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GENERAL AGREEMENT ON 7_{é—f~§3cber Loms
TARIFFS AND TRADE : | Linited Distribution

 AGREFMENT BATWEEN “IVLLND LND HUNGIRY

Report of the Workigg Party

1. . Lt the meeting of the Council on 21 June 1974 (q/;/98) the CONTR!CTING PARTIZES
were informed that on 2 Moy 1974 Finlend -~nd Hungary hod signed an Jgreement on the
reciprocel removal of obstacles to trade, taklna 1nto censideration the D“cv1slons
of irticle XXIV of thc Genersal .greement.

2. In accordance with the notification proccdures, the partics to the ‘greement
transmitted to the sceretariat the text of the following logal instruments, which was
subsequently circulated to contractlng p.rties with documcnt _/4136/ dd.1: :

- -grbcment bectween the chuollc of Finland and the Hungarinn People's Republic
on the rcciprocasl removal of obstacles to trade, tcgether with the Protocols
aend .nnexcs formlng integr-ol p_rts thereeof.

3. .t the mecting of the Council on 3 and 7 Fe bruary 1975 {C/¥/103) = Working Party
was set up with thc following toerms of rcfercnce:

"To cxamine, in the light of the relevant provisions of the General .’greement,
the provisions of the .grecment between Finland and hungary signed on 2 ng 1374;
and to report to the Counecil."

4. The Uorklng Party met on 29 Scptember ond 1-3 October 1975 under the chairmanship
of /mbassador &.L. Basterbrook-gmith (New Zealand). It hed available the text of the
Sgreement, and the roplics by the partics to gquestions asked by contrac .ing parties
(1/4195).

I. GINIR:L CONSIDER:TICNS

5. Inan 1ntroductor¢ statemont the representative of Finland »eferred to the
preamble of the .grcement, where the desire of the signatorics to the .grecment wes
expressed to solvb in a fair ond cqual way the problems arising from the contemporery
Eurcpean 1ntegrq ion processcs ané to de this in acsordance with their international
obligotions. He reealled that the region of Durope was the main market for Finnish
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exports and 2lso the main source cof Finnish imports. When the process of
regional intcgration in Western Ruro—me led to a2n enlarscoment of the European
Communities Finland had to sscure its competitive position through a free-trade
agrecment with the European Communities. To avoid the consequential and fore-
sez2able distortions in the tradc with the Buropean socialist countries Finland
invited these countries to enter into negetiations on similar arrangements. He
cmphasized very clcarly that two preconditions wers set for these agreements.
The first and the most imporitant was that they should be strictly consistent with
Finland's international oblig=tions and notably .rticle XIV of the G/TT. The
sccond was that the ~greements should bc based on mutual advantzge. de stated
that in his view thc provisions of the zgreement fully complied with the
provisions of G.TT. They included methods and 2 time-tcoble for the eliminetion
of tariffs on substantiaily all ithe trade. With a few cxceplions the time-table
and the product coverage of the normal and the slower time-table for the .
elimination of tariffs were the szme 2s in the similar agrecment between Finland
and the EEC. The product coverage of the agreement was encugh to justify the
view that the .greement covers substantially 2]l the trade. '

é. The represcntative of Hungary stated that his country was very satisfied to
have concluded 2 free-trade zgreement with Finland, and that he was fully
prepared to have the /greement cxamined in this Working Party in th 1¢ light of
irticle XXIV.

7. One member of the Working Party, supported by some other members, stressed
the need tc have the .greement examined thoroughly. This was especially true
since a new type cf free-trzde zgreement, concluded betwee:r one market-economy
country and one centr-lly-planned economy St tc-trﬁdlng country, constituted a
new experience in G/.TT. One impcrtont cguestion in this context was whether
customs dutiss were the only relevant instrument of Hungarisn foreign trad
policy. Scme of thesc members cxpressed concern about arrangements dlscrlmlnating
against third countries. Onc member of the Working Paorty ssked how the frece-
trade theory upon which ./rticle ZXIV is based and which is the basis for the
presumption of trzode expansion with third countries could operate when one of
the participants is = country with a centrally-planned cccnomy.

8. Some members cf the Working Party referred to the well-known view of their
countries as regards the necessity tc include the agricultural secior in a free-
trade agreement in crder to comply with .rticle XXIV. They could not share

the view that substantially 211 trade was covered by the .greement.

9. One member of tno Working Party asked why it was deemed necessary by the
Govermment of Finland to conclud n free-trade agrecmernt with Hungary, when
earlier, during the oxamination of the frece-trade agrscments with the European
Communities, it had becn stated that these cgrecments would have 2 trade-creative
effect. He expresscd concern that the implementation cof the ‘greement might
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cause, in its time, undesired rcpercussions on trade between either one of the
parties to the .grecment and <ther contracting p-riies, by rscnlling the
explanation given by the puirtics to the dgrecement to the effect that the
enlargement of the Suropenn Cormurities had crused = fenr of the crosion of the
competitive positicn of Finland which lad to the formation of the free-trade

area between th: Zuropecan Commurities and vmﬁldna, and that the *oruqtion of

that free-trade sres hed coused feor of uncesired repercussicns on the trade
betweern Minland lnd K"ngtrv which led to tho ccnclusion of the p esent lgreenment.
He expressed the hope that this concern would nct materin TLre.

&

ssed that frec~trode ~rons in general were
« Hz refeorred to his introductuory stetement
N

10. The representative of Tinlanc st
expected to have s trade crzative cffs

es regards the rcasons for hiz cocuntry's Loving cencludszd the ‘greement. He
also pointed -out that statistics showing the trade cove ~gv under the Jgreement
were contained in document 1,/4195. The representative of Hungery supported
these points of viow.

cken any impori commitment

11. In answer to z cuestion whether Hungery hzd undert
sentative of Hungery declared

in favour of Finland under the .greenment, hc represe

that his country had not undertcken such a ccommitment irn its relstions with
Finland.

12. I member of the Working Porty put n number of questicns concerning the

freedom of choice left tc the enterprises within the existing framewoerk of
Hungary's legislation. He requested information regarding new pessibilities

for intervention by the Hungarian centrzl authorities in regard to the geographicsl
pattern of trade. In addition, he nsked for clarifications concerning direct

or indirect forms of subsidigzation bv incustrizl bronch or geographical sector,

and in that connexion enquired whether imporis from cond evportq te Finland could

be the subject of such measures In Cvﬂ"lUSlu“, he cxpressed scmc doubt regarding
the possibilivy for Hungorian cntﬁrpr .ses to bzse thoir cheicce while taking
exclusively into acccunt the oxdstonc:2 or non-existeonca of customs duties.

Lastly, he considercd that the replies given by the {urp:ritp dclegation ot
the time of Hungary's accessicn to G'TT did not relicve it from furnishing
supplementary and up-to-date informaticn on tho oceca of the current exasminstion.

13. The representative >f Hungory stated that he sharcd the view that the
acceptance by contracting partl““ of the infcrmation furnicned by Hungory in

the course of the negotintions for Hungnry's Jlccessizn to the Goneral Jgrecment
could not prevent the contra oflng partics from asking for cdditional infeormetion
on regulations affecting Hung:rian fercign frade. The framowork of this was
definced by the Protocol of iccession of Hungary to the Foncral Jgrecment. In
this context, 2t the meeting concluded the pruv1ou= weok oy the Working Party on
trade with Hungory, onvisagoed by the Protocol of lcc on of Hungnry to the
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General fgreement, the contracting parties had put questicns concerning the
abeve subject, and the Hungarian party had given the information that since the
time of /ccession of Hungary to the General /greement there had been no change
in the regulations affecting Hungerian foreign trade which constitute a change
as compared with the situation existing 2zt the time of Hungary's .iccession to
the Generszl igreement. Consequently no such circumstances existed which could
give rise to the doubts as to thc pessibility cf the Hungarian enterprises to
make their choice toking exclusively into account the existence or non-existence
of tariffs.

14. Ifnother member of the Working Party was of the opinion that the economic
system of Hungary had become more centrzlized since that country's accession

to GLTT. He asked whether imports from Finland were receiving more favourable
treatment by the Hungarian State-trading enterprises, and whether import
subsidies or other clements of itrade policy were used to that end. He stressed
that an answer to this guestisn was important in order tc evaluzte in what way
countries with centrally-planned cconcmies could conclude free-~trade sgreements
compatible with /rticle X{IV. He alsc mentioned that more information about
the Hungarian subsidy system was needed in this centext.

15. The representative of Hungary urged the other memberc of the Working Party
to respect the Decisicn of the CONTRACTING P.RTIZS adepted on 24 November 1967
to the effect that the CONTR.,.COTING P/RTIZS' ~pproach to the question of trade
relations with countries with centrally-planned economies should continue to

be on a pragmatic, country-by-country basis (15 BISD 68, paragraph 8).

16. The representztive of Hungary was of the opinion that a general discussion
on the Hungarian State-refund system fell outside the scope of this examination.
He 2lso reninded the Working FParty thzt such arn examinetion had taken place in
conmnexion with Hungary's .ccession, and tiaat no change in the State-refund
system had t:ken place since then. Iie stressed that, .xcept for tariffs, there
were no specific messures within the fremework of Hungsrian trade policy that
would favour Finlend in relztion to other contrscting parties. He stressed

that Hungary, like any other contracting party, had the right to conclude
agreenents under /rticle X¥{IV. . member of the Working Party, supported by
several other nembers, pointed out that it was not 2 mztter of denying a
contracting party the right o conclude free-trade 2grcements under the
provisions of ‘rticle IV of thc Genernl greement, but of examining objectively
whether, frcem the substantive aspect, those provisicas of frticle XXIV were
applicable to the case under consideration. .nother member of the Korking Party
said that there was no legnl or other ground under the provisions of GATT to
gxclude zny contracting prrty from the application of .Jriticle XXIV.
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17. The representative of Finlond expresssd the opinion . that o1l restrictive
regulﬂtlons cf cormerce in Hungery wars now or would be clininnted in relation

Rt e

to Finland, and that the Lb-scncnu was compatibls with Sriislc XHIV.

18. i member of the Workirg Parity esked whethoer thore hed bezn any specific
changes in the graonting of impert liconccs te Hungarizn importers sines thet
country had acccded te GATT. The roprescntative of Hungor; replizd thet there
had been no specific changes since the Tretoesl of fccesziosn had entered into

force.

-
iy

19. .nother member of the Working

nrty obscrved that the twnde relations
between the partics presented specific characicristics and that the agrecment
was du51gnud to place thosc relaticns on & neow basis with the stoted objective
axpanding mutuul trade without causing ~ny 1njur7 to third ccuntries. He
polntu,d out thot, given the particular context of the cgreement and the means

it could bring in opcration, some doubt could arisc as to vhother or net it was
consistent with irticle XXIV »f thc Jenerai. .greement. TFor that reason, he did

not exclude the possibility of cxcmining the agrecment in itcrms of other

provisions of the General lgrecment. The representotive of Finland said that
the spirit-cof irticle XXIV was cvident throughout the .grecement. . fnother member
of the Working Party expressed the view that lrticle XXIV weas sufficiently
flexible.

IT. IR/IDE COVIR.AGE

20. Onc mcmber of the Working Party said that in toerms <f the number of teariff
items, a large part of the agriculturzl sector was excluded from the coverage under
the Jgreement.. This raised the question as te when and under whst circumstances
the parties would include the rost of the agricultural products. The repre-
sentative of Hungnry roplied thet it was not necessary that the lgrsement ccver
the bulk of the agricultural tariff acadings, but rath.r thet the tradc taking
place between the partics be covercd. In the present case 99 per cent of Hungarian
agricultural imports from Finlend ond 85 per cent of Finnish "grlcultur 1 imports
from Hungary were included. The - cember of the Working Party whe had asked the -
question cxpressed. thc view that 2 purcly mecheniczl caleulztion, drawn from
what had heppencd in an carlisr basce period was meaningless, and that it was.
important to cxamine the potential trade.

21. The represcntative of Finland stated that wherons Eungery wes a rcl*t1vc;y

efficient agriculturzl producer, the latitudos ot which Finlend was located
ruled cut its ever reaching that level of officiency. He cxprcsscd pessimism

as to the likclihood of =zny future enlargemcnt of the scopc of coverage in the
agricultural scctor. '
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22, Another member of the We-king Party enquired as to why the parties had not
adopted a procedure for sensitive agricultural items similar to that set out

in Protocol No. 2 for certain industrial products, which provided a delayed
time-table for tariff reductions. In reply, the representative of Finland
explained that whereas many industrial producers could expect to adjust to changed
rarket ¢onditions within a period of about ten years, sgricultural producers
could not do likewise.

23. One member of the Working Party observed that there had been substantial
fluctuations in the value of imports from Finland in 1973 and 1974, as shown
in the reply to Question 8, and he enquired about the products affected by the
fluctuations. The representative of Hungary declared his readiness to give
additionel information about the share of goods in the steep increase and said
that it can be attributed to *he liberal import régime of his country, which
was also the case for imports from third countries.

ITI. (CUSTOMS DUTIES

2. One member of the Working Party asked for an explanation of the "other
restrictions” on imports referred to in the -repiy to Question No. 17. The
representative of Finland rerlied that this concerned discriminatory import
restrictions that had been abolished by his Government upon the entry into
force of the igreement.

25. [ member of the Working Party called attention to Protocol No. 4 covering
the retention of Finnish quantitativere~trictions on certain products, and
asked whether this was in conformity with Finland's obligations under the
Protocol of Accession of Hungary. The representative of Finland explained
that the restrictions in question were appiied in a non-discriminatory manner
under fArticlc XITI, and were not eifected by the Agreement.

26. L member of the Working Party said that his authorities could not share

the parties' rather narrow interpretation as to what ccnstituted "other
restrictive regulations of cormerce" referred to in irticle XXIV. Referring to
document I,/3301, dealing with Hugarian State preferences, he asked whether the
price deviations had been or would be applied to products imported from Finland.
The representative of Hungary replied that all relevant price measures in Hungary
applied to all types of products, whether produced domestically or imported.

The general system of State support did not involve restrictions of any kind.

IV, QUANTIT.TIVE RESTRICTIONS

27. A member of the Working Party referrsd to the Hungarian Ordinance

Wo. 1053/1974/%.17, dealt with in Question No. 26, and asked whether it would
operate so as to require purchases from certain suppliers to the detriment of
potential imports from Finlend under the /zrecment, Citing paragraph 7 of the
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Repowt of the Working Party on the leccession of Hungary (25 BISD 35), the
representetive of Hungary rcczllad that his zuthorities hod aircady explained
the operation of the import turnover tax, and had shown that the ordinances did
not hinder any exporter's access to Hungary.

V. CTHT JUiSTIONS

28. One menber of the Werking Fecrty rofcrred Question I~. 27 and asked
whether any Hung.-'-.r:. an import mcuasures cther than custons ﬂutios WETE changcd
by virtue of the /grcement. The represcontetive of !

customs duties were affected hy the ..'gre'\m: t

the principal commercicl policy lustrument

l""' J d

29. i member of the Working Party asked whether Hungnricn imports and experts
were the subject of subsidies, rebatcs or any form of dircet or indirect Stute
intervention differentiated by branch. The rcprcecntz:tivc of Hungary answered
in the affirmative. The prmviouo spoaker thanksd the Hungerian delegation for
its reply, but po:.n‘bca out that he had requested detailsrezording the subsidies,
their amount, form, ete. The repreosentative of Hungory considered such datz
outside the scopc of the cxamination of thc Working Party.

VI. CCNCIUSINIS

30. The parties tc the Agreement, supported by two cthor members of the
Working Party, were of the opinion thet the igreement was in full conformity
with the provisions of rticle XXIV

31l. The other members whe spoke could not, on the basis of
information, exprecss a view on this cucstion and requcsted tic
should continue the examincticn at en approprizte time on the b
information.

l rerg Party
sis f additional

32. It was noted that the rcprescntative of nu_ngarv d ¢ not take 2 stand on the
advisability of the continuastion of the ;



