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Report by the. Working Party on
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1. The Couqcil, at its meeting on 3 and 7 Fébruary 1975, established = Wbrking'
Party to conduct, on behalf of the CONTRACTING PARTIES, the first comsultation with
the Govermnment of Hungary provided for in the Protocol of Accession, zad to report to

the Council.

2. The Working Party met on 22-26 September 1975, under the cheirmanship of
Ambassador G.L. Easterbrook-Smith (New Zealarnd).

3. The Working Party had before it the following documents relevant to its work:

Spec(75)13 end Corr.l Hungarian foreign trade statistics

1/417, and Addenda 1-5 Notifications by contracting parties on
discriminatory restrictions maintained on
imports from Hungary on 1 March 1975

L/4155 and Addenda 1-3 Notifications bty contracting parties on
discriminatory restrictions meintained on
imports from Hungary on 1 January 1975

4« The following report sets down the main’points of discwssion in the Working
Party under the following headings:

A. General
B. Hungarian exports
C. Hungarian imports

D. Developments in Hungary's trading regulations



L/22%

Page 2

5, In =zn introductery statement the representative of . hungary summed up the
developments of the trade between Hungary and the contracting parties (see
Spec(75)25). Betweer 1973 and 1974 iiuporis of coumddity groups for which tariff
concessions were granted on Hurgary's accessicn to the Gd-T rose by 63.8 per cent.
This growth was 27.5 per cent higher than the increazse of all imports from
contracting parties with market econcmies. In the course of 1974 the increase of
Hungarian imports from GATT contracting parties with market economies exceeded -
considerably the rate of growth of total imports of the tné hand, as well as the

D
increase of Hungarian exports to market eccnory countries on the other hand. he
rate of growth of Eungarian'é'pﬂvtc to” GATT conurkotlnc paertics with market
eccnomnies was lower than that of the total Hungarian m{pc»r’c.

6. Moreover, in 1973 quantitative restrictions inconsistent with Article XIIT
affected 49 per cent of Hungarian exports tc the Buropean Corzmnities. In 1973 the
Comrmnities, accordln5 tc its nOtlIlCﬂtlon, removed restrictions in respect of

1.2 per cent of Hungarian exports tc the ZEC under quantitative restrictions not
consistent with Article XIII., Hungarian exopcrts subject to discriminatory
restrictions accounted for less than C.5 per cent of the total world imports of the
Cormmnities in the same ccommodities. The Zuropean Comrmnities epplied discrimina-
tory guantitative restrictions in a manmner inconsistent with Article XIII of the
General agreement altogether to 305 tariff itens (headings and sub-headings), of
which nc export from Zungary to the EEC tock place as regards 137 itens.

7. The Hungarian representative stated that the above-mentioned data did neot

include the Hungarian turmover in comrodities which come under the scope of the

Arrangenent Regarding International Trade in Textiles (MFA) under the auspices of

GATT. It was the position of his country that an understanding on these products
ould be reached in the framework of the iFi.

8. The Hungarian representative stressed that th ere had not been any notified
cage of market disruption caused by Hungarian exports in the period under review.

9. In this connexion, the representative of the Eurcpean Communities,
to the notifications suozltted, which concerned quantitetive resirictions
specifically applied tc fungary (difference between Regulation EEC 1. 439/74 ard
EEC 1”9/70) stated that the nwmber of guantitative restrictions to be exanined by
the Working Party amounted to 116 full headings and 92 sub-headings.

10. The representative of Hungary recalled that the terms of reference of the
‘orking Party were to exanine 21l quantitative restrictions inconsistent with
Article AII1 cpplied to Hungarr.

11. The representative of the Buropean Coirmnities was not in a position to share
this view since paragraph 4(c) referred tc "discrininatory" quantitative restrictions.
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12, In addition, the representative of the Burcpean Communities pointed out, for
his part, .that the Federation cf Industries had recently veiced their concern to
the Community authorities concerning the price conditions applied by Hungarion
exporters and requested not only the mnaintenance but also the intensificaticn
.of safeguards. In addition, in the courss of bilateral discussions, the Cormunity
delegaticn had provided a number of indications concerning abnermally lcw prices
applied by Hungerian exporters and mentioned a very recent case of prima facie
evidence of dumping.

13. In this connexion the Hungarion representative reiterated that nc notificaticn
had reached his authorities sccording tc the existing contractual obligaticns
between Hungary and the Contracting Parties. Should any market disruption case be
notified according to the proper rules, the competent Hungarian authcrities would
comply with the procedures envisaged in the relevant provision for such cases.

B. HUNG4RILN EXPORTS
(a) General trend and geographical distribution, and
(b) Development of exports of varicus categcries cf goods.

14. The representative of the Eurcpean Cormunities expressed the view that the
Working Party had not deen furnished with stetistical information thet would

permit the examination required tc be carried out under the Protocol. The data
contained in document Spec(75)13/Ccrr.l gave only two figures, which did not allow
the determinction of a general tendency, and presented o distributicn based upon
legal rather than geographic criteria. These data were subsequently provided tc
the Vorking Party by the Hungarian delegatiocn, but in the view of thc representative
of the Eurcpean Commrities this wes toc late for a proper evaluation during this
neeting.

15. The representative of Huugery was of the view that his authorotics had
supplied &ll statistical information required under the Protocol. He ncted that
no nember of the Working Party had requested further infcrmation concerning the
trade statistics, althcugh his Govermment had indicated as early as June 1975 its
readiness tc provide additional informaticn (Spec(75)13). In the view of his
authorities, it was clearly pessible to determine a generzl trend of Hungery's
exports based on figures fer 1973 and 1974, and the geographicel distributicn
did not require a country-by-country identificetion.
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16. Ore member of the ilorking Party noted that the statistics showed on inpressive
increase in the volus of huncnrj's foreign trade, but he would have preferred zn
ircdication =23 tc she vwlu. > involved, since there were inflationary factors to be
taken inte account for the years in question. The representetive of Hungary
replied tha t in tke case of certain items, such 2s machinery, it was difficult to
arrive 2t nicaningful dots based on physical volume. The Hungerian Govermnent did,
however, publish trade statistics showing volwie as well =s value, althouzh they
vwere globzl, znd not broxen dowm by toriff nuwbers. Referring to parzgraph 3 in
dociuzient Dubc(75 }13/Corr. 1, he statad that the zrowth ~f totzl exports in
unchanged prizes anounted to 4.6 per cont, whereas exports to norket-cconony
contractinz nrrties hald docressed by :icre than 4 per cent.

,n

zs by contracting particvs relating to discrininatory
quzntitative restrictions, and
e >

(d) Other questions relating to Hunzzrian exports.

17. The %Working Party noted that the following contra cting parties had notified
that they did not nzinteirn sny discrininstory quantitative restrictions:
irzentinz Indiz Ronenisa
australia Ivory Concst Singapore
ustrin Jzpan South Jfrica
Brzzil Fenya ) Spain
Canzda Horea Switzerland
Subn Molawi Tunisia
Cyprus Malte Turkey
Czechosiovakia Mew Zeolend Ugsnda
Ezypt Frishan United States
Finlernd Polerd Yugoslavia
elanc Portusgsl

18. The ¥erking Party notcd the notifications on quantitative restrictions
submitted by:

Buropean Comrunities
Norweay
Sweden

19, The Hung.rian representative oxprossed hiz sztisfaction thet o nunmber of
contracting porties, ioportant trading portners to Funeory, had fulfilled their
obligations under thc Frotocol ns reosnrds the eliminction of quentitative
restrictions not consistent with ..rticle XIII and expressed his rcgrets that other
contracting parties, inportunt troding nﬁrtners to Bungary, hzd not yet
elininnated 211 the quantitative restrictions not compatible with Jrticle XIIT.
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The representative of Hungary stated furthermore that contracting parties still
maintaining discrininatory quantitative restrictions had in paragraph 4(c) of the
Protocol undertaken the obligation to notify "measures adopted with a view to
elininating these prohibitions and restrictions”. He noted thet the European
Cormunities hac nct fulfilled their obligation because only the elimination of
restrictions had been notified. The elininstion of restrictions was not identical
with measures with 2 viev tc elininate restricticns.

20. The representative of the European Cormnities was not in a position to share
the views of the Hungarian representative 2s the liberzlization neasures sre
precisely aimed at the elinination of the prohibitions and restrictions referred
to in paragraph 4(c). Furthermore, as regards the contention concerning the:
obligation to notify proposed neasures which had been nmentioned during the
discussion, he stressed that, under the present legal systen of the European
Communities, only decisions made by the competent bodies could be notified as
"measures” in the sense of paragraph 4(c) of the Protocol. Therefore, the
Buropean Cormunities had fully complied with the obligation to notify under

the Protocol.

21. The representative of Hungary expleined that he failed to understand the
preceding stotement nade by the representative of the Zuropean Communities.

22. The representative of Sweden stated that the trade betwsen Hungary and

Sweder had developed in a positive way between 1971 and 1974 and that this trend
continued. . partly new régime had been introduced for certain geods fron Hungary.
is a result the mejority of products would be allowed to enter the Swedish market
without restrictions. In the fubure only 2 few products, nainly textiles,
footwear and chinaware would remain restricted. Referring to document L/4174,
pages 6 and 7, he explained that positiocns 87.02-87.05 had been liberalized as of
15 July 1975. :

23. . nunber of delegations siated their governments opposition to discrininatory
quantitative rostrictions and some of these delegations requested an explanation
of the "exceptional reasons™why such nmeasures were still considered to te
necessary.

24. 1In reply the representative of Sweden said that social, economic and energency
planning consideraticns conpeiled the use of the restrictive measures in guestion.
He also thought that quantitative restrictions on toxtiles should prefe.ably not

be dealt with in this context.
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25, The representative cf the Buropean Gorﬂhn_tleu, referring to the introductory
statenent of the Hungarian representctive concerning quiantitative restrictions
naintained by the Comiunities, stressed that the *estrlctlons in question had

been progressively eliminzied. VWhereas in September 1973, 141 full and 115 partial
tariff headings ware 2ifected, these had been reduced to 116 full and 92 partial
variff headings by Marci 1975, He furthermore stzted that on 1 Cctober 1975
processed fruits and vegetables would Te liberalized. He added that the quotas

had been increzsed by at least 15 per cent per year dppcndlng on the sector
involved. He zisc suid tact the restrictions still teing applied were necessary

-
during the present economic situation in the European Comnunities which was
chacterized by recessicn, increasinz wnemployment rates and reduced exports. He
added furthermiore that the European Corrmunities had formally proposed to Hungary
a bilateral trade agresment which would have provided a framework for discussion
and possible solutions of the protlems as regards these restrictions. No official
answer to this proposal had, however, yet been received from Hungary. The
representative of the Eurovean Communities went on to explain that all aspects
of the development cf the Hungarian trade had to be considered in this -context.
Referring to officizl Hungerian sources, as well as published articles, he
requested information zs to the formation of Hungarian export prices, and in
particular the operation of special multipliers and the rates of tax abatement.
He called attention to the Hungarian system of subsidies, which, in the view of
his autherities, constituted a permenent threat, which would increase once the
Comrmnities had eliminzted their quantitative restrictions. He also requested
information as to the total arount of Hungarian governmental subsidies and their
distritution as to sectors and branches, noting thet Law No. 6 of 1972 had
provided thai 27 per cent of the 1973 bu udgev was allocated for z2id to industry
and that this had been expected to be doubled in 1974. Ke underlined that these
subsidies should have been notified in accordance with Article XVI of the
General Agreenment, as provided for by peragraph 13 of the Report of the

Working Party on the iccession of Hungzary (L/388¢).

26, One menber of the Working Party which did not directly link its question
%o any specific section of the Protocol invited cecmment on a report attributed
to a high Hungarien officizl that the dollar multiplier applled to exports

and thz rouble exports multiplier would be changed and that tax rebates and
other scheres would soon te introduced to encourage exports.

27. The representztive of Hungary reiterated that the progressive elinination
of discrininatory quantitative restrictions referred to by the representative

of the European Cormmunities hzd af ected only 1.2 per cent of Hungarian exports
to the European Comrunities, wbicb Had been under auant;tative restrictions not
consistent with irticle ZIII orn the date of the Hungarian Accession and, at that
rate, another fifty or sixty yearo wou’m be required to arrive at a definitive
renoval. He noted that the restrictions covered 305 items, out of which under
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137 items no Hungarian export had taken place and some of which Hungary would
never export, whereas other items were of considerable cxport interest to his
country. The Hungarian delegation vpointed to the fact that owing to the economic
clrcumstances within the Eu“oneun Communities referred to earlier, the competent
authorities of the Communities had not.introduced any general import restrlc~10vs.
Furthermore,. the Hungarian representative pointed out that such economic difficuliies
as referred to by the representative of the Eurcpean Cenmunities conferred no
Tight to any coatracting party to teke or meintain measures not consistent with
Article XIII. -Nc case of market disrurtion or threat thereof had been notified
to his authorities. He stressed that zdequate 7*er:t—:c?w'e.; were provided for such
ses under Articles VI and XIX of the General Agreenent, as well as under
paragrapn 5 .of the Protocol. His authorities were fully prepared to discuss any
such cases with a view to reaching adeguate sclutions. With regard to the
reference made by the representstive of the Euronean Connunltles to a proposed
bilateral trade. agreement, the representative of Hungary stated that the
European Communities and its member Stztes had underteken to take the necessary
neasures within the framework of the Protocol, Thus the offer of a new framework
did not constitute the implementation of the cbligations contained in the Protocol.
Furthermeore, the Protoccl already stipulated the obligation to eliminate
discriminatory quantitative restrictions and there*orc there was no need for any
additional agreement in this regard.

28. The representative of the European Comrmnities staled that, of course, the
offer to negotiate a tilateral agreenent - whlch covers irter gliz the problem

of trade liberalization - was not explicitly provided under the Protocol. However,
such an agreement drawn up in full'compliesnce with all international obligations und
hence also with those dur¢v1ng from the Protecol, far from being substituted for

- the latter, would, on the ucntrury, afford an gad¢nlonal neans to further trade,
thereby ache1v1ng one of the specific OOJuCtheS outlined in the Preamble to

.the General Agreement. :

29. The Hungarian rovrcscutatlve stated that a full description of the Hungarian
systen of state refund and on tax allowences reluting to export had been
notified to the contracting porties darlng the negotiations for accession
(Spec(72)52}. Since this systen had remained unchanged there was nc need now
for a renewed extensive discussion of the systen itself. Refcrring to the
statement of the Buropean Communities linking the :mintenance of quantitative
restrictions not consistent with Article XITI aﬁa¢nsu Hungariar exports with
the system of Hungerisn state refunds, the Huhgarlan.rcpresentaLlyc reminded the
Working Party that this systen of state refunds wa thoroughly exaixined by

the contracting parties on the occasion of accession of Hungary to

the GATT arnd that contracling pariies still mneistaining

quantitative restrictions not consistent with Articls XIII had undertaken to
eliminate them in knowledge of this state refund system., It had been Hungary's
understanding upon accession to the GATT that this systen did not involve
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subsidies falling under Article XVI of the General Agreement and that, accordingly.
Hungary was under no obliration to make notifications under Article XVI. UWevexr-
theless his authoritics were prepared to zive all relevant information as to the
nossible subsidy effect of the state refund system on a case-by-case basis under
the procedures of naragraph 5 of the Preotocol, where a ccutracting party could
-show that imports from Hungery had caused serious injury %o its industry. He
explained that ‘he Punzariasn state refunds amournted to Ft 11 billion in 197k,
representing a decrease of 15 per cent from the »revious yesr. The only effect
that ne could impute to this was an increase in the Kungarian imports by more than
50 per cent while exports had risen by only 12 per cent. :

3¢. The representative of Hungary stated furthermore that his authorities had
received several notifications according to which the elimination of quantitative
restrictions not consistent with Article ¥XIII of the General Agreement was 2au
autonomous measure. The redresentative of "ungary stressed that the :limination
of quantitative restrictions not consistent with Article XIII of the General
Agreement was en oblization under the Protccol and therefore not a revocable
autonorous measure.

31. The revresentative of the Curopean Communities took note of this statement
which be could not share. In fact_ the only relevant point, should measures of
sefeguard be imposed, would be their consistency or otherwise with existing
international obligations. i'ow. Commuuity law expressly provides that such.
orovisions must be complied with. Furthermore, the representative of the Furopean
Communities felt that knowledze of the economic system of Hungary at the time of
accession did not result in reducing the effects of this system or, more
specifically., those of the nrice subsidies at present applied by Hungarian
exporters. In addition some new modalities had been introduced and the amount of
subsidization had veried. It was therefore normel that informatior be provided
rerularly and =s anncunced., so that the sxamination of measures of trade defence
hence also the problem of quantitative restrictions. could be examired in the
Jight of sucn informetion.

32. The Viorking Perty was informed of the fecllowing:

"Followins & suzzestion by the Chair which was met with unanimous agree-
ment in the “orki in~ Party. the delesations of Hunsary and the Communities
have nad a useful exchange of information.

"After reczlling their basic positions already mentioned during the
neeting of the Yorkins Party and set forth ebove tqe delegations concerned
felt that they aad to Tocus attention on parasraphs 4(b) and U(c) of the
Protocol of zccession of Hungarv.

“ications submltteu by the Comnmunities demonstreted that

"hile the notirfiea
sion to GATT there has been & process of elimination of
i
a

e
since Hun~arr's ace
quantitative restri
Arreement , it hes be
slow.

S
28
c-}-

ons _ncor'51~"tent with Article XIII of the Ceneral
found jointly tha® the rate of elimination remained

v
el
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"In this connexion, thec notificaticns submitted by the Communities have
been ex-mined in the light of the provisions of Article 4(k) by main sectors
and as regards certain products. This examinaticn has allowed an exchange
of information concerning not only comparisons between prices for imports .
from Hungary or other third countries ané Community prices, the social
situation existing in ccrtainr particuler’y depressed sectors, production
figures, ctc. ... but also the various aspects of the liberalization problem.

"While agreceing that this exchange of informetion had cleared up mzny
points, the Hungarian delegetion regretted that it had been unable to obtain
specific indications as to what measures should be tezken in the future wit
a view to the eliminztion of quantitetive restrictions. :

"The Community delegation for its part felt that this bilateral exchange
of views had enabled it to present the econcmic motivetions justifiyying the
exceptionel reasons provided for in parazraph 4{b) end to zive informetion
‘concerning the question of the elimination of quentitaiive rsstrictions.

"Having noted the usefulness of such exchenges of view, the twc parties
felt that this could be a useful contribution towards the implementation of
the Protocol of Accession of Hungary."

33. The representative of Sweden was cf the opinion that the consultation had
enzbled him to present the motivetions justifying the excaptional ressons provided
for in paragraph 4(b) and tc give informstion concerning the question of the
elimination of the quantitative restricticns.

C. HUNGARTAN IMPORTS
{a) General trend end geograpnical distributicn, and

(b) Development of imports of various categories of goods.

3%+ The representative of the European Communitiec found thet the Hungarian
imperts to the European Communities had evolved in a satisfactory menner. He
maintained, however, the same olservations as regards tha deficiency of the
statistics furnished by the Hungarian authoritiec that he had expressed previcusly
during the review of the Hungerian expcrts.

35. Upon request by one member of the Working Party the repredentative of Hungary
supplied information about the development of Hungarien foreigr trade in unchenged
prices. Referring to document Spec(75)13/Corr.l, paragraph 1, he stated thet
total imports in these terms had increased by 23.8 per cent, while the imports
from market-economy contracting parties increased by 15 per cent. One mexber of
the Working Party pointed out that the Hungarian imporis from non-contracting
parties had evidently increased more than the imports from contracting parties.



L/4228
Page 10

¢) Other questions relating to Hungarian imports.
rd = H

36, The representative of the European Communities reiterated his opinions about
the Hungarian system of subsidies. He stressed that subsidized imports in
Hungary as well as subsidized exports constituted a permanent threat of market
disruption, 2s subsidized foreign goods used in production in Hungary cculd
substantially increase the competitive power of Hungarian industries in export
markets.,

37. The representative of Hungary reiterated for his part the points of view

that he had expressed earlier as regarcs the Hungarian system of Stete refunds

and the legzl remedies available in case of market disruption or threat thereof,
and said that legal remedies were provided for in the Protocol, in the

General Agreement, in the Multifibre Agreement and in the Anti-Dumping Code.

He informed the Working Party that a specific tax was provided in Hungary to
neutralize uneconomic effects on Hungarian export prices resulting from the impert
subsidies tenporarily applied.

38. (ne member of the Working Party referred to a declaration made by a high
Hungarian governmental official according to which Hungarian imports of consumer
goods from Western countries were to be cut in favour of imports from the CMEA
countries. The representative of Hungary reminded the Working Party that his
country aprlied & global quote on imports of consumer goods from the dollar area.
Thiz qucta had been iacreased during the previous years, and no change had

taken place in this resvect during 1975. In replying to the question put by one
nmember of the Workiag Party as regards information gathered from a non-Hungarian
publication, the Hungarian representative was not able to check the accuracy of
the quotationz, found scme factuel errors in the said article and undertook to
communicate its findings on the sutject to interested delegations. He rculinded
furthernore, that within the frameworic of the global quota on consumer goods,

the consumer made their choice ty commercial consideretions only, where the price
elerment in view of a steep rise in vrices of goods coming from market economy
countries could have played z réle,

D. DEVELOPMENT IN HUNGARY'S TRADING IEGULATICNS

39. No major point was raised undcr this item of the agendzs.



