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HUNGARY
Note by the Chairman of the
Committee of fconomic AdVisers
Within the framework of the third series of.studies
on economic developments in individual Eastern European countries,
the Sub-~-Committee on Soviet Economic Policy held on

30th October, 1969 a special session devoted to Hungary with the
participation of experts from various capitals(l).

2. The Committee of Economic Advisers, after considering
the report by the Sub-Committee, 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-examination of the activities of the Coumittee and its .
Sub- Commlttee(z), .

(signed) Y. LAULAN

NATO,
1110 Brussels,

§13 For a summary record see AC/89-D/68
2) C-M(70)2 ,
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ECONOMIC REVIEW OF EASTERN COUNTRIES .

HUNGARY

Report by the Committee of Economic}Adviserg

SUMMARY AND CONCLUSIONS

1. Despite its small size and population, limited
resources and restricted domestic market, Hungary has managed, .
through the originality of its ideas and the caution with which
it has put them into practice, to be a pioneer within the
Communist bloc. With an estimated per capita GNP estimated at
$1,230 in 1967, it appears to have attained an intermediate
level of economic development. -Its programme of reforms
combines flexibility with firmness and is the boldest and at the
same time most realistic in Eastern Europe. In this nation
with a long-standing tradition of land-holding, industry now
accounts for 57% of the national. income, and capital and
consumer goods make up half the country's exports. Hungary is
very largely dependent on foreign trade and has initiated new
forms of co-operation with the West, which may play a larger
part in the future (paragraphs 1=3).. - - .

' 2. For some years, and especially since the introduction
of the New Economic Mechanism on lst January, 1968, Hungary

has been trying to establish a programme of reforms. This
programme is intended to create a more competitive economy and a
more effective planning system by relying to a greater extent on
market forces and monetary incentives and by delegating to
enterprises the power to take routine management decisions.
However, it appears that a wore realistic price system - a
matter of crucial importance - will take some time to come about
and for the present the central authorities still retain very
extensive powers in all sectors of the economy (paragraphs 4-23).

3. The Hungarians had the good sense to draw up their
programme of reforms in close consultation with their COMECON
partners and to entrust its implementation to highly qualified
and pragmatically Inclined senior officials. They had the
advantage over Czechoslovakia of a comparatively stable political
situation which helped to allay the suspicions of neighbouring
countries, ) ’

4. When the New Economic Mechanism was introduced on
1st . January, 1968, some observers felt that 1968 would be a year
of economic instability and that prices and unemployment would
rise as centralised control over the economy was relaxed.
Generally speaking, however, the econony has developed as
planned, None the less, and although it is premature to pass
final judgement on the reforms, a number of problems and
difficulties have already arisen during the first two years,

~Be NATO CONFIDENTIAL
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5. In 1968, the growth rates, although wmore or less
conforming to the Plan, were generally lower than those for the
previous year. National income and industrial output each
increased by only 5%, as against 9% in 1967. These figures rose
5% and 3% respectively in 1969, There was no serious unemploy-
ment and no inflation. Although agriculture suffered a setback .
because of the drought, gross agricultural production increased
by 1.1% in 1968 and 5-6% in 1969. The total income of the
population increased by 8% in 1968 and by 9% in 1969 and although
the standard of living has risen, increased private savings
indicate a considerable shortage in the supply of consumer goods
(paragraphs 24-54):

6. TForeign trade is an important factor in the economic
progress of a small country with limited resources like Hungary.
This is well illustrated by the fact that exports represent some
9,9% and imports some 10.3% of the Net Material Product
(paragraphs 55~56), About 70% of its foreign trade is carried
on with the Communist countries, over half of it with the Soviet
Union, and less than a quarter with the industrialised West,
the share of NATO countries being 17.4% (paragraphs 57-61),
Hungarian exports cover fairly evenly the four main conmodity
groups: vraw materials, fuels and semi-finished products;

-machinery and equipment; industrial consumer goods and foodstuffs.

Most of her exports to the West consist of foodstuffs. More than
half Hungary's imports are made up of fuels, raw materials and
semi-finished products (paragraphs 62-63). _

7. A thorough-going reorganization of foreign trade
procedures took place in connection with the New Economic
Mechanism. The main innovation is a system of export
incentives and import controls intended to boost the profit-
ability of international trade, and above all of exports. It
would seem that the econounic regulators have had some effect
after two years' operation: Hungary's trade balance has shown
a big improvement and had even an export surplus in 1969 with
both Western and socialist countries (paragraphe 64=66).

8.  Proposals for closer economic co-operation with the
other Communist countries have been put forward by Hungarian
economists. Such co-operation already exists in a number of
forms covering a wide variety of joint production, investment
and warketing agreements (paragraphs 67-70). ‘

9. Hungary has also concluded more co-operative agreements
with t@e industrialised West than any other Comnunist country.
The main purpose of these wide-ranging and varied agreemnents is
to improve the quality of goods produced both for houme
consunption and export. As a result, Hungary is less dependent
on Western credits than the other COMECON. countries, and its

NATO CONFIDENTIAL -4
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nedium and long~term debts to NATO countries did not exceed
119.3 nillion dollars at the end of 1968. The country has,
however, obtained Eurc-dollar facilities and a $15 million
loan on the London market for its aluminium industry
(paragraphs 71-75),

10. It would be unwise to attempt to forecast the long-
tern effeects of the reform on foreign trade. The persistent
disequilibrium of their balance of payments with the West was a
direct encouragement to the Hungarians to intervene in this
field in order to promote exports to the hard currency areas.
The main aim is to change the pattern of their intermational
trade by reducing the share of agricultural products and
increasing that of industries such as precision engineering,
which employ a large proportion of highly qualified personnel.
The developuents noted in 1969 are very positive in this respect.
However, production capacity is still limited and the greater
part of the country's foreign trade is carried on with its
Comnmunist partners. The Soviet Union will probably remain
Hungary's nain supplier of raw materials and, with the other
COMECON members, will continue to provide a steady and virtually
unlimited outlet for Hungarian goods, which are still most
unconpetitive in the West. Again, Hungary is closely tied to
the Soviet Union and the other COMECON countries by long-tern
co-operative agreements which strengthen Hungary's econonic
links with, and dependence on, the Communist bloc.

11. t is still too early to pass judgement on the reform
programme and it would be pointless to expect spectacular
progress in the immediate future. The Hungarians have been
content to lay down the framework of a more coumpetitive economy.
This in itself has meant calling into question preconceived
ideas and making a difficult choice between the desirable and
the attainable, between political and economic necessities,
without losing sight of the fact that the wmaintenance of Party
control is of paramount importance., The latter consideration
may have a constraining effect on the development of new forus
of business organization. The reforms will ultimately be judged
by their success in raising the standard of living and
especially in developing the key factor in the Hungarian econoumy,
foreign trade. In this respect, the first results for 1969
are encouraging. ’

12. It remains to the advantage of the West to seek ways of
fostering its trading relations with Hungary. The contacts
which have grown up as a result of the various co-operative
agreements signed during the last five years are likely to
expand. They will enable Hungary to import the capital goods
and advanced technology which are essential if her products
are to be competitive on world markets. Consequently, TATO
countries might be well advised to continue helping Hungary to
assert her national interests by pursuing an economic policy
sufficiently flexible to allow them to take advantage of any
opportunities offered by developments in Hungary's external
relations.

-5- NATO CONFIDENTIAL
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ECONOMIC REVIEW OF EASTERN COUNTRIES
HUNGARY
Report by the Committeec of Eeonomic Advisers

INTRODUCTION :

1, Hungary is the smallest of the Warsaw Pact countries
(93,030 sq.m) and its population of nearly 10.3 million
inhabitants is less than that of any other Eastern European
country except Albania and Bulgaria. With an estimated per
capita GNP of $1,230 in 1967(1) Hungary has attained an inter-
mediate level of economic developuent. While it comes behind
most of the NATO countries on this score, it is preceded, aumong
the European Communist countries, only by the Soviet Zone of .
Germany, Czechoslovakia and the USSR, Politically, it has been
relatively stable since the adventv of the Kadar régime.

2. In many respects, however, Hungary can be considered
as a pilot country in the Communist world. It is in the fore-
front of the economic reform movement; it conceived the boldest
of the programmes and has applied it with more perseverance,
caution and apparent success than any other of its  partmners.
Traditionally an agricultural country, it has built up a viable
industrial sector, and sales of capital goods currently account
for one quarter of its aggregate exports., Probably because it
is heavily dependant on foreign trade, given its limited mineral
resources and small domestic market, Hungary has devised new
forms of co-operation both with the East and with the West.

3 The present report is designed to show reeent econouic
trends and future prospects in Hungary by examining in turn
ecgng?ic reforms, the domestic economy and external economic
relations. .

I. ECONOMIC REFORMS(2)

_ 4. Over the past few years, and more particularly since
the introduction of the econowic reforms on lst January, 1968,
Hungary has been striving to establish a better balance between

- supply and demand. This is the main purpose of the changes

made in management and planning methods. The reforms are

(1) However, the methodology used in Hungarian statistics does
not correspond to the Western concept of the Gross National
Product. In their estimates of the latter, Western experts
differ considerably as a consequence of the discrepancy in
the methods of calculation., It should be noted that, in
1964, the only year when the Hungarian Authorities assessed
their GNP in accordance with the Western concept, the ’
figures reached by the Joint Economic Commission of the
United States Congress, the French Ministry of Defence and
the Hungarian services were $11.7 milliard, $6.8 milliard
and 7.1 milliard respectively. This estiwate therefore is
merely tentative. The Committee intends to examine shortly
the various methods of evaluation of the GNP,

(2) Por a more detailed analysis see Anmex I.

11~ NATO CONFIDENTIAL
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generally designed to create a more coupetitive economy and a
more effective planning system by making greater use of market
forces and monetary incentives and by delegating ordinar
operational management decisions to the enterprise, The
fundamental problem is to insert market mechanisms into a system
of centralised planning, and to increase the autonocmy of
enterprises while enforcing compliance with government defined
priorities, This at least is the principle, but in the early
stages of implementation it is obvious that the State must
retain very considerable powers.

5e The principle that decision must be taken at the most

_=.appropriate level hss. .freed.the centiral-authorities from the

need to plan all aspects of enterprise activity directly and by

‘administrative means., In the future, enterprises will be

required to give more consideraticn to profitability and market
trends when taking decisions., Government action in future will
be directed towards the control of market forces,. Enterprises
now make their own plans independently and it is for the
respective ministry to ensure that the plans of the enterprises
within its Jjurisdiction are consistent with State economic
policy. This is the essential difference between the Hungarian
reforms and those introduced in the Soviet Union where, for the
tine being, enterprises enjoy much wmore limited independence.

The autonomy of the enterprise

., 6., Enterprises should in future have greater freedom in
the fernuloticon of theoir wage, investment and production
pclicles, They ave 1o louoger directly subordinated to the

ccentral aushovivics and to detailed State planning. It is

interesiing to note thet the Hungarian reformers, unlike their
countaryarts in the USSR, the Soviet Zone of Germany, or Poland,
have wade 10 distinction between heavy and light industry in so
far as autonomy is concerned, Likewise, the so~called trusts
(associations of enterprises) do not play the part of inter-
mediary planning organs as they do in Poland or in the Soviet
Zone, Their activity is confined to joint investment and to the
co-ordination of scientific and technical policy. In principle,
the decisions of the enterprise are governed by the profit -
notive; administrative directives have thus been replaced by the
system of profit-sharing.

7. In the initial phase, the enterprise will keep 12-15%
of its profit; this proportion will subsequently rise sharply to
5C%. ‘the State's shzre will then be about the same as in some
Western countries. The amount left to the enterprise is used to
establish a profit-sharing fund, a development fund to finance
new investments and a contingency reserve fund, The system of
material intzrest introduced in Hungary is much bolder and gives
the enterprise a higher degree of economic independence than the
system in force in the USSR, although it is also only at the
experimental stage. Although the State fixes basic wages, the
enterprise can use the profit-sharing fund either for wage
increases during the year or for ead-of-year bonuses,.

NATO _CONFIDENTIAT -12-




k]

-

"DECLASSI FI EDY DECLASSI FI EE -

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

~13- ' NATO CONFIDENTIAL
C-M{70)3 ‘

8, Under the system effective during the first year of

implementation of the reform, these bonuses could amount to 80%

of the annual salary for top management, 50% for technical
personnel and 15% for workers. Directors' emoluments varied in -
proportion to the results obtained. What is more, in the event
of a deficit, salaries of top management were guaranteed only

up to 75%, those of administrators and technicians up to 85%,

“whereas workers' wages were guaranteed in full. The reason for

differentiating the shares was to make the income of those
members of the staff who have a more direct influence on the
profits depend to a great extent on fluctuations in these
profits. But the creation of three categories of enterprise
staff caused dissatisfaction and therefore impeded any increase
of incentive, which was the aim of the system. The new
regulations, approved last December but retroactively in force
as from lst January, 1969, provide for the abolition of
categories and grant to the enterprise managers and trade -unions
a much freer hand in the determination of how the profit-sharing
fund is to be distributed.,. Only two factors have to be taken
into account: the basic wage and the length of service with the
enterprise. A uniform basis for calculation for all the degrees
of the hierarchy will be determined by collective agreements,
although there can be financial differentiation between factory
units and workshops according to their contribution to the
enterprise achievements and provided that the amount payable
does not exceed 25% of the annual wage fund. For people in top
positions and those members of the staff who, because of their
duties or sphere of activity, have a determining influence on
the enterprise results, a system of profit premiuvms is introduced,
depending on profits and on the development of the personal
income of all workers in the enterprise. The rule remains that
the basic salaries of these people can be reduced in the case of
loss-making management. This category will be laid down in the
collective contract and the reduction will in future be 15%
uniformly. The trade unions'! r8le will increase in iuportance
since they have rights in the sphere of working conditions, the

- management being obliged to make a legally binding contract with

its employees. On the other hand, the workers have no say in the
running of the enterprise; there will be no worker councils as

. .in Yugoslavia and the nomination of directors -and senior managers

will continue for the present to be a government prerogative.

Market regulators

9 The State protects the interests of the community by
using market regulators in the form of taxation, public invest-
ment and credit, Through its taxation policy, it tries to ensure
that the enterprise operates efficiently. Particularly important
has been the extension to all enterprises of the 5% tax on fixed
and working capital which is designed to promote the more
rational use of means of production; managers are thus
encouraged to reduce their surplus production capacities.
Turnover taxes are retained to manipulate prices; but their
importance will decrease as prices more accurately reflect costs.

-13 - NATO CONFIDENTIAT
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10, Investment and credit policies assume more importance

‘under the new system. Though provision is made for self-
- financing and the increased use of bank credits, the Government

still determines the aggregate volume of investment and its
distributien among the various sectors of the economy. The
powers allocated to the enterprise in this sphere are increasing.
Before the reform, less than 10% of investment credits for
industry and building came from the cnterprise itself but, in
future, it will provide half the cost of its investments., It
will be authorised to write down or renew its plant and fund
extensions of secondary importance (the increase in output
capacity in the branch concerned should not exceed 25-30%).
However, the general pattern of development is still dictated

by the central planners, directly through large-scale investments
which nust be made by the State, or indirectly through credit
policy. ' ~

11l. - The iwmportance of the banking system and of credit
should increase considerably. Before the reform, the banks had
no independence whatsocver and loans were granted in the light
of the indices assigned to the enterprise under the Plan, Though
banking establishments continue to act on the guidelines laid
down by the Government, they now have a fair measure of freedom,
particularly with regard to short-term loans, the criteria for
which should become very similar to those applied in the West.

In theory, credits may only be granted to enterprises which make
a profit and as a general rule, deficits must be covered from
the reserve fund. Banks may, however, make loans to meet special

- working capital requirements which would normally be financed

from the development fund., The terms on which the loan is
granted and the rate of interest are fixed in the light of the
credit-worthiness of the enterprise and the speced with which the
funds circulate, and loan applications may even be refused.
Banks may also grant investment credits to enterprises on the

‘basis of estimated profitability within the framework laid down

by the Plan or (particularly during the transition period or if
the investment is of major importance) make an advance against
anticipated profits. The basic criteria are the scheduled
period of repayment, the volume of the enterprise contribution
from its own funds and coumpliance with the overall aims of the
economy. This selective credit policy is worked out in
conjunction with the appropriste national services, The
interest rate, which is a means of influencing the situation,

is set by the Government but there are exceptions to the general
rule., A credit policy council has been set up with :
representatives from banks as well as specialists from industry,
agriculture, trade and planning, price and wage experts.

12, Thus, while the modifications to the method of
financing investwents have been generally designed to increase
their effectiveness, there is no question of any encroachument
on the principle of respect for government-defined priorities.
The same holds true of prices and wages which are the key
factors in the control of domestic consuuption.

NATO CONFIDENTIAT, ~14 -
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13, A check is being kept on wages with a view to linking
increases with rises in labour productivity. Upper and lower .
limits are set by the State which also fixes the average worker's
wage payable by an enterprise; this average may be raised if
profits rise. Management has more scope to vary wages when the

--work done ig of a more skilled nature, According to new . .

regulations effective as from 1lst Januvary, 1970, the amount

paid in excess of the average planned wage will only partly (70%)
be charged to the profit-sharing fund and not totally as before;
the balance will be deductible from profit charge. This is an
incentive to increase wage levels,

14. The price reform is designed to bring industrial and
agricultural prices, prices on the home market and export prices
gradually into line, the purpose being that they should reflect
production costs and the charge on services while coumplying with
Government economic policy and the law of supply and demand.
Three categories of prices have been established: officially
fixed prices, maximum prices, and free prices. The first two
categories include 70% of raw material and semi-finished product
prices, 60% of agricultural prices and 50% of consumer goods
prices. In spite of the increased influence of market forces,
subsidies are still widespread and the position is still wmuch the
same as it was before. An important aspect of reform is the
raising of agricultural procurenment-prices to ensure the
financial independence of co-operatives and to bring agricultural
and industrial price levels more into line. The complete freeing
of prices in the current wmarket situation, which is gtill
dominated by shortages in a number of sphercs, would lead to

- extremely steep increases. A measure of this kind could only be

introduced very gradually and the Hungarians themselves expect
that it will take ten to fiftcen years to evolve a pricing
system which reflects supply and demand accuratcly, a sine qui
non for the success of the reform., .

Agricultural reforms

15, The agricultural rcforms, like those in industry, are
based on the principles of increased self-management and _
financial independence with the State exerting indirect control
by means of. gertain economic levers. The reforus began in the
latter half of 1965 with a reduction in the number of obligatory
requirements imposed on State farms; the only compulsory target
remaining relates to thec areas sown with bread grains. Other
measures followed, and in 1968 co-operatives were allowed to sell
direct to the home market, and even, in some cases, to foreign
narkets. Agricultural prices, generally accepted as being too
low, were raised by 9% in 1966, as part of the general price
reform and by 8% in 1968 when tax concessions 1o help the weaker
co-operatives were also introduced. 1In 1966, assets were
revalued and amortisation, wage and development funds established
for the purpose of increasing the volume of self-financed .
investment. As from 1lst January, 1968, wages and amortisation
have been calculated as costs, which means that, with the
establishment of profit-sharing funds, most co-operatives are now
able to guarantee up to 80% of the average wonthly wage.

i
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'16. To help the eﬁploymcnt situation, a decree in 1967

. extended the scope of co-operative farms! ancillary activities

to include machine maintenance and repair, the production of
building materials, packaging and transport. To prevent too
nuch decentralisation of decision-making and to co-ordinate the
activities of co-operatives, regional co-operative associations

‘have been set up. Apart from these purely econonic reforms,

several social reforms have been initiated since 1966 to improve
living conditions and to reduce the labour exodus. These have
included improved pension conditions and fauily allowances.

17. In 1968, the State introduced a new co-operative law
to regulate the rights and duties of co-operative members and a
new land law. An important change under the new co-operative
law is that all wmembers are entitled to a private plot whereas
previously only one plot for each fanily was allocated. In
addition, the size of the household plot is now related to the
anount of collective work done.

Réorganization of foreign trade

- 18, TForeign trade being of vital importance for the
Hungarian econonmy, one of the objectives of the reform is to -
direct industrial output towards ecxport markets, by removing
detailed central control and allowing econonic factors, such as
narket forces, prices and credits, to influence decisions
affecting trading activities. -

19. Under the new system, the detailed and compulsory
export targets previously laid down for each centerprise are
replaced by various incentives. The choice of market is now
left to the producer, who can sell cither at home or abroad -
without needing to refer to the foreign tradec corporations which
formerly acted as agents on behalf of the Ministry of Foreign
Trade. This should have the effect of making the producers
responsible for the financial success of their exporting
activity. Government subsidies, however, will continue to be
paid, in order to assist some of the less coupctitive enter-
prises to adjust to the new conditions, but this is regarded as
a purely temporary expedient for a transitional period. :
Domestic industry is also protected to some extent by a three-
tier customs tariff, with a preferential rate for the developing
countries, the MFN rate for the Communist bloc and most Western
countries, and the full rate for Portugal, South Africa and the
United States.. ’

20. The right to export independently (i.e. without dealing
g was granted initially to a
number of large enterprises occupying a dominant position in a
given sector and already exporting a large proportion of their
output. Some commercial enterprises may also be allowed to deal
direct with firms abroad. Some 80 or wore manufacturing and
conmercial enterprises at present enjoy this right, although the

- central authorities retain the power to withdraw the concession

if need bve.
NATO CONFIDENTIAL -16~
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21, Another export incentive is the system of nultiple
exchange rates applicable to Western currencies and the rouble.
The value of imported goods is now converted into domestic
forints and multiplied by a coefficient that varies according

" to0 the nature of the goods, weighted so as to penalise the
- buyer. Export prices are likewise subject to a coefficient,

but one that favours the producer. By wmeans of this device, -
the reformers want to encourage exporters to maximise their
returns and induce _importers to be more selective in placing
orders with foreign firums. o

22, Just as producer enterprises are free to select
outlets for their products, so user enterprises may diversify
their sources of supply by buying on the domestic market or
abroad. In the latter case, the enterprise itself nust finance
its iwports, either from its foreign exchange earnings or -
through bank loans. ' As part of a strict import selection policy
intended to curb any excessive demand for Western plant and
nachinery which would have an adverse effect on the balance of
payments situation, quotas.were introduced, customs tariffs
were modified and an iwport-deposit scheme was initiated in
1968, : ) '

_—‘23.' Poreign exchange continues to be stfiCtly controlled
by the National Bank, and all foreign exchange earnings nust be

renitted to the Bank, which then credits the enterprise with -

the equivalent amount in forints. Allocation of foreign
currency for imports is decided by the Foreign Trade and
Investment Banks, and authorised through the National Bank. .
Exporting enterprises are entitled to deposit a proportion of
their profits with a bank, from which they obtain a 4% yield.
These deposits may then be borrowed by other enterprises, so that
in this way the Hungarian economny has acquired a flexibility and
griginality which give 1t the edge over the rest of the Communist
loc. ' )

IT, . INTERNAL ECONOMIC DEVELOPMENT

A, General

'24.. The industrialisation of Hungary which has been going on
since 1945, has extensively changed the economic pattern of a
traditionally agrarian society. - Before the Communist takeover,
the economy was essentially agricultural and textiles and food
processing were the main industries although some progress had
been made during the war in the iron and steel, machine building
and chemical industries. Under the Communist régime, industrial-
isation has gone ahead much faster. There is now a heavy industry
and the production of coal, steel, bauxite and crude oil has been
extensively developed while the chemical industry has made great
strides. Industry now provides 57% of the national income as
against 45% in 1950 and it enploys 33% of the labour force (41% if

the building industry is included). Over the same period the

contribution of agriculture to the national incoue has dropped

=17~ | NATO CONFIDENTIAL
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from 37% to some 18%, -and in recent years this sector has
cuployed a smaller proportion of the labour force than industry
(less than 30%). PFinally, it is significant that for this _
transitionally agricultural country 27% of all exports are today
accounted for by capital goods and 24% by industrial consumer
goods. : » : :

Population

25, Hungary's population of 10,256,000 at 1lst January,
1968 (density 110 péer sq.km) was the smallest of all the East
BEuropean countries with the exception of Albania and Bulgaria,
and it is increasing extremely slowly (an average of 0.34% each
year between 1960-68), While the death rate has remained fairly

‘stable. (it dropped from an average of 10.8 to 10.2 between the

two decades) the birth rate, apart from a sudden leap in the-
early fifties when abortion was temporarily prohibited, has -
fallen continuously since then to a low of 13,1 per thousand in
1965, However, in wmore recent yecars the birth rate has increased
again to 15.4 per thousand in 1968. This new tendency can be
explained by two factors: girls born during the post-war years
of high birth rate have reached child-bearing age; noreover,
since 1965 umeasures have beén taken to favour a risc in birth
rate.” In 1967 there were 1,069 women for 1,000 men in Hungary.
The working population is cstimated at 5,090,000 persons (49.8%
of the total figure), of whom 1,490,000 arc engoged in ., . -
agriculture. The drift to the urban areas has slowed down
slightly as living accomnmodation has become more scarce and
townsfolk now represent 40% of the total population. Finally,

-according to Western calculations, 3,350,000 persons of ,
-Hungarian: origin were living in neighbouring ccuntries at the -
- ‘beginning of 1968 (particularly in Rumania, Czechoslavakia andj

Yugoslavia).

Productivity and Investmgnt

26, One of the chronic weaknesses of the Hungarian economy
lies in inadequate productivity; wmore than half the expansion
achieved can be put down to the rise in employment, In the
early days, industry drew heavily on the country's abundant
labour reserves but, as the available reserves had begun to

- decrease and. as the wmeans of production were ageing, economic. .

activity slackened off considerably by the end of the -

- 1961-65 five-year period. The upward wovement in production is
“henceforth, dependent on a rise in productivity, which is one of
. the main aius of the economic reformns and which requires fresh

investuent and recourse to Western technology.

, 27T. In this conftiection, after a sharp fall-off early in
the sixties, investments rose again between 1966 and 1968, the
annual growth rate going up from an average of 4.5% in the second
five-yearly period %o the curreat figure of 7.4%. The share of
investunents in the national incowe has risen continuously, from

- 26.1% between 1956 and 1960 to 29,4% between 1961 and 1965 and
- -to 32.6% over the last three years. Although agricultural

NATO CCNFIDENTIAL -18~
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'1nvestﬁehts, which were at a very low level (13.8%) in the early

fifties, have been greatly increased to the point where they
represent almost 20% of the total, industry is still the main
recipient of investment funds. The bulk of theu goes to the
development of the chemical and engineering industries and to -
speeding up the harnessing of national power resources,., There

is a large gap between demand and the production capacity of

the building and building material industries, and there has
always been a high proportion of unfinished projects (42,325 -

"million forints in 1967).

Natural Resources

28, Industrialisation has been a patient struggle against
poor, mineral and power resources. . The country has rich de¢posits
only of bauxite and lignite., The latter has been affected by
the general run-down in the coal industry, pits have been closed
and colliery workers have had to be found new jobs. The
difficulties of extraction make the yearly output of 30 million
tons an expensive operation. There are sufficient quantities of
bauxite and production of refined aluminium would be profitable
if electric power were wmore plentiful. The bauxite - is sent to
the Soviet Union, returned in the form of ingots to Hungary and
then processed, The discovery of o0il and natural gas in southern
Hungary will give a boost to industry and liquid fuel is gradually
replacing coal's importance as a power source. However, there
would not seem to be a big future for the oil deposits and the

. use of natural gas (the production of which has risen from 381
~million cu.m to 2,045 million cu.n between 1950 and 1967) would

appear a more promising venture. Industrial production has
entered a new phase of expansion., At the top of the list come
the chemical, engineering and food industries; they are followed
by metallurgy and light industry, while mining has the lowest
growth rate of all.

The Third Five-Year,Plan

29, Compared with earlier Plans, the current five-year Plan

(1966~70) ‘contains fewer centrally planned targets, the growth
‘rates are mostly lower and it is less doctrinaire. . National

income is planned to increase only slightly (19% to 21%, :i.e.
between 3.5% and 3.9% annually). There will probably be no change
in the relative shares of the socialist and private sectors in
the national income (96,8% and 3.2% respectively in 1965), and
there will be no change in the breakdown. of the latter between
accunulation and consumption. Gross industrial production should
increase from 32% to 36%, i.e. at a rate of 5.7%-6.3% a year and
4/5ths of this increase would be brought about through a rise in
productivity. The Plan continues to put the emphasis on heavy
industry but priority has been given to the rationalisation and
development of the more sophisticated sectors, particularly
chemicals (55 to 60%) and machine building (40 to 45%). It is
intended that agricultural output will grow more rapidly

~19- NATO CONFIDENTIAL
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(1% to 15% in all, or between 2.5% and 3% annually) than during
the 1961-65 period and enable the country to satisfy the home
and foreign markets. The need to slow down the drift to the
towns is of greéat importance and with this in nind the State
will maintain its more favourable attitude to private plots,

and the standard of living of the peasantry will be brought more
in line with that of industrial workers. The investment plan -
which will absorb 250 to 260 milliard forints as against 202
milliard for the previous five-year period - aims at improving
both the capital intensiveness of industry and its regional
distribution. It is forecast that industry and building-will
take up 46 to 50% of all investment while the share of -~
agriculture and the non-productive sectors will decline slightly.

30, At the end of the first four years, it appears that the
goals of the current five-year plan will generally be exceeded.
They already are as regards national income which increased by.
29% between 1966 and 1969, Gross industrial output has risen
by 25%, i.e. at an average rate of 6% per year in accordance with
the provisions of the Plan. However, the number of employed
persons grew to a larger extent than planned; in industry
productivity failed to reach the envisaged growth rate; it rose
by 3% on average as against the target of 4.5%. The output of

-the building industry in 1969 was 44% above the 1965 level and

exceeded target assigned for 1970. In spite of some bad weather
gross agricultural production has increased altogether by 15%

and its contribution to the increase of national income in 1969.
was higher than in previous years, According to the Plan, there
was to be an increase of 9-10% in. real wages during the filve-year
period and of 14-16% in real incomes; in 1969 real wages were
14% nhigher and real incomes 27% higher than in 1965.

B. Recent econonic develbpments

Evolution in 1966 and 1967

- 31, In 1966 and 1967 the econony recovered from the low
%rowth of 1965 and aggregate growth was faster than planned

8% and 9% respectively against 3.5-4% planned). Productivity
accounted for about three-quarters of the increase in industrial

- output, costs were lowered and eumployment increased less

rapidly than during the second five-year plan, The increase in
industrial output was particularly marked in light industry as
a result of the Government's desire to ensure sufficient
supplies of consumer goods. On the other hand, there is
evidence that the .stock of uncompleted investment, which had
been reduced in 1965, rose again. In 1967, the situation
further deteriorated as a result of the 20% increase in
investment., In addition, the Government had undertaken to
financé from the budget the cost of completing all enterprise
projects more than 80% couplete at the end of 1967, and to
contribute to the cost of projects more than 20% underway, and

NATO CONFIDENTIAT, -20-
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this was clearly an extra spur to investment. Agriculture,
encouraged by the price increases of 1966 and other econouic
and social neasures, recovered from the poor returns of 1965, -
and crop yields were, on the whole, well up on the 1961-65
averages. Poor fodder crops in 1967 created problems in the
fattening of livestock however, and iuports of meat were
necessary.

-21- . NATO CONFIDENTIAL

"'32, The rises in production and productivity permitted
nodest increases in the population's income. The effects on
consuner spending of the price increases in solid fuels, trans-
port fares and agriculture at the beginning of 1966 were less
narked than expected, partly because prices of seasonal goods
fell with the good harvest, and because consumer demand shifted
from goods whose prices had risen to those whose prices had
fallen such as clothing. Increases in earned incomes were

‘supplemented by substantial increases-in pensions and family -

allowances, which particularly benefitted the peasantry and
reduced the gap between the income levels of the peasantry and
industrial workers. Thus while the real income of workers and
employees rose by 5% in 1966 and in 1967, that of the peasantry
rose by 7 and 10% respectively. A

The past two vears

33, When the New Economic Mechanism was first introduced,
it was forecast by a number of observers that 1968 would be a
time of economic instability and that prices and unemployment
would rise significantly as the central control of the economy
was relaxed, In fact, however, economic development has proceeded
more or less as outlined in the Plan., Thus national income (Net -
Material Product) rose by 5% in 1968 to 221.2 nilliard forints.
Whereas results were disappointing in agriculture (+1.1%), the
growth rate in industry (+5%) can be considered as satisfactory.
Investments increased less than profits due to the bottlenecks

- 8ti1l1 existing in this sector.. Considerable efforts were made. to

keep up the standard of living and forestall inflationary

tendencies which could have resulted from the economic reforms.

'34. Growth continued at more or less the,same'pace in 1969

"and national income increased by 6% according to the provisions

of the Plan, Agricultural output rose sharply (+5 to 6%) owing
to excellent harvests whereas industry developed only slowly
(+3). As a result of increased profit, the enterprises!
development funds increased, but a selective credit policy and
the difficulties in the supply of building materials limited the
growth of investments, The rise in salaries was more rapid than
expected while productivity remained stagnant, and prices did
not exceed the limit authorised in the Plan (1,5-2%?

—21- NATO CONFIDENTIAL
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C. ZProduction by Sectors
Agriculture

35 . Agriculture is the traditional forn of activity in a
country where arable land accounts for 60% of the overall area,
15% being covered by forest and 14% given over to pasture,
Nevertheless, this sector now employs only 30% of the labour
force as coumpared with the figure of 50% of the entire
population employed on the land during the last war. Collec-
tivization was conmpleted in the early 1960s and the socialized
sector now controls 97.1% of all farming land. On average,
State farms cover an area of 4,700 hectares and co-operatives
1,520 hectares. )

36. -Agricultural output represents about 25% of the
national product. Its share of total exports is over 20% and,
in the case of exports to Western countries only, about 50%.

The target set by the current five-year Plan is to raise output
by 13-15% during the period 1966-70 as coumpared with the period
1961~65 and, more specifically, to increase vegetable products
by 15% to 17% and animal products by 11% to 13%. The annual
growth rate should, therefore, average 2.6 to 3% as compared with
2% in the previous period. With this aim in view, 44 to 45
milliard forints have been earmarked for investment in
agriculture during the current five-year period. This figure,
which is only 10-12% above the level of actual investments in
1961-65, is far from sufficient to make good the delay which has
occurred in the supply of agricultural equipument.

- 37. In 1968, gross agricultural output rose by about 1.1%
{as compared with the figure of 3-4% set in the Plan), the
shortfall in crop production being offset by better results with
livestock. The effect of the drought was less severe than at
first expected owing to the wider use of fertiliser and the
increase in irrigated areas which produced higher yields even
though tractor deliveries did not meet the target figure of
8,000 set in the third five-year Plan and the proportion of
obsolete types of tractor in use went up. Vegetables, potatoes
and fodder had to be imported but bread cereal requirements were
met from domestic output. Meat supplies were plentiful but were
the fortuitous result of an unplanned increase in the number of
livestock slaughtered because of the drought and the ensuing
fodder shortage. Instead of the anticipated improvement in the
size of herds, there was a significant fall in the number of
cows and sows and this cannot fail to have an adverse effect on
supplies for a number of years besides reducing foreign exchange
earnings. _ : '

38, Agricultural production in 1969 was 5-6% above the
1968 figure instead of the 2-3% planned. According to the
latest reports, the wheat harvest will total 3.6 million tons,
or 50% more than the average over the preceding five-year
period. These results appear to be the consequence of measures
taken by the Hungarian Authorities to stimulate agricultural
output. The harvest should be sufficient to satisfy domestic
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demand and even to leave an export surplus. This is the third
year running in which Hungary has been able to satisfy all its -
needs and the Canadian wheat imports in 1967-68 (68,000 tons) -
and in-1969-70 (79,000 tons) seem to be the result of previous
comnitments entered into within the framework of a long-term
wheat agreement. This situation creates a serious storage
problem, Should it continue, the Government would have to choose
on the one hand between keeping prices at their present level and
building the necessary silos and, on the other hand, lowering
prices which would lead to a cutback in production. On the.
other hand, stockbreeding failed to reach the 1968 level, and
the continuous decrease of the cow and sow population is
specially worrying. ©Pork production was low and considerable =
imports have been necessary in 1969 and will still be required
in 1970 to meet domestic demand. - .

39. A measure of improvement in the financial and social
conditions of farm workers, such as, for example, the payment of
guaranteed wages and higher family allowances as well as the -
expansion of the ancillary activities of co-operatives have wmade

it possible to safeguard the level of employment but under-
-employnent. continues nevertheless to be a problem. Farm manage-

ments have found it difficult to provide wembers with euployment
for the number of days required to entitle them to social
benefits and individual plots., Despite incentives, some 820
"wegk" co-operatives have had to be subsidised and in several
instances even these subsidies have failed to remedy the

~situation. In an effort to solve this problem, a decree was

published in October 1968 permitting the appropriate authorities
either to reorganize the management of these co-operatives in
order to make them financially self-supporting, or to encourage
pergers with other co-operatives, Since these measures affect
nearly 30% of the agricultural co-operatives, agricultural
output and export potential should in theory rise.

Industry

40, Although the rate of industrial growth has slackened
(5% in 1968 as coupared with 8% in 1967), it may nevertheless -
be regarded as satisfactory given the difficulties involved in
the transition to the new system and it is moreover in line with
the planning targets. Steady progress has been made in the
field of industrial infrastructure. Supplies of energy have
improved and at the end of 1968, natural gas and oil accounted
for approximately 39% of overall consumption of fuel, the figure
which was initially forecast for 1970. The performance of the
chemical and engineering sectors again outstripped aggregate
industrial output (10% and 8% respectively), reflecting the

considerable capital investments of the past few years. Owing

to the large stocks of raw materials at the beginning of the
year (15% uwore than in 1967) and increased imports, deliveries
to -industry were satisfactory on the whole but there was a
continuing shortage of certain building materials and the
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shortfall of thin sheet, high quality steels and scrap could
not be made good. The situation was aggravated by the fact -
that since the allocation of raw materials is no longer
centralised, certain enterprises had built up unnecessarily
large stocks in antlcipatlon of a demand which did not always
materlallse.

41. In 1969, industrial output rose by only 3% but this -

may be explained by the problems of adapting the production

machine to market requirements and by the replacement of
quantitat1ve aims by quality criteria following the reforms of
the previous year.

Produotivity

42, Industrial productivity went up by only 1% in 1968,
although its improvement is one of the primary aims of the New
Economic Mechanism, and remained at the same level in 1969.

This downward trend is due above all to the backward state of
Hungarian technology but there are also a number. of other
reasons. The new labour code allows enterprises to dispense
with surplus_labour but the Government, in its anxiety to prevent
widespread unemployment placed a ceillng of 4% on dverage wage.
increases in 1968, Thls regulation encouraged enterprises to.
enploy unnecessarily large numbers of workers and to keep wages
low, The introduction of a shorter working week in certaihn :
industries had similar results. ILastly, the authorities,
concerned by the labour shortages in highly industrialised areas,
had planned that over half of all new factories between 1966-70-
should be located in areas where there was surplus manpower. -
Consequently, a large number of enterprises nmoved to the =~
prov1nces where productivity is lower. The ceiling on wage
increases was lifted in 1969 and; from 1970 on, enterprises
will have to pay from their profit-sharing fund 30% of any wage
resulting from a staff increase; in the opposite case, they will
be able to assign to this fund the same percentage of the
savings deriving from a staff reduction. This may dct_as’a
break on the tendency to employ new labour instead of making
more ratiohnal use of the existing labour force, DProductivity
will continue, however, to be the cause of a number of problems
and so long as labour is avallable many enterprises w1ll
continue to recruit.

43, The closing down of two small uneconomlcal enterprises
which is unprecedented(l) - and the creation of a joint stock
company are evidence that the Government is experimenting with
more flexible systems.- It has followed the Rumanian example in
creating a management training centre under the auspices of the
I10 and this may eventually lead to an improvement in management
techniques.

(1) The concept of bankruptcy seeus to be irrelevant to the
functioning of a socialist econonmy.
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Profits

44, One of the main features of the last two years has
been the volume of profits made by enterprises: they amounted
in 1968 to 64 milliard forints in the case of State enterprises
and industrial co- operatives, or 14 milliard more than the
planned figure; in 1969 they rose to alwost 71 milliard forints,
about 11% more than in the previous year, and the upward trend
is to continue. The material incentives introduced as part of
the econoumic reforms have contributed in no small part to this
result but the safety margin embodied in the 1968 price
increases as well as State subsidies, which were higher than
needed, were also major contributory factors., It is here that
an explanatlon can be found to the apparent discrepancy between
low productivity and the very considerable profits obtained.

Investuents

‘ 45. -Although profits in 1968 exceeded forecasts and
although enterprises were allowed greater latitude over
investments, the latter did not exceed their anticipated level
of 68 to 70 million forints. This figure is 17% higher than

“in the previous year but the increase is mainly due to the
- greater cost of building materials. A number of other factors .

combined to restrict progress in this field. Because of.
rivalry with State~financed projects, only 40% of the funds
accumulated by enterprises in the previous year, were actually
invested. The latter were called upon to contribute to the
completion of projects launched with State loans in 1967 which
were given priority. Lastly, the Government set a ceiling on
aggregate bank credits to enterprises and there was sharp -
competition for the 7.8 milliard forints made available, which-
fell far short of requirements. On the other hand, surplus
stocks rose very rapidly to a_total of 15 milliard forints in
1968, but no evidence is available: to indicate to what extent
these were fihanced by credits.

46. ‘It was not planned to make any increase in credits to
enterprises in 1969 and where these were granted they have been
hedged with more stringent conditions to ensure their rational. -
euployment. In particular, priority was given to enterprises
with high export records and special privileges were granted to
those selling to capitalist countries. Developument funds .
exceeded the 1968 level but, because of the extension of taxes
on fixed and circulating capital to capital financed by loans,
enterprises may have been more reluctant to borrow from the banks.
However, the wvolume of investuments exceeded by some 7-8% that of
the previous year. The disparity between supply and demand has

.not eased; the building industry was not able to meet the demand

of investors, even with a considerable increase in output, nor.
did the machlnery industry.
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D. Standard of Living

47, A special effort was made in 1968 to keep up the
standard of living. Towards the end of 1967, large quantities
of consumer goods were imported in order to cushion the hote
narket against possible dislocations following the introduction
of the reforms and to forestall inflationary strain. 4s a result
stocks were plentiful and, although light industry production
progressed by only 2.8%, retail sales increased by 7%. Retail
prices which had gone down by 1.5% in January, rose by 2% during
the year so that the final December 1968 index was only 0.5%
above that for Dececmber 1967. Such a small rise was greeted
with scepticism by the population, all the more so as certain
poorer quality articles had been withdrawn from the market and
replaced by better quality and nore expensive items, a point
which the official calculations ignored. Furthermore, the black
market does not seem to be very widespread in Hungary. However,
the agricultural co-operatives and their nembers are-entitled to
sell their goods directly in the capital, and this facility
represents an appreciable source of incomne,

48, The total income of the population rose by 8%, mainly
because of the excesslve rise in employment, but also on
account of the rise in average earnings and the big rise in the
income of the peasantry (9%)., - Real wages of workers -and
employees rose by between 2% and 2.5% and their real income by
between 5% and 5.5% as a result of the increase in profit-
sharing over 1967. DNone the less, complaints were voiced about
the sharing of profits with workers feeling that disproportionate
anounts had gone to the already better paid categories of ’
employees. The lifting in 1969 of the 4% linit on wage
increcases and the new system of distribution of the profit-
sharing fund may foster the willingness of unskilled workers
to accept the reform., PFurtheruore, it appears that the
proportion of persons dependent on the working population has
recently decreased, This is probably an exceptional situation,
explained by the fact that children born early in the fifties,
when abortion was temporarily prohibited, are now entering the
labour narket, o

49. In view of the price stability and the 5% increase in
social benefits, the Government's claim that the standard of
living has risen is doubtless true. However, the goods offered
for sale were not always of a type and quality in demand. This
is illustrated to some extent by the rise in retail stocks.
Personal savings also increased by 4.4 nilliard forints (17%)

~and by a further 7 milliard in 1969. This indicates considerable
‘shortage in the supply of certain consumer goods, These

deposits enabled a large number of private loans (1.7 williard
forints) to be made, particularly for the building of living
accommnodation, The Government's new directives for private
trade show its concern to provide consumers with more goods and
services (the price of the latter rose by 4% in 1968), DILicences
can now be issued under 70 different trades, in order to improve
the supply of goods and to make up for the inadequate network of
State and co-operative shops.
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50, The housing situation improved somewhat in 1968 with
the construction of 67,000 apartments, or 8% more than in 1967.
The housing shortage is still a serious problem, however, and
in order to overcome the dearth of building materials a start
has been made on establishing factories turning out prefabricated
honmes. : : '

.51, While the income of the population increased by over
9% in 1969, this is mainly because of the rise in euployment. and
the big share-out of profits made at the beginning of the year.
1969 has not been a particularly good year for the consumer., The
supply of wmeat has been poor and the price of vegetables high,
factors which hit the less privileged categories of the o
population hardest. Various enterprises have often found it
easier to increase profits by raising prices and exhausting their
stocks, thus creating a scarcity of certain items. Inmports,
which accounted for about 11% of retail sales in 1968, have
provided little stimulus to competition because of their high
prices, and they have sometines even led national producers to .
raise the prices of their products. Wage rises in 1969
were not supposed to exceed 2%, but they have outstripped this
figure and it is expected that the Government will take measures
to accentuate the interdependence between wage increases and
improved productivity. The rise in prices remained within the
1.,56-2% 1linit authorised in the Plan., ' |

" E.  Public PFinance

52, The total budgetary expenditure rose from 138.7

" milliard forints in 1968 (30% over the previous year) to 155.9

milliard in 1969, i.e. a rise of 12.4%. This rising trend is
explained by the implementation of the economic reforns and the
resultant price changes. Forecasts of receipts (154.2 milliard
forints) are based on increased tax returns resulting from the.
expected improvement in productivity. Almost half the total
expenditure is to be accounted for by investuments (36 milliard-.
forints) and subsidies (40.82 milliard forints). Contrary to the
practice in Communist countries, in 1968 and again in 1969 a -
‘deficit was recorded; as it only amounted in 1968 to 1,400 million
forints, or 1% of the total receipts, it was easily absorbed out
of the previous year's surplus. The figure should be about the
same (1,17) in 1969. In 1970, budget expenditure should amount
to 170 milliard forints (an increase of 9%) of which 38 milliard
will be accounted for by investments. The deficit should remain
at the same level (1,700 million forints).

53. The interpretation of the Hungarian defence budget
gives rise to a number of difficulties. Between 1963 and 1966,
this budget gradually went down from 6.6 to 5.2 nilliard forints
only to rise again appreciably during the last three years. It
is probable that the financial repercussions of the stationing-
of Soviet troops in Hungary has something to do with this trend,
but no confirmation is available. 4gain, it is budgetary
practice in Comnunist countries for official figures to omit -~
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certain expenditures which, in the West, are normally

considered to be conmnected with defence. Thus, variations .
affecting the official budget do not necessarlly reflect a
corresponding variation in actual uilitary expenditure. The
defence budget rose by 18.4% in 1968 to a figure of 6,439 million
forints and by 24.6% in 1969 to a figure of 8,029 nillion
forints. However, this figure does not reflect a big increase

in the nilitary effort but rather accounting changes. It is
probable that because the econonic reforms have increased the
degree of self-financing of investments, the Ministry of Defence
is now obliged to wmake public the subsidies paid to enterprises
engaged on defence projects whereas these subsidies were formerly
included in the ordinary national budget. The rise in prices
that followed the reforms has also made itself felt in the
nilitary budget. Hungary'!s real defence effort, taking into
account expenditure camouflaged in other budgetary chapters,
represented 4-4.5% of the GNP at factor cost according to the
estinate of experts who met at NATO in 1968, : There seeus to be
no notable change in this respect for 1969. .

F. The 1970 Plan

54, The two main tasks to be faced in the final year of .
the current five-~year Plan are the promotion -of efficiency and .
the further improvement of the general balance of the econory. -
To these ends national income is expected to grow by about
5-6%; industrial production will increase by some 6%, but some
sectors (engineering, chemicals and electricity) will expand
faster than average whereas production in mining, wmetallurgy and
light industry will grow more slowly. Despite considerable .
developuent, the building materials industry will not be, able,
even in 1970, to meet the demand and larger imports will be .
necessary. The labour force in industry will be increased by -
2-2%% and productivity by 3-4%. The value of investuments will
grow by 6-7% in 1970 and the share of the ‘productive sectors ..
will .be somewhat reduced to the benefit of the non-productive
sectors, including housing. Agricultural output will rise by
about 1%; crop production will probably not exceed the 1969 .
results, but livestock will progress considerably. With respect
to living standards, an increase.-in real wages of 2,5-3% and a
stabilisation of consumer prices are expected. For this ‘
purpose, the proportion of products in the free price category
will remain unchanged; however, the Plan assumes a 1-13% rise
in this sphere. '

III. ECONOMIC RELATIONS WITH THE OUTSIDE WORLD

A, - Foreign trade

.55, " Foreign trade is vital for the economic progress of a
snall country like Hungary with limited natural resources and a
small home market. ZExports account for some 9.9% and imports
10.3% of the Net Material Product. ZExchanges with Hungary's
trading partners have grown much faster than-the GNP in recent
Yyears %an annual average of 8.5% between 1960 and 1968) and
exports have outstripped imports. Under the third five-year
Plan,hfopeign trade should develop at an average yearly rate
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of 7.9%. The results of the first three years show wide
variations with the growth rate going from 4.3% in 1966 to 10%
in 1967 and back to 3.3% in 1968, The share of the Comuunist
countries has reached 70%, with 37% for the Soviet Union alone.
Exporting to the non-Communist countries has not been so
successful, since the share of the Western industrialised
countries fell in 1968 to its 1960 level (24.2%) and turnover
with the developing countries also went down in absolute

terns and as a percentage of the overall figure (5.6%).

56. Except for a small surplus in 1961 and a slightly
larger one in 1966, in recent years Hungary has had an adverse
trade balance with the Western industrial countries.: This
persistent imbalance which was mainly the fault of the poor
export showing, prompted the- authdrities to reorganize their
foreign trade as part of the economic reform., In 1969 there
was for the first time a considerable export surplus with both
the capitalist and the socialist countries. This favourable
trend in the foreign trade balance seeus to be one of 1969!'s
special successes and therefore one of the achievements of the
economic reform. S :

B, The Geogrqphicalybreakdown

. 57, The Soviet Union, with 37% of the total trade, is
Hungary's Toremost trading partner. About 40% of the USSR's
exports to Hungary are made up of raw naterials and semi=-

- finished products. Almost all Hungary's imports of crude and.

refined o0il, iron orec and pig iron, wmost of her imports of
phosphate fertiliser, timber and electric power and alwmost half
of her purchases of coke, cotton and rolled steel come from the
Soviet Union. The latter also supplies Hungary with machinery
and equipment, especially that required for the chemical, oil
and rubber industries. Industrial plant and equipment,
especially telecoununications equipment and pharmaceuticals take
the lion's share of national exports to the USSR, This country
also provides a steady and virtually unlinited outlet for :
Hungarian industrial consumer goods and agricultural products.

- .58, . Until 1966, Hungary always had a debit balance in its
relations with the Soviet Union (135.6 nillion dollars for the
1960-66 period). This is probably explained by drawings on
Soviet credits granted for the fulfiluent of the second five-year
Plan, This trend was reversed in 1966, and over the three ,
following years Hungary has had a cunulative surplus of 76 million
dollars which may be attributable to partial reiwbursement of
various Soviet credits falling duvue for repayment in 1970. By .
that tiwme, Hungarian-Soviet trade should have increased 50%,

i.e. at an average annual rate of 8.4%. The annual increase
(7.1%) for 1966-68, however, would so far seem to fall below the
targets. DNegotiations covering trade during the period 1971-75
have already started, and nutual deliveries of machinery are
receiving special attention.
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59. The other Communist countries of Eastern Furope =
accounted JUst over 51y, of Hungary's foreign trade in 1968,
The volume of trade rose by 36,8/ between 1963 and 1968, naking
an average of 6.57 per annum, with exports rising nore rapidly
than inports. The nost significant progress was with the Soviet
Zone of Germany which has taken Czechoslovakia's place as
Hungory's second trading partner. Hungary's uain exports are
products of its enginecering industries which, like chenicals,
also rank high anong imports from the Soviet Zone. Expansion of
trade between the two countries is the fruit of agreements on
industrial co-operation and specialisation which should also
provide the basis for nmore trade with Czechoslovakia. Poland is
Hungary's fourth trading partner. Recent changes in the pattern
of trade between the two countries, with increased .eaphasis on .
machinery and equipment, are a reflection of their growing
industrialisation.

60, Trade between Hungary and its NATO trading partners
rose by 38.3% between 1963-68, naking a yoarly average ol b (%,
with exports rising a little faster than imports., Germany
heads the list of these partners followed by Italy, the United
Kingdom and France. Hungary's debit balance with NATO countries

as a whole fell from £83 nillion in 1964 to €31 million in 1968.

61« Over the past few years, Hungary has sought to replace
the one~year bilateral agreenents with the Western countries by
long-tern agreements (four or five years) within which annual
protocols are negotiated. In November 1866, Hungary was granted
observer status by GATT and has now applied for full menbership.
It has also put out a2 number of feelers with a view to the.
establishment of relations with the Common Market. ~

Ce Commodity composition of foreign trade

. 62, In the field of exports the leading place is.now held
by machinery and equipment which represented 27.4% of Hungarian
exports in 1968 as conpared with 9% before the War  they are
sent aluost exclusively to the other Communist countries. HNext
are fuels, raw materials and semi-<finished products combined
which accounted for 27% of the overall figure, half. of this
anount going to the COMECON countries. The remainder is made up
of industrial consumer goods (24.3%) and foodstuffs (the
percentage of which has fallen from 57% before 1945 to 21.2% of -
the overall figure). 1In fact, sales of agricultural produce
outside the Coununist. market provide Hungary with one of its
nain sources of convertible currency. Another such source 1s
tourism. The nuwmber of foreign visitors rose from 244,351 in
1960 to 2,419,924 in 1967, wost of theu from the Socialist
countries, particularly Czechoslovakia and Yugoslavia.

NATO CONFIDENTIAL -30 -
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63. As for imports, fuel, raw materials and seni-finished
goods account for half of Hungary's foreign purchases with the
USSR the main supplier, In percentage terms, imports of plant
and machinery have risen steadily. They now represent alwost a
quarter of the overall volume of imports, and are supplied in
most cases by the other Coununist countries: 'The balance is-
made up of foodstuffs (11.5%) and consumer goods, over half of
which come from the West. , T

D. Impact of the Reforms on Foreign Trade

64. Since two years have elapsed since the economic reforms
came into effect, it is still too soon to assess their overall
impact. Hungary's trade balance improved markedly in 1968, with
a deficit of $13.4 million, as coupared with the 1967 figure of
#74 pillion, However, this was magnly due to a sharp rise in
exports to the other Communist countries, and especially the
Soviet Union, where a surplus was achieved, At the same tine,-
overall imports were kept down to just over the 1967 level -

.i.e. . well below the planned figure. Imports from Hungary's non-

Communist trading partners went down by 4% (5% for the
industrialised countries), as compared with an increase of 7.8%
in 1967. This seems to indicate that the new measures designed
to check the hard currency outflow have proved their worth; they
may even have been overdone in some cases., Exports to the West
went down by 4.4% (2.5% for the industrialised countries), .
agricultural and food products being especially affected. These
products now represent 34% of overall exports to the West,

.65, In view of these results, further measures to promote
exports have been announced: +tax rebates and foreign currency
loan facilities for investments designed to increase exports.
The full iupact of these measures will not be felt for sonme time.
However, judging by the 1969 figures, the position has clearly
improved: a 16% increase in exports has been achieved together
with a 7% increase in imports. Particularly striking is the 32%
rise in exports to Western countries as well as the favourable
trade balance. Higher prices in Western wmarkets and a uore
liberal attitude, on the part of the Common Market, towards
Hungary's main agricultural exports played an important réle (it
should be noted that exports to the West had fallen sharply at
the beginning of 1968 as a result of the difficulties in selling
agricultural products, and especially cattle, to the Coumon
Market). Another factor was the introduction of incentives
designed to increase exports. . ' '

66, In 1970, imports should increase by 6.7 and exports
by 7.5%, and the foreign trade balance would again be positive.
The planned rate of growth of imports from Western countries
(9.8%) is higher and of exports to these (5.3%) is lower than-
the global figures of trade with the Comnunist world., Special
emphasis will be laid on trade with the developing countries.

31 NATO CONFIDENTIAL




PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

NATO CONFIDENTIAL -32=-
—TC70 . ,

From the available figures for 1969, it appears that, following
the reorganization of foreign trade in the context of the
economic reforms, firms have been prompted to step up their
exports to strong currency countries and the new arrangements
seem to be operating satifac¢torily. In this connection, it

is noteworthy that, in 1968, approximately 35% of export
transactions and 11% of iwport transactions are reported to
have been concluded directly between the producer and the

consumer.

E. Co—operation with the COMECON countries

67, Although Hungary is trying to increase its trade with
the West, this is unlikely to have an adverse effect on its
dealings with the Coumunist countries, which already account
for 70% of Hungary'!s overall trade, - Thus, since the country
currently relies on Soviet raw materials, since Hungarian-

‘commodities are still largely uncompetitive on world markets

and are therefore dependent on Comnunist markets and in view
of the long~term planning system governing COMECON trade, the
present trend of Hungary's foreign trade will probably gontinue.

68, During the COMECOH meetings held in Berlin and Moscow
in January and April 1969 respectively, Hungarian economists
put the case for closer co-operation in this body whose present
structures, in their view, were outdated, as a result of
national economic reforms in each of the member countries. In
addition to the usual themes of integration and specialisation,
the Hungarians are advocating trade liberalisation and ,
co~operation at enterprise level within the COMECON,.coupled
with the introduction of a degree of convertibility, In recent
months there has been widespread discussion of reforms as .
regards COMECON trade and currency affairs. A4t a conference in
Jenuary and at subsequent meetings inside COMECON, specific
plans appear to have been put forward along, however, with other
proposals to make COMECON more effective, Hitherto in practice
the "transferable" rouble has been an accounting unit and there
has been no inducement to hold it as goods available for export
had already been allocated. It has now been suggested that one
should get away from strict bilateralism in trade and that the.
COMECON currencies should be made convertible. This would imply
some devaluation of most currencies relative to the rouble. So
far, no precise measures have been announced. '

69, Hungary took a number of practical steps as early. as
1967 in an effort to secure a greater liberalisation of 1ts
foreign trade and the developuent of frontier trade. On a
Hungarian initiative, a conference of the Ministers of Internal
Trade of all the COMECON member countries - the first of its
kind was held for this purpose in February 1969. -

NATO CONFIDENTIAL -32-
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70, The existing forms of co-operation between Hungary and
the rest of COMECON (apart from Hungary's menmbership of
COMECON's permanent agencies) comprise a wide range of joint
production, investument and commercial agreenents; these provide
for the joint production of specific equipment, with or without
the participation of non-Coumunist countries, joint wmanufacturing
cycles (a notable example of which is the Soviet-Hungarian
agreement on aluminium), joint investments, the establishment of
joint enterprises, specialised production and financial -

£

co-operation(l).

F, Co~opneration with the inhastrialised West

: 71. Hungary is convinced that productivity can be B
increased only by developing trade with the West, whose advanced
technology is essential to her. However, in order to avold -
anassing heavy debts in foreign currencies, it has concluded 2
nunber of technical and industrial co-operative agreements with
firms in the leading Western industrialised countries. A4s early
as 1965, the Ministry of Metallurgy and Engineering and the
Ministry of Foreign Trade jointly set up a Foreign Trade Office

‘for ‘Technical Co-operation in order to promote co-operation in

the production field between Hungarian factories - particularly
those engaged on wmetallurgical and engineering work - and Western
firms. In 1968, Hungary signed 28 agreements of this kind -
i.e. dlmost double the nuuber concluded in the previous four
years. Arrangements of this kind are likely to develop still
further in the immediate future. f S

72, Industrial co-operation agreements werc designed
primarily as an alternative to long-term credits. However, they
also act as incentives and as yardsticks for the modernisation
of Hungarian industry, which is one of the specific goals of the
economic reform. Despite the country's long-standing traditions
of craftsmanship and the high quality of its products,

~ especially in the electrical engineering and precision

industries, its research and developuent resources are limited.
It has therefore been decided to give up over-ambitious schemes
and to make use of Western designs and licences.,

75. Of all the Communist countries, Hungary is the wmost
suited to this foru of industrial co-operation, particularly
since the Hungarian Communist Party is clearly prepared to take a
fairly flexible attitude in its econonic relations with capitalist
countries, Hungary has been the wmost active of all the COMECON
countries in this respect and has concluded a wide range of
agreements in the following categories: division of labour;
asseubly of Western couponents in Hungary; processing or raw
naterials; joint delivery of complete plant to a third country;
repayuent in goods; repayments by products of equipment,
technical agreements and exchanges, joint companies and
licences(2).

(1) Por a more detailed analysis, see Annex II
(2) PFor a wmore detailed analysis, see Annex III
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Go .Western credits

74, Despite the new forms of industrial and technical
co-operation it has developed with the West, Hungary is still
obliged to rely on Western credits to flnance imports .of.
capital .goods. Since no information is available regarding
actual drawings on these credits, it is only possible to
indicate the size of Hungary's medium and long-term debts to
the NATO countries. At the end of 1968, these totalled
£119.3 nillion(1l). This is less than the amount owed by any
of the other ‘COMECON countries- (except Mongolla),_'

850 million - i.c. -40% of this total - was made up of credits

- granted for five years or wmore, this being a smaller proportion

than for Rumania, Poland or Czechoslovakia. Even although-
these figures do not include credits granted by non-NATO .
countries such as Austria, Sweden, Switzerland and Japan,. they
probably exaggeratée the extent of Hungary's 1ndebtedness, as
some of these credlts have not been drawn upon.

75. Hungary was first of the East Duropean countries to
negotiate Euro-dollar loans with the West. In 1968, it secured
3-4 year Buro-dollar facilities to the tune of $10 million and
subsequently #15 nillion from banking consortia headed by
Lazard ‘and Rothschild respectively. This arrangement is more .
flexible and therefore secems to be more advantageous than -~
credits tied to the purchase of specific capital goods. .More
recently Hungary borrowed $15 million on the London market fron
a consortium of banks headed by Bolsa to finance the expansion
of the aluminium industry. This is the first Western loan for
the industrial development of an East European country ‘which has
been assigned to a specific industry. . :

R

(1) TFigure quoted in AC/89-WP/280
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THE_ECONOMIC REFORMS (1)

l. The guidelines of ‘the New Economic Mechanism (NEM)
were published in May 1966, followed by decrees for their
implementation, which began in January 1968. This Annex
examines the main aspects of the NEM, including the foreign
trade sector, The reforms in general aim to create a . more
competitive economy and a more effective state planning -
system, by introducing a greater element of "self-regulation",
i.es by relying more on market forces and monetary incentive
and by delegating ordinary operational management decisions,
This at least is the theory, but certainly in the early
stages of implementation the gtate retains very conQiderable

" pOWers,

Planning ‘ .
2, The principle that decisions should be made at the

moat appropriate level has freed central planners from the

need to plan all aspects of enterprise activity, while leaving
with them the central economic plans as the main device for

- the execution of economic policy. The content of plans now

depends on their function, Iong-term plans (10-15 years)

- .outline basic objectives of policy relating to international
‘relations, living conditions, and economic development; the
medium~texrm plans (5 years) contain guidelines for growth

and indicate mandatory tasks (e.g. in investment) for the

five year period, while the short-term plan (one year) has a
more flexible nature., Apart from defining obligatory
developments for its particular year of the Five Year Plan,

it provides opportunities for modifying elements of the -
longer plans and initiating economic policy changes., - ’
Enterprises now make their own plans independently; and it is
a function of the respective Ministry to ensure that -the plans
of enterprises within its jurisdiction are within the
framework of state economic policy. , _ .

' Enteggrises

o 28 Much more responsibility now rests with the
enterprise director, although the Ministry or other founding
body retains the power to intervene if necessary. With the
abolition of central allocations for most materials and

- products and much greater freedom in wages, investment and

production policy, the enterprise director is now free to use
the assets of the ‘enterprise as he thinks best - long~run
profit has now become the main success indicator. Workers!

- councils have. no place in the Hungarian reform programme,

a»

(1) Part of a study on the Hun arian economy submitted by the
: Unlted Kingdom Delegation % C/89~WP/280 Annex I) -
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mainly because it is felt that these would restrict the enterprise
directorts authority, though trade unions do have rights
regarding working conditions, and the management is obliged to
make a legally binding contract with its employees. Through its
taxation policy, the state tries to ensure that the enterprise
operates efficiently: particularly important has been the
extension to all enterprises of the 5% tax on fixed and working
capital used for productive purposes. This is a tax paid out of
profits intended to encourage the economical use of labour and
capital, and to diecourage the production of unsaleable goods.
0f the remaining profit, an average of 60% is paid to the state
at present in the form of a progressive profit tax, and the
remainder used by the enterprise to establish profit-sharing,
development, and reserve funds. The profit-sharing fund is used
to supplement personal incomes; although the state determines
basic wages, the enterprise can use the profit-sharing fund
either to increase wages during the year or else to provide.
differential share-outs at the end of the year. The shares paid
can be up to 80% of annual salary for top management, 50% for
technical and administrative personnel, and 15% for workers. In
addition, premiums may be paid to top managers, which may reach
30% of their basic wage, but, though this group stands to gain
much more from profit-sharing, it also stands to lose much more.
If the future performance of the enterprise is in doubt, 25% of
the managers! share can be withheld and digtributed in the other
two categories or kept as a reserve. Furthermore, .in the event
of an enterprise deficit not recoverable from reserves, -only 75%
of a top manager'!s salary is guaranteed and 85% of that of
administrators and technicians, whereas workers wages are .
guaranteed to the full(l). The profit-sharing fund 1s taxed

(1) DNew provisions have been adopted since the United Kingdom -

- note was drafted, 4s the creation of three categories of
enterprise had created dissatisfaction and therefore impeded
any increase of incentive, new regulations, approved last
December but retroactively in force as from 1lst January, 1969,
provide for the abolition of categories and grant to the
enterprise managers and the trade unions a much freer hand in
the determination of how the profit-sharing fund is to be
distributed, Only two factors have to be taken into account:
the basic wage and the length of service with the enterprise,

- A uniform basis for calculation for all the degrees of the
hierarchy will be determined by collective agreemeénts,
although there can be financial differentiation between
factory units and workshops according to their contribution
to the enterprise achievements and provided that the amount

- payable does not exceed 25% of the annual wage fund. For
people in top positions and those members of the staff who,
because of their duties or sphere of activity, have a

. determining influence on the enterprise results, a system of
profit’ prémiums is introduced, depending on profits and on
the development of the personal income of all workers in the
enterprise. :The rule remains that the basic salaries of
these people can be reduced in the case of loss-making
-management, This category will be laid down in the
collective contract and the reduction will in future be 15%
uniformiy.
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progressively at rates from 2-70% to prevent too wide :
differentiation between enterprises. The development fund
(which also includes a percentage of amortisation) is used
primarily to finance an enterprise's own investment, to
provide circulating capital, finance improvements in labour
conditions, pay communal taxes to Councile, and repay bank
and state loans. :

4, The division of retained profits between development
and profit-sharing funds depends on the ratio of wages to
fixed assets, and in 1968 wages were multiplied by a wage
factor of 2 to 7 (2 for trade enterprises, 7 for state farms)

~to further even out differences between enterprises., A

reserve fund must be formed, in order to cover unforeseen
risks, by deducting 10% of the profit-sharing and development
funds, In 1968, 60% of the enterprise development fund formed
from investment grants to the enterprises in 1967 was to be
used to establish the basis of this reserve fund. Turnover
taxes are maintained to manipulate prices, but their

importance will decrease as prices reflect costs more

accurately., Finally, by means of production taxes, the sfate
can tax away profits considered to have been made by
monopolistic practices. '

Investment and Credit

5e With the government!s dependence on economic measures
to regulate the economy, investment and credit policies assume
more important rdles in the NEM. Though provision is made for
the extension of enterprise financing of investments and
increased use of bank credit, the govermment still determines
the aggregate volume of investment, and its distribution
among the various sectors of the economy, Central plans no
longexr contain any plan indices or limits for enterprise
investment, but, through control of amortisation funds, profits
and credit policy, the state ensures that central objectives
are observed by enterprises, In addition, certain categories
of investment can be initiated only by the state, the most
important of which are:

(2) Individual large scale investméhts, which include:

(i) expansion of an enterprise’which results in a
25-30% increase in the output of the branch
or product group concerned;

(ii) any investment dependent mainly on imports;
(iii) any investment which the govermment cares %o
classify as large scale.

(b) Non-productive investments in the power and transport
industries etce

(c) DNon-productive investments of Councils and official
Bodies. : :
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Investments in Category (a) are plan instructions and must be
given priority over all other invesiments. Enterprises can
initiate the replacement of obsolete fixed assets,
modernisation programmes, expansion of production and
non-productive welfare investments (and any investment which
does not violate conditions (i), (ii) and (iii)). An
important change under the NEM is that state loans must be
repaid (at least in part) by enterprises, and this ought to
stimulate a more rational use of investment funde,

6. As well as defining the scope of enterprise
investment, the state can further control investment through
its credit policy. In general, credits are granted according
to the credit-worthiness of enterprises. The basic interest
rate on medium~term (3-4 year) credits has been fixed at 8%,
while that on long~term (6 year) credits is 5% initially and
7% when the project becomes productive, Several exceptions
to these general rules are provided for; thus repayment
periods of up to 8 years are permitted in the case of
investments improving the 'regional distribution of industry!
and of up to 10 years for foreign exchange earning investments.,
Long-term. credits will not be granted in coal-mining,
petroleum and natural gas production, electric and other
public utilities. In agriculture, the interest rate on medium-
term (4 year) credits is 6-8%, and long-term credit repayment
periods can be as long as 20 years; no minimum rate of return
has been stipulated., Short-term credits in general are made
on the basis of contracts or credit limits, and are granted
mainly for improving the supply of goods to the market and for
providing tewmporary circuvlating capital, the interest rate
being fixed at 8%. In general, an enterprisefs security for
credits is its balance sheet, and this provides an extra check
on the performance of enterprises, for, if the bank is
dissatisfied with an enterprisets performance, it can withdraw
credit facilities, keeping the founding body informed.

Priceé

.- Te - . Four. categories of pri¢es have been established in

the new system: officially fixed, maximum prices, prices

allowed to fluctuate within limits set by the state, and free
prices (non-official)., Thé first two categories include 70%
of domestic raw material and semi-finished product prices;

60% of agricultural prices, and 50% of consumer goods prices.
In certain instances modifications of non-official prices
planned must be reported to the appropriate price authority

in advance, and the National Material and Price Bureau may
suspend price rises for three months, To restrict monopolistic

pricing policies, agreements dividing markets have been made

illegal and profiteering has been made a criminal offence.
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Costs of production, value judgements of the market and state
preferences are taken into consideration when fixing prices, .
and it is claimed that state regulation of fixed prices will
be flexible. In spite of the increased influence of market
forces on prices, subsidies are still widespread, and, in
addition, 50% of consumer goods have fixed or maximum prices
in order to prevent any deterioration in the standard of
living, Although 23% of consumer goods have free prices, this
is not greatly different from the position before the NEM.
Another important aspect of the price reform is the raising
of agricultural procurement prices to ensure the financial
independence of co-operatives and to bring agricultural ‘and
industrial price levels more into line.

8e So 1ong ag - the state retains such extensive control
over relative prices, and socilal considerations play such an
important r8le, progress towards a more .rational system will
be very slow, and the Hungarians themselves expect that it"
will take 10~15 years to evolve a pricing system which reflects
supply and demand conditions adequately. This emphasises the
long-term nature of the NEM, since the price reforms are
crucial to its ultimate euccess. A

AgriCulture

-9¢ - The agricultural reforms, like those in industry,
are based on the principles of increased self-management and
financial independence, together with state control through -
economic measuress The reforms began -in the latter half of
1965, with a reduction in the number of obligatory
requirements imposed on state farms and the substitution of a
contract system for central directives in co—operatlve
farming, The only compulsory target remaining is for the
aree. sown with bread grains, In 1968 central control over
sales was reduced, and co-~operatives can now sell most
products either direct to consumers (e.g. state enterprises,
hospitals, restaurants) or on the market, as well as make
contracts with state procurement bod1es.. In addition, some
co-operatlves have been granted independent export rights.

10, In 1966 it was accepted that existing prices for '
ugricultural products were too low and, as part of- the.
general price reform, a gregate prices were raised by 9% in
1966 and by a further 8 in January 1968, when tax concessions
to help the weaker co-operatives were also Iintroduced. 1In
January 1966 state farm assets were revalued and revised
depreciation. charges were introduced,. In December there was
a.revaluation of co-operative farms assets, and a substantial
part of their debts were cancelled; 60% on average, and up to
85% for weak co-operatives, Amortlsation funds and wage funds
were established in 1966, This, together with the new
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development fund,” should permit a greater volume of self-
financed investment to take place. 4s of 1st January, 1968,
wages and eportisation are calculated as costs, and, together
with the establishment of profit-sharing funds, this means -
that most co-operatives are now able to guarantee up to 80% of
the average monthly wage. |

11, To encourage profitability and to help the employment
situation, a decree in 1967 extended the scope of co-operative
farms ancillary activities to include machine maintenance and
repair, the production of building wmaterials, packaging, and
transport. - -Ancillary activities were previously limited to
processing agricultural products, and were performed by about
30% of co-operative farms only. To prevent too much
decentralisation of decision taking, and to co~ordinate the
activities of co-operatives, Regional Asseciations of
Co~operatives have been set up, and it 1s expected that these
associations will also improve agriculture's bargaining _
position vis-A-vis industry., 4s well as these purely economic

‘reforms, there have been since 1966 several social reforms to

improve 1living conditions and to reduce the labour exodus.
These have included  improved pension conditions and family
allowances, ' ,

12. In 1968 the state introduced a new co-operative law
to regulate the rights and duties of co-operative members, and
a new land law to rationalise the land ownership situation,
The co-operative law is based on the principle that the menber
is both-an owner and an employee of the co-operative and
therefore has both rights and duties, Under the new law,
only full membership 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 g minimum amount of collective work
being done (150 days for men and 100 days for-women). An
important change under the new law is that all members are -
entitled to a household plot, whereas previously only one plot
for each family was allocated. In addition, the size of the
household plot is now related to the amount of collective work
done, The rights of the members are determined by the
Adssembly, which also has the authority to expel members who do
not fulfil the minimum collective obligations, and to accept
or reject prospective members, It is hoped that these
measures will encourage people to stay in agriculture and, at
the sgame.time, provide incentives to improve the quality of
collective work,
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13, Before the introduction of the new land law, the
land farmed by the co-operatives was owned either by the
members (58%), the state (22%), or by non-agricultural workers
or institutions (20%). As-a result of persons outside of
agriculture inheriting- memberst land, about 70,000 hectares.a
year is thought to have passed into non—agricultural ownership.
The right of the co-operative to use these lands remained,
but the payment of rent to outs:de owners was a financial
burden, The land Taw is attempt to rationalise this
situation by bringing 1and into collective ownership. State
lands are to become the property of the co-operative in
return for a nominal amount of compensation. Non-agricultural
owners had up to l=t .January, 1969 to decide whether or not they
wish to become members., If they did not or .if they were
rejected by the co-operative Assembly, they are entitled to
retain 0,57 hectares of land, but any amount in excess of this

" becomes the property of the: co—operatlve in return for
_compensation, Iand belonging to members remains theirs unless

they voluntarily decide to sell it to the co-operative. To
prevent land pass1ng out of the co-operative, a member leaving
it can only retain 0.57 hectares, and outsiders inheriting
land may keep it only if they are accepted.as members within
three months of the date of. inheritance. It has been stressed
that co-operatives will have to pay compensation from their
own funds for any land acquired, and this ought to moderate
attempts to obtain ownership.of members! lands,

Reorgenizatlon of Foreign Trade under NEM

14, The declared aim of the organizatlonal changes 1is to
promote the general effectiveness of foreign trade operations,
with special emphasis on exports, basically by removing
detailed central control from the Ministry and allowing
economic criteria, such as market forces, prices and credits,
to play a part in decisionsg affecting foreign trade activity.
In the past, the functions:of manufacturing and selling had

been kept quite separate, with: the foreign trade corporations - =

acting as the buying and -881ling agents of the Foreign Trade

Ministry - divorced from the technical problems of production
and costs, whilst the producers themselves were out of touch

with the requirements of the market.

15, Under the new system, quantitative targets are
abolished and o system of incentives replaces the detailed and
obligatory export targets previously laid down for each
enterprise. The choice of market is now left to the producer,
who can sell either at home or abroad, according to whichever
market is the most "profitable", without reference to the
foreign trade corporations, Manugbments are thus free to
decide where they want to concentrate their export effort.
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This should have the effect of maoking the producers
responsible for the financial success or otherwise of their
exporting activity. Government subsidies will continue to be
paid for a short period (subject to a certain export level
being achieved), in order to assist some of the less
competitive enterprises to adjust to the new conditions, but
this is regarded as a purely temporary expedient in the
transitional period., Some protection to domestic industry is
also provided by a three~tier customs tariff, with a
preferential rate for developing countries, an MFN rate to
cover the ‘bloc and most Western countries, and a full rate for
Portugal, South Africa and the United States.

16, - The right of independent export (i.e, without ‘the
intermediary of the foreign trade corporations) was granted
initially -to a number of large producer enterprises enjoying
g monopoly of their particular product, and already exporting
directly & falir portion of their output. One of the industries
most concerned is engineering, and among the major enterprises
invested with the right of direct export are: GANZ MAVAG

- Locomotive ‘and Railway Carriage Manufacturers, CSEPEL Iron and

Steel Works and the Hungarian Optical Works (MOM). Some

©  commercial enterprises, notably those handling sales of
e . H

capital equipment, may also be allowed to deal directly with
firms abroad. To date, some 80 or more manufacturing and
commercial enterprises are involved, although the central
authorities retain the right tc withdraw any concessions on
direct foreign trading rights if necessary. The majority of
enterprises, however, will continue to use the state foreign
trade corporations as buying and selling agents, either on a
commission basis or with both sides sharing profits and risks.

- It is hoped in this way to provide the trading associations

with an incentive to maximise export profits and thus boost
trade generally. T

- 17, Another incentive to exporters is provided by a
system of -foreign exchange multipliers, applicable to Western
currencies’ and the rouble respectively. These multiple
exchange rates are well above the official exchange rate for
the forint 'and are weighted in favour of the convertible
currency area, Through the use of such multipliers (devised
to make enterprises feel the full impact of their foreign
trade operations) it is hoped to encourage exporters to
maximise their returns. Conversely, the application of the
new differential rates to imports will make these dearer and
should ccuse importers to be highly selective in placing

-orders with foreign firms, Just as producer enterprises are

free to select outlets for their products, so user enterprises
are able to diversify thelr sources of supply by buying on the
domestic market or importing, If the latter, then the
enteyprise itself has to finance the purchases, either from
foreign exchange earnings or through bank loans. To control
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any excessive imports and forestall a rush on credit ’
facilities (chiefly for machinery and equipment imports) in the
initial period of reorganization, import licensing is being
used extensively. Four main types of licensing arrangements
have been drawn up. They include 2 liberalised list of raw
materials and semi-manufactured goods, for which licences

will be issued freely, and a global quota list, to include
mochinery and equipment. Import licences are lssued by the
Ministry of Foreign Trade or by the fareign trade

corporations, and enterprises earning hard currency almost
certainly have little difficulty in obtaining such permits.
According to Hungarian officials, this partial system of

quotas is meant to act as a guide in the formation of
commercial policy, and not as a means. of restricting the

volume of trade.

18, After a year of operation, adjustments to the rates
of levy for various goods were made, and modified customs
toriffs introduced for 1969. Some rates are now higher and
others lower, but it was stressed that the new rates would
not lead to rises in the home market price of imported goods
or of goods incorporating imported materials. 4 revised list
of commodity groups which carry full or partial exemption
from duty has been drawn up, and only 150 commodity groups are
now duty-free, compared with 540 in 1968. These modifications
in the customs tariffs are no doubt intended to reinforce the
policy of ensuring careful import selection on the part of
enterprises, At the same time, since increased tariffs on
imported materizls must not be accompanied by price increases
of the finished products (except possibly in the case of some
luxury articles), this will have the effect of reducing the
profit margins of the industrial enterprises and the foreign
trade corporations.

19, Another economic lever designed to check excessive
demand for Western machinery - necessary in view of
Hungaryt!s balance of payments difficulties - is the import-
deposit scheme introduced last year, whereby a two-year
deposit of 150% of the value of the import was required prior
to importing. The reduction of the deposit to 100% earlier
this year suggests that the scheme has been effective in
controlling the rise in such imports from the West: Dbut it
could be interpreted as a concession to some importers who
have reportedly been finding difficulty in raising funds to
meet the deposit payments. '

20, Foreign exchange will continue to be strictly
controlled by the National Bank, end all foreign exchange
earnings must be handed into the Bank, which then credits the
enterprise with the requisite amount in forints. Allocation
of foreign currency for imports is decided by the Foreign
Trade and Investment Banks, and authorised through the
National Bank, with preference given to imports of machinery
and equipment, the investment cost of which can be recovered
within a relatively short period (say 2-3 years).
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CO~-OPERATION. BETWEEN HUNGARY AND THE COMECON COUNTRIES(1)

Some examples are given here of the main types of
co~-operation agreements between Hungary and the COMECON
countries, as mentioned in the text above.

L

1, Joint Production

3

This type of agreement covers one or more bloc
countries, and involves supply of components for
items manufactured by another country. Hungary has
a number of such agreements, one of the most
important being a 1968 agreement with the Soviet
Union for co-operation in the car industry. Five
major Hungarian companies will supply, on the basis
of Soviet technical documentation, certain
components for the Soviet VAZ passenger car to be
manufactured under licence from FIAT at
Tolyattigrad, In return, Hungary will receive
12,000-14,000 cars a year (out of an estimated
annual productlon of 650,000~700,000 cars). This
agreement is to cover tne perlod 1969-1975.

=

“
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"2 Joint Production‘with East and West

This is a similar form of co~operation to 1 above,
but involving also a non-Communist country. A
recent example is the agreement concluded between
TECHNOIMPEX, Hungary, INVEST of Czechoslovakia and
the German firm of SUCKER for the building of
slashing machines for the modernisation of the
Czech textile industry., 50% of the components will
come from Germony and 50% from Hungary (built
according to -Sucker's blue-prints), with final
assembly in Czechoslovakia

‘3¢ Joint Processing and Development

DECLASSI FI ED/ DECLASSI FI EE -

Undexr this type of agreement, raw materials or semi-
processed goods are exchanged and further processed.
The outstonding example is the Hungarian-Soviet
aluminium agreement (sse paragraph 28)., Another
agreement, with Poland, concluded in February 1969
and Vovering 1971~l9"5, provides for deliveries of
Hungorian alum earth to Poland, to be processed and
returned in the form of aluminium. The new
agreement reflects the growing co-operation between

(1) Part of a study on the Hun arian enonomg submitted by the
United Kingdom Delegation (AC/89-WP/280

-45- "NATO CONFIDENTIAL




PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

NATO CONFIDENTIATL - 46—
INNEX TT %o <
ﬁSEngzz

4, -

5

the two countries in the 2luminium industry, which
began in 1960, Angther agreement, this time with
Rumania, provides for Hungarian lead slag and
agglomerates to be processed in Rumania, with
payment in the form of lead blocks. Under a 1967
agreement, Rumonion steel ingots are sent to the
Diosgyor Steel Works in Hungary, where they are
milled into blocks and returned to Rumania ags semi-
nanufactured goods,

-Joint Investment

Under this form of co-operation, funds are earmarked
for specific projects, and the credit country/countries
repaid in the products of the plant concerned.

This type of investment, as distincet from government
loans, repayable in cash, was first introduced into
CMEA in 1957, when the Soviet Zone and Czechoslovakia
undertook to invest in Polish coal~-mining. Hungary
has received investment credit, mainly from the
Soviet Union, for projects including the construction
of steel rolling units at Dunjavaros, a nitrogen
fertiliser plant at the Tiszavidek Chemical Works,
for development of the Szazhalombatta oil refinery
and the Light Metal Works at Szekesfehervar. and for
the building of a2 nuclear power station., Under a
long~-term agreement with Poland, the latter will
supply Hungary with equipment for a sulphuric acid
factory, as well as raw sulphur for processing, over
o period of 15 years (1971~1985)., Hungarian
investment has been made in the Bulgarian and
Rumanian chemical industries, and Hungary has Jjoined
with other East European countries in the
exploitation of a Soviet phosphate mine at Kingisepp.
Hungary is also reported to have extended a large
credit to Yugeslavia for the supply of Hungarian
power plant equipment and the construction of power
plants in Yugoslavia, repayable by long-term
deliveries of electricity. L

Joint Enterprises

This represents another form of Joint investment, but
differs from the latter in that ownership of the
company concerned is shared as well as the profits.
The first instance of such co-operation was the
setting-up in 1959 of the Hungarian-Polish HALDEK
Corporation, registered as a joint-stock company in
Poland, to process Polish coal slack into

briquettes., This was followed in 1964 by two further
Joint enterprises, this time with Bulgaria.
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LGROMASH, with its head office in Budapest and a
branch offlce in Sofia, co-ordinates the development
and manufacture in both countries of equipment for
market gardenlng vine and fruit growing. (Soviet
participation in AGROMASH has been confirmed during
1969 by an agreement signed in Moscow.) It is also
concerned with joint sales of such equipment to
third countries, INTRANSMASH co-ordinates design
and research work relating to mechanical handling
equipment for use in factories.. Since its
inception, INTRANSMASH has prepared more than 800
designs for transport equipment; and more than 20
projects have been implemented in enterprises in
both countries. As a result of its work, it is
clajmed that handling costs and time~scales in
certain factorles have been considerably reduced,
whilst other CMEA countries are also benefiting from
the specialist knowledge of the company.

Production Specialisation

Although production specialisation on a CMEA-wide
basis has so far failed, inter-product

specialisation between pairs of countries has been
developed successfully in some fields, Thus, Hungary
and Czechoslovakia have agreed on a division of
labour in the production of certain medical
instruments, to avoid duplication of output. Two
firms in the Soviet Zone are expected to participate
in this specialisation agreement, The Hungarian
Optical Works, MOM, and Carl Zeiss, Jena, carry out
joint research and specialisation in the manufacture
of medical instruments, particularly photo x-ray
cameras. Zeiss components are used in certain
hospital equipment exported by Hungary to third
countries. Other agreements provide for Hungary to
take over from the Soviet Zone the production of
certain agricultural machinery and calculating
equipment. Specialisation between two motor vehicles
works provides for the East German firm to specialise
in the production of lorries up to 10 tomns, and over
10 tons for the Hungarian works.

Financial Co~operation -

This is a very recent form of co-operation for
Hungary, and indeed for CMEA,. It involves the
setting-up of banking consortia to promote financing
of joint projects and long-term economic and business
co-operation, iuncluding deals in third markets. So
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far, Yugoslavla-has been the prime nover in this form

of co~operation, and has set up banking consortia
with Hungary and Czechoslovakia, whilst negotiations

for a similar link with Poland have been started,
Five Yugoslav banks and two Hungarian banks - the
Forelign Trade Bank and the Investment Bank - are
involved in the Yugoslav-Hungarian Consortium. So
far, the Consortium has been asked to undertake

inancing of one major deal (totalling some
#7 millions), under which GANZ~-MAVAG of Budapest and i
the Yugoslav firm of DJURO DJAKOVIC have agreed to
produce jointly 65 diesel electric locomotives for
Yugoslav rallways., Whilst this form of co-operation
is new for Hungory, it obviously has possibilities,
both for further development of cconomic links with
Yugoslavia, in the first instance, and with other "
countries, '
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CO-OPERATION AGREEMENTS BETWEEN HUNGARY AND THE WEST(1)

Some examples are given here of the main types of
co~operation agreements between Hungary and the West, as
mentioned in the text zbove, -
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Sweden

Agreement with Mecman for pneumatic and hydraulic
control elements to be manufactured and assembled

" 'by the Precision Fittings factory at Eger from

technical documentation and know-how supplied by

Mecman, so that there will be complete uniformity of

specifications, There will be a substantial
reciprocal flow of components between the two
firms, and Mecmon will stop producing one type of
cylinder which will be made entlrely in Hungary and -
supplied to Mecman in repayment.

Austria

(a) Agreement between Alpine Montangesellschaft and
other Austrian firms and Metalimpex on the
-exchange of rolled steel products, the Austrian
firms making reinforcing steels as required on

a commission basis.. .

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

(¢) 4 10 year agreement between the Osterreichische
Stickstoffwerke and the Budapest Chemical WOrks
To supply each other with products which the
other is not producing.

Switzerland

The Zschokke firm gives the Diosyyor Machine Factory

complete production drawings and technical
information for the production of bending presses

and on methods for the cold working of sheet metal,

There is joint production of high-capacity bending
presses, with the Hungorians manufacturing the
machine frames while the Swiss concern supplies the
hydraulic parts and the electrical controls.

(1) Part of a study on the Hungarian economy~submitted'b the
United Kingdom Delegation‘%

AC/89-WP/280 and Annex II
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‘France
R I

As long ago as 1963, Alsthom and Neyrpic signed =
10 year agreement with Gonz-lavag on co-operation in
the preduction of turbines and generators for
gshallow river hydro schemes. It was expected that a
large proportion would be for exports to third
countries, Blue~prints and technical information
will be made available, and, though some of the
equipment will continue to be made in PFrance,

~certain components such as rotary parts of generators.

- or turbine blade sockets will be manufactured in
Hungary. Another co-operation agreement provides for
Ikarus-built bus bodies to be fitted with Berliet

- engines and chassis, the buses to be marketed
jointly., The combination complements the existing
Tkarus and Berliet ranges.

II. ASSEMBLY IN HUNGARY

West Germaqz

~(2) In 1965, Rheinstahl and the Hungarian Deputy
- ... -, - Minister for Foundries and Heavy Engineering
‘ signed an agreement cn trade and technical

co-operation in the production of mining and
industrial equipment. Pit props, machine tools,
boilers and other gcods will be assembled from
parts made in both West Germany and Hungary.

.An agreement between H, Schwarz (a Rheinstahl
‘subsidiary) and Nikex provides for the former
to supply documentation on production metheds
for semi-hydroulic pit props. Components
supplied from West Germany will account for 25%
of the cost of the final product to be assembled

_-in Hungary. :

(b) Siemens-Reiniger have an sgreement with the
Medicor works for the joint production of
components for x-ray apparatus and for the
Hungarian factory %o assemble units for Siemens.
4 further agrecement was made in January 1969,
under which Siemens will triple its purchase of
components for instruments this year and import
double that amount in 1970. - Siemens is
reported to be satisfied with the standard of
the Hungarian products and to be selling thenm
under its own trademark.

(c) Demag have recently signed an agreement for

- JVBuiiging-machinery to be.partly assembled in . .
Hungary. This is said to reflect a shortage of
capacity in their West German works.

NATO CONFIDENTIAL ~50-




DECLASSI FI ED/ DECLASSI FI EE -

E4

=3

PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

-

=51~ NATO CONFIDENTIAL
KNNW TTT vO :

United Kingdom

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

"III, COMPONENTS INCORPORATED IN WESTERN EQUIPMENT

The ILudwilg Engel engineering company incorporates
Hungarian driving gears and components into their
own finished products.

Austria

Simmering -~ Graz~Pauker have provided Hungarian
machine %oois Tor use 1in the repair workshops of a
power station supplied to Iran..

IV, PROCESSING

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

United Kingdom

Szabadegyhaza Scotch Whisky will be put on the
Hungarian market this year. It will be blended
occording to & Scottish formula, and the basic
esgsence will be imported, as will the equipment,
from Scotland,

--owitzerland

Geil will supply Chemolimpex with a basic substance
wﬁicg :

will be processed and finished in Hungarian

factories into an agent for protecting plants from
botis nubilalis,

Austria
(a) The Osterveichische Stickstoffwerke have

)

recently signed o o yecar agreement with
Chemolimpex under which the Linz factory will
convert tetrachlorbenzene supplied by Hungary
into 2, 4, 5-T acid, which in turn will be
further processed by the Budapest Chemical
Works into weedkiller,

Under another aggreement, the Osterreichische
Stickstoffwerke will deliver acrylic Ttype fibre
bace material for processing into finished man-
made fibres by the Hungarian Viscosa Factory.

-51~ NATO CONFIDENTIAL
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V. JOINT DELIVERY OF EQUIPMENT TO THIRD COUNTRIES

There has been close co—-operation between the
Simmering~Graz~Pauker enterprise of Austria and Leng and Ganz
in Hungary since 1958. Together they have built power
stations in the Lebanon and extended two in India (at Delhi
and Faridabad). Hungary supplied the turbines and generators
and auxiliary equipment, ond Austria the boilers and other

equipment,,
VI, REPAYMENT IN GOODS

: This is a type of barter agreement’whereby Hungary
pays for Western equipment wholly or partly in goods rather
than in convertible currency.

West Germany

(a) Under the general agreement of 1965, Rheinstahl
takes raw materials, semi-~-finished steel,
welding electrodes and ball bearings and helps
Hungary to market timber, and tinned frult and
vegetables,

(b) Spillingwerke and Ganz of Hungary co-operate in

producing electric power plants for factories,
while Ganz will pay for the Austrian made steam
engines with generators. :

Italy, France, West Germany and United Xingdom

Agreements for payment for Fiat and Volkswagen motor

cars to be made in spare parts and accessories were

signed in 1966 and 1967. DPayment for Ford Escort

cars 1s to be in unspecified Hungarian industrial

products which may include motor car components.

g?ere is also o gimilar agreement with Renault and
nea.

VII, REPAYMBENT BY PRODUCTS OF THE EQUIPMENT

West Germany

(2) 4s part of the Renault — MAN - Ferrostahl
agreement with the Gyor works, under which the
latter purchased complete plant and two licences
to manufzcture MAN diesel engines, 60% was to be
repaid by supplying engine spare parts and only
40% in foreign currency.

(b) . Bheinstahl built a radiator factory and agreed
: to buy part of the radiator production of the
Hungarian works at world market prices for 5
years, '
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(¢) Under a recent agreement, the MBG enterprise
supplies tools and plans for the production of
electric, gas and coal-~fired stoves and
receives complete stoves in return.

(d) The cost of the licence to manufacture pipe
straightening and drawing equipment will be

repaid to the Kieselring company by spare parts
and installation units.

(e) Agreement between Krupps and the Hungarian
Csepel enterprise for gﬁe development 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 Central

Measurement Researcn Leboratory in co-operation with

the Mechanical Instruments factory will be paid for
by precision cast components and assemblies,

France

Under a recent agreement, Alsthom is supplying o
equipment to the Inota Aluminium Smelting Works and

in return will receive steel-covered aluminium power
transmission wire and heavy-current cables.

VIII, TECHNICAL AGREEMENTS AND EXCHANGES

Ag

Industrial

France
RPN

In 1965 Gaz de France signed a 5 year technical and
scientific co-operation agreement. with the Hungarian
Gas and 0il Authority, covering information on
production, storage and transportation of gas. 1In
1968 a similar 5 year agreement was concluded by
Electricité de France,

United Kingdom

(a) Plant Protection Limited (a subsidiary of ICI)
signed an agreement with the Offiece for Technical
Development in conjunction with the Ministry of
Agriculture for testing ICI's bipyridyl i}
herbicides in field trials in Hungary. If these
prove successful, it is expected that sales of
the herbicide will be boosted together with thos
of agricultural machinery. =
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(b) At the end of 1967 English Llectric signed a

10 year aogreement with Ganz, under which they
will exchange technical information, particularly
that concerned with large scale transformers and
high voltage switchgear. Ganz will be enabled to
build giant transformers up to 400 kv with
outputs of 200 MVA and over, for use in the

power stations under construction on the Danube,

Ausgtria
o d

4 10 year agreement for the exchange of electric power
was signed in 1965, and the link-up was inaugurated in
May 1968, Austria will supply electricity in the day-
time in summer, while Hungary will do so at night and
at weekends during the winter.

West Germany and United Kingdon

Agreements by Volkswagen and Shell to set up service
stations in Hungary. <he 1969 agrecement with Shell
to set up 10 more stations provides for forints as

- well as Western currencies to be accepted in payment.
They will be supplied with petrol by the Hungarians
processed to Shell specifications.

IX. JOINT COMPANIES

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

France

Technotrans is a company with 60% of the capital put
up by the French and 40% by the Hungarians, which
was set up earlier this year between the Companie
Francaise des Ferrailles and Technoimpex. The main
- purpose is to promote the sale of Hungarian machine
tools, electric motors and electric appliances in
France and to export French products to Hungary. 4
- second coumpany, Dutra Robust, has been established
to market and service Hungarian tractors in France.

Finland
The first such company with a non-bloc partner was
set: up in 1964 to market the products of the
electrical and electronics industries in Finland. *
Sweden
"It has been announced that a joint company formed by
-AsB. B ing and Building Enterprise No, 31 is in the
process of Eeing established,
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_United Kingdom

The Richmond joint enterprise will market Hungarian
‘shoes and other goods and aim to treble the value
of sales. At a later stage it is envisaged that
this may lead to co-operation in production,

United States

- Although not strictly a joint company, arrangements

. have been made for the building of Hilton and
Inter-Continental hotels in Budapes®, Both hotels
will be owned by the Hungarhotels cheins, with the
Americans providing some 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 turnover from guests
from hard currency areas. The Inter~Continental is
said to be investing $4 million and the Hungarian
government $2 million in the project,

X, LICENCES

The majority of the agreements already mentioned
involve the purchase of a licence to manufacture the product.
The Hungarian metallurgical and engineering enterprises are
sald to have bought the right to use some 60 patents or have

~acquired technical kmow-how from Western countries in the

period 1950-1967, half of them since 1962, while in the first:
gix months of 1968 they concluded agreements for 12 more..
However, despite the impetus of recent years, Hungarian
officials are critical of the progress achieved so far, and
complain that the business of buying licences 1s expanding far
too slowly and on far too small a scale, The Hungarians are
most concerned to develop this business and prospects for
further growth will no doubt be favoured by the new economic

mechanism, giving the enterprises more freedom of decision. =

Indeed, according to the economic weekly 'Figyelo!, a five-
or gix=-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 Hungary's road vehicle
development programme, 4 foreign licence often costs the
Hungarian less than relying on their own research and
development, even if it needs %o be adapted to local standords
and conditions. To encourage the acquisition of foreign
licences and technological documentation, exemption from
import deposits on the accompanying machinery will, under
certain circumstaonces, be granted.
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Hungory has been able to sell several licences to
Western firms, and she hopes to be able to increase her
earnings from such sales but, so far, sales amount to a tiny
fraction of purchases. Those clready scld include the rights
to manufacture the Heller-Fargo air~cooled condensation
system for power stotions to West Germany, France and the
United Xingdom; a method for expanding perlite to West Germany
and Switzerland; while Kilmarnock in Scotland is using a
Hungarian process in its waterworks, : -

- Although Hungary has many types of co-operation

agreements with Western countries, she has not so far permitted

any form of equity capital invesiment in the Hungarian

econony, apart possibly from the two hotel projects - the
Hilton and Inter-Continental, In these cases, the foreign
investors who are putting up the capital to help finance
construction of the hotels, as well as providing management
expertise, will receive in return a continuing share of the
earnings (prdfits/turnover) in hard currency. The Hungorians
are indeed very well aware of the benefits of foreign capital
investment tor their economy; a good example of this is the
recent loan for the aluminium industry. Nevertheless, it is
clear that investment in the Westernm sense will not be. o
allowed by the Hungarians, since this would go agoinst the basic
Communist principle of socialist ownership. Nor would there be
any question of the Western partner sharing in the direct
management of any Hungarioh production enterprise. Within
these limitations, however, the Hungarians will undoubtedly
encourage any schemes by Western firms for capital invesiment,
which benefit the econony,

Examples of licence agreenments:

Sweden-France

In early 1968 Budavox made a series of agreements
with Ericsson and SAT (the Prench telecommunications
engineering firms) providing for the purchase of
"production licences and equipment valued at

£10 million., ZEricsson will place at the disposal of
Budavox the documentation, manufacturing and export
rights of its modern crossbar telephone -exchange
system, which will be produced by the Beloyannis
factory from 1971-1972 onwards, Secondly, Ericsson
will provide similar facilities to allow them to
start producing in 1970 their 300 and 960-channel
transmission equipment. In a separate agreement
with SAT, Budavox have acquired the equipment and
the right to produce special cables which can carry
300, 600 or 900 sinmultaneous telephone conversations.
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Switzerland

Hungary has made licence agreements with Brown Boveri

- for large turbine and generator production above

100 MW capacity. Hungary has thus avoided dependence
on the USSR for this type of equipment, unlike the
Soviet Zone and Poland.,
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LNNEXE ST.TISTIQUE
STATISTICAL ANNEX
' SUPERFICIE : 93.030 Km2
AREL :
dont : 60,6 % de terres cultivables
of which arable land
15,4 % de foréts
forest
13,7 % de paturages
grass land
POPULATION

Pepulation totale (au milieu de 41968) : 10.256.000 habitants
Total population (mid-1968) inhabitants

Densité : 110 habitants au Km2
Inhabitants per sge.me ¢ 110

Taux d’accroissement annuel net ¢ 0,34 % (moyenne de la -
période 1960~68)
Net anmual rate of increase - ; 0.34 % (average over the
period 1960-68)

Population économiquement active ¢ 5.090.,000 (soit 49,8% de
‘ la population totale)

Economically active population : 5.090.000 su908% of total
o population

dont 1 .490.000 dans 1l’agriculture
of which 1 .490.000 in agriculture

Prineipales villes
Major towns

Budapest 2 1.990.,000 habitants gau 1er janvier 1968)
inhabitants ( 1st January 1968)

Miskole : 180,000 W "

Debrecen '3 150,000 ". "

Pécs H 140,000 " "

Szeged s 41204000 t "

III..PRODUCTION éprincipaux indicateurs )

main indicators)

" Produit Matériel Net ¢ - 204 milliards de forints (19€7)

Net Material Product 221 ,2 milliards de forints (1968

Produit National Brut : $ 12,9 milliards (41967)
(estimation occidentale) (aux prix du marché)
Gross Natural Product ¢ $ 12,9 milliardsAS$967)~
(western estimate) in market prices

NATO SANS CLASSIFICATION
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IV,

VI,

. Commercial rate’

Energiec électrique ¢ 12,490 millions de XWh (1967)
Electric power » :

Acier $ 20739.000 tonnes (1967)

Steel o -

Véhicules automobilés
Motor vehicles

7.500 (1967)

oo

Céréales s 7.477.000 tonnes (4967)
Grain H ' tons
dont blé s 2,718.000 tonnes
of which wheat : tons . "

NIVEAUX DE VIE
STANDARD CGFLIVING

PNB par habitant (estimation occidentale) 3 § 1239@(1957)
GNP per capita (Western estimate) e

Logement ¢ 62,2 % d’appartements d’une scule piéce en 4960
Housing : 62.2 % one room 4w ellings in 1960

GOUVERNEMENT
GOVERNMENT

8.682 millions de forinte (1968)
5.929,5 millions de forints (1969)

- 6.439 millions de forints g 1968)
1969)

Budget officiel total : 13
Total official budget 15

Budget officigl de défense
Official defence budget 8.029 millions de forints

Budget de dépense en % du budget total : 4,6 % $1968§“
Defence budget as % of total budget 5,1 % (1969

Budget en % du Produit Matériel net : 62,7 % (1968)
Budget as % of Net Material Product

Budget de défense en % du Produit matériel nct : 2,9 % (1968)
Defence budget as % of Net Material.Product =

DEVISE NATIONALE
NATTONAL CURRENCY

Taux de change officiel : § 1 = 11,74 forints
Official exchange rate 4

Taux de change non-commercial (touristique) ¢ $ 1 = 30 forints .
Non-commercial (tourist) rate

Taux de change commercial ( $ 1 = 60 forints
rouble = 40 forints

NATO_SANS CLASSIFICATION
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PUBLI C DI SCLOSEDY M SE EN LECTURE PUBLI QUE

DECLASSI FI ED/ DECLASSI FI EE -

NATO SANS.CLASSIEICATION |
TS

Xk IV_au

C-u(70])3

en millions de forintlsé-gﬁiisesm om:';ll,ion foreiﬁn'exchanggoqugint

TABLEAU 12 - TABLE 12

COMMERCE EXTERIEUR HONGROIS 1950-1968

' HUNGARIAN FOREIGN TRADE 1950-1968

NATO SANS CLASSIFICATION

1950 7.563,4 | 3.706,4 3.857,0 | + 150, 6
1951 '9.271,4 | 4.625,6 | 4.645,8 ) + = 20,2
1952 10.537,1 5.,393,9 | 5.,143,2 | - 250,7
1953 11.571,3 5.722,3 | 5849,0 | + 126,7
1954 12,336,3 | 6.240,8 | 6.095,5 | - 145,3
1955 13.561,9 6.506,5 | 7.055,4:} + ' 548,9
1956 11.365,2 5.648,7 5671645 + - 67,8
1957 13.739,6 8,011,3 | 5.728,3 | =2.283,0
11958 15.431,7 | 7.407,0 | 8,024,7 | .  617,7

1959 18.343,4 9.308,6 9.034,8 | =  273,8
1960 21.715,2 | 11.455,4 | 10.259,8 | = 1.195,6
1961 24.119,2 |{12,039,6 [ 12.079,6 | + 40,0
1962 1 26.390,7  |13.485,2 | 12.905,5 - 579,7
1963 29.482,2 115.326,7 | 14.155,5 | = 1.171,2
1964 33.415,8  |17.546,0 | 15.869,8 | - 1.676,2
1965 35.569,8 |17.848,5 | 17.721,3 | - 127,2
1966 137.083,6 118.378,5 | 18,705,1 7] + 326,6
1967 40.812,6 20.841,4 | 19.971,2 } .~ 870,2
1968 12.166,7 |21,162,5 |21,004,2 | = ~158,3

1 .
Total Imports. Exports Balance
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