungary is  also  reported  to  have'extended a lnrge  
c r e d i t   t o  Yugoslavia f o r  the supply o f  Hungarian 
power plant  equipment  and the  construct ion of power 
p l a n t s   i n  Yugoslavfa, repayable by long-term 
de l iver ies  of  e l e c t r i c i t y .  

5. Jo in t   Enterpr i ses  

Thfs represents   another   forn o f  joint   investnent ,  but 
d i f fe rs  from the l z t t e r  i n . t h s t  ownership of t he  
company concerned $S shared as well as the   p ro f i t s ,  
The f irst .  instance'  of  such  co-operction was the 
se t t ingdub  in  1959  of t'ne Hungadan-Polish W D E K  
Corpomtion,  registered as n joint-stock conpany i n  
Poland, t o  process   Pol ish  coal   s lack  into 
br iquet tes .  This was fol lowed  in  1954 by two fu r the r  
jq in t   en te rpr i ses ,  t h i s  . .  t ine  with . .  Bulgaria. 
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. .  QGROMASH, with its.head office  in  Budapest  and a 
branch  office in Sofia,. co-ordinatesthe  development 
and  mcnufacture in both  countries of equipment  for 
market  gcrdening,  vine  and  fruit  growing,  (Soviet 
participation fn AGBOM.ASH has been  confirmed  during 
1969 by an agreement  signed in Mosc.ow.) It is also 
concerned  with  joint sa l e s  of  such  equipuent  to 
third  countries,  INTRANSMASH  co-ozdinates  design 
and research work relating  to  mechanical  handling 
equipment f o r  use in factories,.. Since  its 
inception, INTRANSMASH has  prepared  more  than 800 

- 

designs f b r  transport  equipment;  and  more  than 20 
projects  have  been  implemented in enterprises in 
both  countries. A s  a result of its  work, it is 
clzimed  that  handlfng  costs  and  time-scales in 
certain factorzea have  been  considerably  reduced, 
whilst  other  CMEA  countries are  also  benefiting  from 
the  specialist  knowledge of the  company, 

6, Production  Specialisation 

Although  production  specialisation on a CMEA-wfde 
basis has so far failed,  inter--product 
specialisation  between  pairs of countries  has  been 
developed  successfully  in some fields, Thus, Hungary 
and  Czechoslovakia  have  agreea on a division of 
labour  ln  the  production of certcin nedical 
instments, t o  avoid  duplfcation of output,  Two 
firms in  the  Soviet  Zone  are  expected  to  participate 
in this  specialisation  agreement, llhe Hungarian 
Optical  Works, NOM, and Ccrl Zeiss,  Jena,  carry  out 
joint  research and specialisation  in.  the  manufacture 
of medical instments, particularly  photo  x-ray 
caneras. Zeiss  components  are  used in certain 
hospital  equipment  exported by Hungn-ry to  third 
countries,  Other  agreements  provide for Hungary to 
take  over  from *he  Soviet  Zone  the  production of 
certain  agricultural  machinery  and  calculzting 
equipment,  Speciclisatïon  between  two  motor  vehicles 
works  provides for the  East Gerncln firm  to  specialise 
in  the  production of  l o r r i e s  up  to 10 tons,  and  over- 
10 tons for the Hungmiorworks. 

7, Financial  Co-operation 

This is a very  recent  forn of co-operation for 
Hungary. 2nd indeed f o r  CMEA,. It involves  the 
set%ingiup of bmking consortia  to  promote  financing 
of joint  projects  and  long-tern  economic  and  business 
co-operation,  including  deals  in  third  markets. So 
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far,  Yugoslavia..'hc?s  been the prirne mover i n  this fom 
of co-operation, 2nd has s e t  up banking  consortfa 
with Hungary ancl Czechoslovakia, whilst negotiations 
for a similar l i n k  with Poland  have  been s t a r t ed ,  
Five Yugoslav  banks D n d  two Hungarian banks - the  
Foreign  Trade Bank and the  Investment Bank. - are 
.involved i n   t h e  Yugoslav-Hungarian Consort iw,  So 
far, t h e  Consortium has  been  asked t o  undertake 
f",nancîng o f  one major deal   ( total l ing  sone 
$7 aillions), under which GA.lTZ-NAVdG o f  Budapest and 
t h e  Yugoslav f im of  DJURO DJAKOVLC have  agreed t o  
produce j o i n t l y  65 diesel .   e lectr ic   loconot ives  for 
Yugoslav railways"' Whilst t h i s  f o m  of  co-operation 
is new f o r  Hungary, it obviously  has   possibi l i t ies ,  
both f o r  further development o f  econonic l i n k s  with 
Yugoslavia, in the  f i r s t  instanc.e,  and with other  
countr ies ,  

1. 

tt 
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'* 

I 

CO-OPERRTION AGREEMENTS B E W X N  HUNGARY AND THE mTEST(1) 

Sone exmples are  given  here  of  the min types of 
co-operation  agreements  between  Hungary  and  the  West,  as 
nentfoned  in  the  text  ebove. 

I. DIVISION OF. LABOUR 

1 
Sweden 

Agreeaent  with  Mecman f o r  pneumatic  and  hydraulic 
control e l e n e n t m ë  manufactured  and  assembled 

technical  docmentation  and  know-how  supplied by 
..Mecman, so that  there will be complete uniformity of 
specifications,  There  will be a substantial 
reciprocal  flow of conponents between the' two 
firms,  and Mecmn will stop  producing  one type of 
cylinder  which w i l l  be made entirely in Hungary and 
supplied t o  Mecman in repayuent. 

. . by  the  Precision  Fittings  f.actory  at  Eger  from 

,.. . .  . .  

Austria 

(a)  Agreement  between Alpine Montangesellschaft and 
other  Austrian  firns-  and  Metalinpex  on the 
exchange of rolled  stsel  products, the Austrian 
firns making  reinforcing steels as required on 
a comission basis.. 

(b) Agreement  between  Steyr-Daialer-Puch  and 
Hungarian  enterprises for co-operation  in  the 
production of tractors,  buses  and  trucks - with 
the.Austrfans  making  the  engines  and  chassis 
and  the  Hungarians  the  superstructure. 

(c) A 10 year  agreement  between  the  -0sterreichische 
Stickstoffwerke  and  the  Budapest  Chemical  Works 
t o  supply  each'other with products  which  the 

. other is not  producing. 

Switzerland 

The  ZschokkeJ fim gives  the  Diosyyor  Machine  Factory 
conprete  production  drawings  and  technical 
information  for  the  production o f  bending  presses 
-and  on.nethods  for  the cold working  of  sheet  metal, 
There  is joint production  of  high-capacity  bending 
presses,  with  the  Hungarians  nanufacturing  the 
machine  frames while the  Swiss  concern  supplies  the 
hydraulic  parts  and  the  electrical  controls, 

(1) Part of a study on ' t he  3un submitted b the 
United  .Kingdom  Delegat,Son  and  Annex II 7 
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. .  . . ., . .. . . . . . France 

As long 
IO year 

ago as 1963,. histhom  and Neswic_ signed a 
agreement wit7TTEGmvag on co-operation in 

the  production of turbines 2nd generators f o r  
shallow  river  hydro schemes. It wag expected  that a 
large  proportion  would be f o r  exports  to  third 
countries.  Blue-prints  and  technical  information 
will be made  rvzilable,  and,  though  sone  of  the 
equipment  will  continue  to be made in France, 
certain  components  such, as rotary part.s.  of  generators 
or turbine'blrde sockets  will be manufactured in 
Hungary.  Another  Co-operatZon  agreenent  provides f o r  
Ikarus-built bus bodies  to be fitted  with  Berliet 
engines  and  chassis,  the  buses t o  be marketed 
jointly. The  combination  coaplenents  the  existing II 

'Ikarus and  Berliet  ranges. 

h 

In 1965, Rheinstshl  and  the  Hungarijn  Deputy 
Ninister f o r  k'oundries and Heavy  Engineering 
signed an agreement cn tmde and  technical 
co-operation in the  production of mining and 
industrial equipment, Pit props,  machine  tools, 
boilers  and  other  goods  will  be  assembled  from 
parts na&? in both  West  Gernany  ana Hungary. 
.QI agreement  between H. Schwarz (a Rheinstahl 
subsidiary) .5nd Rikex  provides for the former 
to supply  aocumentation on production  nethods 
f o r  seni-hydr2,ulic  pit props .  Components 
supplied f r o m  West  Gernany will account for 25% 
of the  cost of the  final  groduct  to be msembled 
in  Hungary, 

Sieaens-Reini  have m agreement  with  the 
Tedicor works the joint  production  of 
components f o r  x-ray  apparatus  and for the 
Hungarian  factory to assenble  units  for Siemens. 
A further  rgreement was nade in January 1969, 
under which  Siemens w i l l  triple  its  purchase o f  
components f o r  instruments  this  year  and  import 
double  that mount in 19700 ,Siemens is 
reported to be satisfied with the  standard of 
the  Hungarian  products  and t o  be selling  them 
under  its own trademark, 1 

, 
Y 

Dena  have  recently  signed an agreement f o r  
d i - n g .  mchi.nery to  b.e . .par t ly  assembles in ... 
Hungmy. Tz?is.is said t,o reflect a shortage.of 
capacity in their  West  German works. 
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United  Kingdom 

d 

Dobson  Hardwicke  have m agreement  by  which  the 
assembly  of  hyckzmlic  self-propelling  roof  support 
for mines takes  place  in  Hungary,  with  the UK firm 
supplying 60% of the  parts, 

' III. COTITPONENIPS  INCORPORATED IN WE8T?BN EQrJIPlJIEN!l! 

The  Ludwig  Engel  engineering  company  incorporates 
Hungarian  drivilzg gears and.components into their 
own  finished  products. 

Austria 

- Grez-l?auker  have  provided  Hungarian 
01s for use in .the-  'repair  workshops  of a - 

power station  supplied to Iran. 
" 

I V 2  PROCESSING 

Under various  agreements,  Hungary  imports  basic 
substances  from  Western  countries  and  processes  and  finishes 
then in her own factories. 

United  Kingdom 

Seabadegyhaea  Scotch  Whisky-will be put on the 
Hungarian  aerket  this  year. It will be blended 
.cccording'to c Scottish formula, and  the  basic 
essence  will be imported, as will  %he equipment, 
from  Scotland. 

.Switzerland 

W will  supply  Chemolimpex  wfth a basic  substance 
W .  c .  will be processed,and  finished in Hungarian . 
factories  into an agent  for  protecting  plants  fron 
botis  nubilalis, 

Austria 

The Osterreichische Stickstoffwerke  have 
recently signed a .5 gear'-agreexwith 
Chemolimpex under which  the  Linz  factory  will 
convert  tbtrachlorbenzene  supplied  by  Hungary 
into Z 1  4, 5-T acid,  which in turn  will be 
further  processed by the  Budapest  Chemical 

- 

Works into  weedkiller, 

Under mother agreement I the 
Stickstoffwerke  will  deliver 
l F Z T ' i Z a X r m o r  processing 
made fibres by the  Hungarian 

Osterreichische 
hcrylxc type Ebre 
into finished nan- 
Viscosa  Factory, 
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There  has been close co-operqtion  between  the 
S i ~ m e r i n g - G r ~ ~ ~ ~ a u k e r   e n t e r p r i s e  of  Austria and Lang and Ganz 
i n  Hungary s ince 1958. Together  they  have  built power 
s t s t i o n s   i n   t h e  Lebanon and extended two i n  India   (a t   Delhi  
and Fmidabad), Hungmy supplied  the  turbines and generators 
and auxiliary equipnent, ~ n d  Aus t r ia   the   bo i le rs  and other  
equipment 

'VI .' REPSSMEEJT I N  GOODS 

This i s  a type 'of   bar ter   agreenent  whereby Hugary 
pays f o r  Western  equipment wholly o r  pa r t ly   i n .goods   r a the r  
than i n  convertible  currency, 

West Gemany 

(a) Under the  general  agreement o f  19659  Rheinstahl 
takes raw materials, semi-finished s t z l ,  
welding  electrodes and b a l l  bearings 2nd helps 
Hungary t o  nmket  timber, and t inned f ru i t  and 
vegetables, 

(b ) and Ganz o f  Hungary co-oTerate i n  
c t r i c   powcr . . g lmts  f o r  factor ies ,  

while Ganz w i l l  pay f o r  the   Austr ian made s teaa 
engines with generators. 

I t a ly ,  Prance, West Gemany  and  United KinFdon 

Agreements f o r  payment f o r  F i a t  and Volksw-n motor  
cars  t o  be mcde i n  spare p a c a n d  accG-6sorles were 
signed in 1966 and 1967. Payment f o r  Ford  Escort 
ctlrs i s  t o  be i n  u n s p e c i f i e d   H u n g a r i a n m u s t r i a l  
2roducts which may include  notor car components, 
There i s  clso 5. s i n i l a r  agreement with Renault and 
Siaccl. 

V I I a  €UXI?AYl!CEWT BP PRODUCTS OF THE EQUIPPENT 

West Gemany 

(c) As p a r t  o'f "the  Renault - N?AH - FerroBtahl 
agreenent with %e Gyor works, und-?% the  
l a t t e r  pwchased  corrplete  plant and two l icences 
t o  nanufrcfure IUH diesel   engines,  60$ was t o  be 
repaid by supplying  engine  spare  parts and on ly  
40% in  foreign  currency. 

m u y  p a r t  o f  the radiator  production of the  
Hungarian works a t  world market  prices f o r  5 
years. 

(b)  . RheinstzG b u i l t  a radinto ' r   factory and agreed 
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-53- NATO  CONFIDENTIAL . .  

- .  

Unde.r a recent  agreenent,  the MBG enterprise 
supplies  tools  and  plans  for tKproduction of 
electric,  gas  and  coal-fired  stoves  and 
receives  cowplete  stoves in return. 

The  cost  of  the  licence t o  manufacture  pipe 
straightening and drawing  equipment will be 

Agreement  between W u  S and  the  Hungarian 
Csepel.  enterprise d e  developnent  and  joint 
production of a.lathe with  electronic  control, 
part of the  output of the  Hungarian  factory  to 
be supplied  to Krupps. 

United  Kingdom 

The  technical and manufacturing  agreement  between 
Electronic  Flo-meters  and  the  Hungarian.Centra1. 
neasmement Research  Laboratory  in  co-operation  with 
the  Mechanical  Instrunents  factory  will be paid for 
by precision ccsf components  and  assenblies. 

France 

Under a recent  agreement,  Alsthon  is  supplying 
equipment  to  the  Inota Aim-Sneltfng 'Works and 
in return  will  receive  steel-covered  almiinïun  -power '. 
transmission  wire and heavy-current  cables. 

VIII.  TECHPiTICU AGREEMENTS AND EXCWGES 

A. Industrial 

Prance 

In 1965 Gaz  de  Prrnce  signed a 5 year technical and 
scientific  co-operation  2greeaent.with  the  Hungarian 
Gas and Oil  Authority,  covering Infomation .on 
production,  storage  and  transportation  of gas. In 
1968 a slailar 5 year  agreement  was  concluded by 
Electricit6 de France. 

United  Kingdom 

(a) Plant  Protection Lilrfted (a subsidiary of ICI) 
signed an agreement with the  Office  for Technicd 
Developnent in conjunction  with  the  Ministry of 
Agriculture f o r  testing ICI'S bipyridyl 
herbicides in field  trials in Hungary. If the-se 
prove successful.,  it is  expected  that  sales of 
the  herbicide  will  be  boosted  together  with  th22 
of agricultwal aachinery. . .  .. 

, -  -53- NATO  CONFIDENTIAL 
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At  the  end of 1967 En  lish Electric signed a 
10 year  cgreenent W h n z ,  u n w w h i c h  they 
will  exchange  technical  inforaation,  particularly 
that  concerned  with  large  scale  transformers 2nd 
high voltwe switchgear,  Ganz  will  be  enabled  to 
build gian5  transforners up to 400 with 
outputs .of 200 MVA  and  over, for use-,'in the 
power  stctions  under  construction on the Danube.. 

Austria 
...plB..cIIpI 

A 10 year  agreement f o r  the  exchange o f  electric  power 
was  signed in 1965, and  the  link-up was inaugurated  in 
May 1968, Austria  will  supply  electricity  in  the day- 
tine'in  sumer, whSle  Hungary  will do so  at  night  and 
at  weekends  during the winter, 

11 

West Gemany and United  Kingdon _ .  

Agreenents  by Volkswamn and Shell. ta set up service 
stations  in Hungary, TEe 196-cenent with  Shell 
to  set up 10 more stations  provides f o r  forints as 
well as Western  currencies  to be accepted  in  payment, 
They  will  be  supplied  with  petrol  by  the  Hungarians 
processed to Shell  specifications. 

ZX. JCIJTT  COMPJJTIES 

These  exist to pronote.the  marketing of  Hungarian 
goods in Western  countries  and  vice  versa, 

France 

Technotrans is a company  with 60$ of the  capital  put 
up by"f%ë'&ench and 40% by  the  Hungarians,  which 
was  set  up  earlier this year  between  the  Conpanie 
Francaise des  Ferrailles  and  Technoimpex,  The m i n  

;.. purpose is to promote  the  sale  of Hungmian nachine 
tools, electric n o t o r s  and  electrac  appliances in 
Prance  and to export  French  products to Hungary, A 
second  company, Dutra Robust, has been  established 
.*O narket  and  service  Hungarian  tractors in France. 

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

Pinland 

The  first  such company  with a non-bloc.pcrtner was 
set up in 1964 to aarket the products of  the 
electrical  and electronics  industries in Finland. 

*It has been announced  that a joint  company  forned  by 
-A'.B,. By in  and  Building  Enterprise No, 31 is in the 
p-eing established. 
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United  Kingdom 

The Richaond  joint  enterprf-se  will  market  Hungarian 
shoes  and o-L%er goods and aim to treble the value 
of sales, At a lzter stage it is  envisaged  that 
this  may  lead  to  co-operation  in  production, 

United  States 

Although  not  strictly Q joint conpany,  arrangements 
have  been made for the  bullding  of  Hilton  and 
Inter-Continental  hotels  in Budapes-th  hotels 

. . . m e  om3 by .tha.  Hungarhotels  .chcins,  .rvi.th  the 
Americans  providling  sone of the  initial  finance,  the 
technical  know-how  and  seeing  that  service  in  the 
hotels is up to standard; in exchange,  they  will 
receive a percentage  -of  the turnoxerfrom guests 
from hard currency  areas. The Inter-Continental is 
said to be investing $4 million  and  the  Hungzrian 
governuent  $2  million in the  project, 

X, LICENCES 

The najority  of the agreements  already  uentioned 
involve the  purchase  of 2, licence to nanufacture  the  product. 
The  Hungarian  metallurgical  and  engineering  enterprises  are 
said  to  have  bought  the  right to use  some 60 patents o r  have 
acquired  technical  know-how from Western  countries  in  the 
period 1950-1967, half of them  since  1962,  while  in  the  first- 
six months o f  1968 they  concluded  agreements  for  12  more.., 
However, despite  the  impetus of recent  years,  Hungarian 
officials Ere critical of  the progress  achieved so far,  and 
complain that  the  business of buying  licences  is  expanding  far 
too slowly  and on far too small a scale, !?he Hungarians  are 
most  concerned  to  develop  this  business  and  prospects f o r  
further growth  will  no doubt be favoured by the  new  economic 
mechon2sm;  giving  the'  enterprises  more  .freedon'  of  'decision. 
Indeed,  according to the economic weekly  'Figyelo', a five- 
or six-fold  increase  in  licence'  and  technical  know-how 
purchases is foreseen  by  the  Ministry  of  Finance in the  years 
ahead,  mainly as the  result of  Hungaryf@'  road  vehicle 
development progrme, A foreign licence often  costs  the 
Hungarian  less  than  relying  on  their own research 2nd 
developent, even  if it needs to be adapted to local  standards 
and  conditions,  To  encourage  the  acquisition of foreign 
licences  2nd  technological  docunentpution,  exemption from 
import deposfts  on  the  mconpanying mxhinery will, under 
certain  circunstances,  be  granted, 

, . . . . . , . 
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Hungary hm been sb le  t o  s e l l   s eve ra l   l i cences  t o  
Western f fms,  and she  hopes' t o  be able  t o  increase  her  
earnings from such  sales  but, s o  f a r ,   s a l e s  amount t o  a t i n y  
frczctfon of purchases.  "hose  zlready s o l d  include  the  r ights  
t o  nznufacture  the  Heller-Fmgo  air-cooled  condensation 
system f o r  power s t c t ions  t o  West Gernany, France and the 
United Kingdom; a method f o r  expanding p e r l i t e  t o  West Gernany 
and Switzerland;  while  Kibnrnock  in  Scotland is using a 
Hungarian  process i n  i t s  waterworks. -.-. 

agreements with Western countries,  she has not s o  far   permit ted , 
any f o r a  o f  equi ty   cnpi ta l   investment   in   the Hungarian 
econony, apart p o s s i b l y  f ron  the two hote l   p ro jec ts  - th@ 
H i l t o n  and Inter-Continentcl, I n  these  cases,   the  foreign 
investors  wlio a re   pu t t ing  up the   cap i t a l  t o  he lp   f imnce  
construction. o f  the  hot.els, as well as providing management 
expert ise  will r e c e i v e   i n   r e t u m  a continuing  share of the 
earnings  tprof i ts / turnover)   in  hard currency. The Hungarians 
are indeed  very well aware o f  the   benef i t s  of fore ign   ccp i ta l  
investnent t o -  t h e i r  economy3 8 good example o f  th is  is the 
recent  lozn f o r  the   a lminlm  industry.   Nevertheless ,  i t  is 
c leor  that  investment  in  the  Western  sense w i l l .  not be. .. 
allowed by the  Hungarians,  since this would go against   the  basic 
Comunist   pr inciple  o f  s o c i a l i s t  ownership. Nor would th,ere be 
any  question 3f the  Western  partPier  sharing  in  the  direct 
nanegement o f .  m y  Hungarian production  enterprise,  Within 
these l imi t a t ions ,  however, the  Hungcrians will und0ubteCl.y 
encourage  any schemes by Western firns for cclpitctl  investment, 
which benef i t   the  economy. 

. - I Although Hungary- has many types  of.co-operation 

t 

Exanples o f  licence  agreements: 

Sweden-Prance 

I n  ea r ly  1968 Budzvox nade a s e r i e s  o f  zgreements 
with Ericsson 2nd SAT (the  French  teleconnunications 
engineering %ims) providing f o r  the  purchase of 

$10 ni l l ion.   Er icsson will place   a t ; thc   d i sposa l  of 
Budzvox the  docmentation,  nanufacturing and export 
r i g h t s  o f  i t s  sllodern crossbar telephone -exchange 
systen,  which will be  produced by the  Beloyannis 
fac tory   f ron  1971-1372 onwards,  Secondly,  Ericsson 
will p r o v i d e   s î n i l a r   f a c i l i t i e s  t o  allow  $hem-to 
start producing i n  1970 t h e i r  300 and  960-channel 
transmission  equipnent,  In a separate  agreenent 
with SAT, Budavox have  acquired  the equipment  an& 
the  r igh t  t o  produce  special  cables which can  carry 
300, 600 o r  900 siuultaneous  telephone  conversations. 

" 

- 
.production  l icences and equipnent  valued a t  

l! 
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Switzerlcnd 

Hungary has nade licence  agreements  with Brown Boveri 
f o r  l a rge   tu rb ine  and generator  production above 
100 MW capacity, Hungary has thus  avoided dependence 
on the USSR f o r  this   type o f  equipment, unl ike  the 
Soviet Zone and Poland, 

Y 

P 

-57- 

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 SANS CLASSIFICATION &“JjG fj- at;’ - - - 

X N N E X E  ST,’&TI ST I QUE 

STAT1 STICAL ANNEX 
’ 

I SUPERFICIE : 93.030 Km2 
ka!& dont : 60,6 p de t e r r e s   cu l t i vab le s  

o f  which : arable  land 
15,4 de forêts 

f o r e s t  
13*7 % de pâturages 

grass  land 

POPULATI ON 

.~œpulati ,on  totale  (au  milieu de 1 968) : 1 O.256eOOO habi tants  
Total  population (mid-l 968) inhabitants 
Densit6 : II O habita1nt.s  au Km2 
Inhabitants  per s q o m e  : l 1  0 

Taux dPaocroissement  annuel  net : O,% % (moyenne de l a .  
période 1960-68) 

Net annual  rate of increase . ? 0.34 % (average over  the 

Population économiquement act ive : 5e090~000  ( s o i t  4998% de 
period 1960-68) 

la populat ion  totale)  
Economically act ive  populat ion : 5e090,000 4908% of t o t a l  

population 
dont 1 e490*000 dans 1’ agr icu l ta re  
of  which l ,490.000 i n  agr icul ture  

P r inc ipa le s   v i l l e s  
Major t o m s  

Budape st 3 1 .ggO,OOO habi tan ts  &U i er janvier 4 968) 
inhabi tants  l st’ Jrnuary 1968) 

Miskolc : 180.000 
Debrecen : 150.000 
Pécs .140,000 
Szeged : 120.000 

19 

l1 
I t  
I t  

IIIA .PRODUCTION principaux  indicateurs) 
[main ind ica to r s )  

, I  . 
Produit Matériel Net : 204 mil l i a rds  de f o r i n t s  (l 967) 
Net’ Material  Product 221 ,2 milliards de f o r i n t s  (1 968)  
Produit  ’National  Brut : # l 2,9 
(estimation  occidentale) ‘ a m  pr ix  du 
Gross Natural  Product 1 2 ,g 
(vestern  estimate) i n  market pr ices  
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NIVF.AUX DE V I E  
STANDARD CE' LIVING 

PNB par. habitant  (estimation  occidentale) g $B 9 230 ,(-l 967) 
GNP per c û p i t n  (Western estimate) 
Logement : 62,2 %'d'appartements d9une seule piece en 4960 
Housing : 6 z 0 2  7; one room dw eblings i n  4 960 

. .. . . - . . I . . 

DEVI SE NAT1 ONALE 
-KEÏTZNAL CURRGNCY 
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1950 
1951 
1952 
1953 
1954 
a955 
1956 
i957 
1958 
9959 
B960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
I. .. ,-(- , 

T o t a l  
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