
GENERAL AGREEMENT ON
TARIFFS AND TRADE

RESTRICTED

L/5977
11 April 1986

Limited Distribution

CONSULTATION WITH HUNGARY

SIXTH REVIEW UNDER THE PROTOCOL OF ACCESSION

Report by the Working Party on Trade with Hungary

1. At its meeting on 5-6 June 1985 the Council established a Working Party
to conduct, on behalf of the CONTRACTING PARTIES, the Sixth Consultafion with
the Government of Hungary provided for in the Protocol of Accession , and to
report to the Council.

2. The Working Party met on 23 January 1986 under the chairmanship of
Ambassador R.F. Nottage (New Zealand) to carry out the consultation.

3. The Working Party had before it the following documents:

L/5899 Hungarian Foreign Trade Statistics

L/5870 and Adds. 1 to 3 Notifications by contracting parties on
discriminatory restrictions maintained on
imports from Hungary on 31 July 1985

4. This report sets out the main points of discussion in the Working Party
under three headings:

A. Hungarian exports

B. Hungarian imports

C. Developments in Hungary's trading relations

A. Hungarian exports

5. The Working Party noted that the following contracting parties had
notified, or stated in the meeting, that they did not maintain any
discriminatory quantitative restrictions on imports from Hungary:

Australia
Austria
Canada
Chile
Czechoslovakia
Iceland
India
Japan
New Zealand

Norway
Poland
Portugal
Romania
South Africa
Sweden
Turkey
United States
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6. The Working Party took note of the notifications on discriminatory
quantitative restrictions maintained by the European Communities.

7. Notifications submitted by contracting parties for the previous
consultations are listed in the Annex.

8. The Working Party noted that Norway had eliminated all quantitative
restrictions on imports from Hungary, as notified in a communication to the
contracting parties dated 31 August 1984 (L/5675).

9. The representative of Hungary made an introductory statement, the full
text of which is annexed to this report.

10. A member of the Working Party noted that, as had been requested at the
previous consultation, in the foreign trade statistics supplied by Hungary
(document L/5899), exports were broken down into three categories: to all
contracting parties, to contracting parties excluding those listed in
Annex A, and to countries listed in Annex A. He also noted that trade with
CMEA countries was over 50 per cent. For the sake of transparency he
suggested that a further breakdown into more detailed product categories be
supplied next time, and that values be given both in forints and in
convertible currencies. Another member of the Working Party asked for
exchange rates for various currencies, or average exchange rates for the
forint into SDRs or dollars for 1983 and 1984. The representative of the EEC
noted that Hungarian exports to the Community had been relatively dynamic and
now accounted for some 16 per cent of total Hungarian exports. Trade in
agricultural goods was in surplus for Hungary and now account for some 16 per
cent of total Hungarian exports to the Community. He pointed out that the
EEC was Hungary's first supplier and first purchaser. The representative of
the United States said that Hungarian exports to the United States had grown
significantly, which was viewed as a positive development. She asked whether
Hungary expected additional shifts in the composition of exports and their
geographic destination.

11. In reply to a question raised by the representative of Israel, the
representative of Hungary said that the average exchange rate for the forint
vis-à-vis the US dollar was Ft 42.94 for 1983, and Ft 48.31 for 1984. His
Government had no intention of deliberately shifting the destination or
composition of exports; this was a matter of market situation. Since 1976
the share of Hungarian exports settled in convertible and non-convertible
currencies had remained basically the same. Hungary was under no obligation
to observe any particular share of trade between these two areas. Hungarian
exports settled in convertible currencies had been as follows: 1982 -
50.5 per cent, 1983 - 52.2 per cent and 1984 - 57.2 per cent; exports for
the same years settled in non-convertible currencies had been
respectively 49.5 per cent, 47.8 per cent and 42.8 per cent. Hungarian
imports settled in convertible currencies had been the following: 1982 -
52.7 per cent, 1983 - 52.3 per cent and 1984 - 53.2 per cent; imports
settled in non-convertible currencies had been respectively 47.3 per cent,
47.7 per cent and 46 per cent.

12. The representative of Australia stated that his authorities did not
apply any discriminatory quantitative restrictions against Hungarian imports.
He noted that there had been some improvement in Australia's trade with
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Hungary. In 1984 Hungarian exports to Australia had nearly doubled while
Hungarian imports from Australia had increased less. The last consultation
with Hungary had focused on the EEC's intention to remove its quantitative
restrictions; he noted with satisfaction that a numbr of these restrictions
had been lifted. Although the value of these liberalization measures was not
enormous it was nevertheless a positive trend. However, a number of
discriminatory quantitative restrictions did remain and he enquired on the
prospects of their removal.

13. The representative of the EEC said that the progress in removal of
restrictions could not be spectacular because their number was negligible.
They covered about 4 per cent of total Hungarian exports to the Community.
There had been some changes since the last consultation. Restrictions on
fifty-two NIMEX positions had been eliminated and some products had been
de facto liberalized as shown in document L/5370/Add.1 and 2. New
liberalizations had been introduced on 1 January 1986 covering over thirty
NIMEX positions so that since the last consultation, some 150 NIMEX positions
had been liberalized. Further liberalizations were under examination and
might be announced shortly. As for the quantitative restrictions applied by
Greece as a consequence of its accession to the European Economic Community,
these had mostly been eliminated on 1 January 1986.

14. The representative of Hungary acknowledged the elimination by Norway of
all discriminatory quantitative restrictions against Hungary on 13 July 1984
(L/5675). At present only EEC member States still applied discriminatory
quantitative restrictions against Hungarian imports. Referring to the
Community's notifications in document L/5870/Add.1 and 2, he asked why
certain positions with asterisks (indicating that the position was
non-discriminatory) were notified as liberalizations under paragraph 4 of the
Protocol of Accession. List B of the Community's notification in
L/5870/Add.1 appeared to omit some 146 tariff lines still under
discriminatory quantitative restrictions. A part of this omission was
presumably due to the exclusion by the EEC from its notification of some
quantitative restrictions which had been maintained also vis-à-vis some third
countries or groups of countries but not applied on an erga omnes basis. His
delegation supplied an informal paper listing the differences between the
EEC's notifications of restrictions against Hungarian exports and his
delegation's analysis of the relevant EEC Regulations No. 288/82, Annex I and
No. 3420/83, Annex III, and requested the EEC to clarify the discrepancies.

15. He acknowledged that the United Kingdom had eliminated fourteen
quantitative restrictions with a trade coverage of 39 per cent. This had
been done in implementation of obligations under the Protocol of Accession.
The Federal Republic of Germany had eliminated quantitative restrictions only
in seven tariff lines, with a trade coverage of 2 per cent. Although Greece,
which according to its Accession Treaty to the EEC, should have eliminated
all its discriminatory quantitative restrictions applied during the
transitional period which had ended on 1 January 1986, still applied several
of these restrictions. The Benelux countries had liberalized soma positions
with a negligible trade coverage; Denmark had reduced 7 per cent of its
quantitative restrictions with a zero trade coverage; Italy had removed
seven tariff lines or 1.6 per cent of its quantitative restrictions with a
0 per cent trade coverage; Ireland had not eliminated any discriminatory
restrictions under paragraph 4 of the Protocol but rather rectified a
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measure implemented not in conformity with Article XIII. According to the
Hungarian analysis a total of 1.9 per cent of discriminatory quantitative
restrictions had been eliminated in the European Economic Community since the
last consultation. Since 1973, when Hungary had acceded to the GATT,
progress in elimination of discriminatory quantitative restrictions by the
EEC had been of the order of 10 per cent. At this rate it would take 100
years to abide fully by the provisions of the Protocol of Accession.

16. The representative of Hungary also questioned the legal status in the
EEC as regards the elimination of discriminatory restrictions at the regional
level. He pointed out that in the light of the respective rules of the EEC,
the de jure liberalization of quantitative restrictions at Community level
was attained by the inclusion of products in question into the common list of
liberalization (regulation 1765/82 of the EEC) and in legal terms only this
could be considered as elimination of discriminatory quantitative
restrictions under paragraph 4(a) of the Protocol of Accession. Referring
to the list of the so-called "Testausschreibung" applied hy the Federal
Republic of Germany (L/5870/Add.1), he said that these measures did not
constitute an elimination of discriminatory quantitative restrictions under
paragraph 4(a) of the Protocol of Accession. According to document
L/5870/Add.2, only in four out of the seventy-seven tariff lines covered by
the "Testausschreibung" had the discriminatory quantitative restrictions been
eliminated. He asked what conclusions had been drawn by the Federal
Republic of Germany from the application of this régime, taking into account
that only in the case of fifteen out of the seventy-seven items there were
actual Hungarian exports.

17. The representative of Hungary recalled that there was a contractual
obligation under Article 4(a) of the Protocol of Accession not to increase
the discriminatory element of the existing restrictions. Nevertheless some
member States had taken action which had resulted in an increase of
discrimination against vis-à-vis Hungary (see EEC proposals in NTM/W/12,
20 March 1985): France had submitted a list of twelve quantitative
restrictions to be liberalized from which Hungary was excluded. Italy had
submitted f ive product categories for similar liberalization, except for
Hungary; later on, two of these were eliminated but three remained. While
the transitional period had expired for Greece under its accession to the
EEC, the Hungarian analysis showed that 3.4 per cent of Hungarian exports to
Greece, i.e. twenty-two tariff lines, were still under discriminatory
quantitative restrictions. As for Spain, Article 177 paragraph 3 of the
Treaty of Accession of Spain to the Community allowed and paragraph 5
required Spain to maintain certain quantitative restrictions until
31 December 1991. It appeared that, as a consequence of Spain's accession to
the European Community, as of 1 January 1986 some 17.6 per cent of Hungarian
exports to Spain would he subject to quantitative restrictions not consistent
with Article XIII under this provision. Yet Spain had in each of the five
previous consultations notified that it maintained no discriminatory import
restrictions against Hungarian exports. In a recent session of the
Hungarian-Spanish Mixed Commission held in Budapest, the Spanish delegation
had stated that Spain did not intend to introduce discrimination against
Hungarian exports as a consequence of its accession to the EEC. He sought
clarification on this point.

18. The representative of the United States said that the United States
imposed no discriminatory quantitative restrictions on Hungarian exports.
The recent growth of Hungarian exports to the United States attested to the
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possibilities that existed. Despite the progress on elimination of
quantitative restrictions, she deplored that this was still an issue under
debate. Progress was too slow and the date for complete elimination laid
down in paragraph 4 of the Protocol was long past. The fact that ten years
after implementation of the Protocol elimination of discriminatory
quantitative restrictions was still under review did not bode well for future
negotiations of this kind.

19. The representative of Japan expressed concern over the maintenance of
remaining quantitative restrictions twelve years after Hungary's accession to
GATT and called for the EEC to establish a time-table for their elimination.

20. The representative of Canada said that when the Protocol of Accession of
Hungary had been drawn up, it had not been expected that twelve years later
the Working Party would still be facing the same core group of restrictions.
Their continued application implied that there were major difficulties
between the trading countries involved; however, these difficulties had not
been explained or discussed in the Working Party.

21. The representative of the EEC explained that the asterisk beside certain
positions in L/5870/Add.1 and 2 indicated non-discriminatory restrictions.
However, the EEC notification had a broader coverage than elimination under
paragraph 4 of the Protocol and included all elements relevant to trade
between Hungary and the EEC; it was based on a comparison, with respect to
Hungary, between EC Regulation 288/82, the general import régime, and
Regulation 3420/83 of the régime applied to state trading countries.
Regarding the EEC legislation, he explained that there was a difference
between regional liberalization and Community liberalization; this was an
internal matter but in both cases the liberalization were de jure, whether it
was registered or not in Community regulations. As for the experimental
liberalizations by Germany, it was the Commission's point of view that they
were equivalent to de jure liberalizations, as the volume of Hungarian
exports was not limited. Following such an experience the country was
usually in a position to liberalize restrictions de jure. He recalled that
the EEC was examining the possibility of future liberalizations. Concerning
the prospects for future liberalization he felt that the representative of
Hungary had insisted too much on the percentages of trade coverage which
could give a misleading picture of the actual situation and recalled that EEC
restrictions covered only 3-4 per cent of Hungarian exports to the EEC in
terms of tariff headings. Some of the remaining restrictions were on very
sensitive products which were undergoing restructuring such as glassware,
leather, etc. Concerning the increase in the discriminatory element of
restrictions referred to by the representative of Hungary he said that it was
not possible for the EEC to apply certain liberalization measures to
centrally planned economies, but in order to respect the provisions of
Article 4 of the Protocol of Accession the EEC had liberalized an equivalent
number of other restrictions. Therefore, there had been no increase of the
discriminatory element of restrictions, which was a factor that had to be
appreciated in a global manner. He said that it was premature to examine the
effects of Spain's accession to the Community, as some of the provisions had
not yet been adopted by the Council. Nevertheless, it was already possible
to state that, due to the acceptance by Spain and Portugal of the Community
import régime, many of the restrictions previously in force in these
countries had been abolished at the date of their accession or would be



L/5977
Page 6

abolished at the end of the transitional period. In addition, it should be
noted that the system existing in Spain and Portugal before their accession
to the Community was complex and combined quantitative restrictions, import
licensing and state import monopolies. This system had been replaced by the
Community régime. Most Hungarian exports to the EEC were free of any
restrictions and the EEC would continue to examine the possibility of further
liberalizations and was disposed to enter into negotiations with Hungary to
explore the matter and settle outstanding problems.

22. The representative of Hungary said that, according to their list, the
trade coverage under discriminatory quantitative restrictions maintained by
member States was as follows: Benelux 2 per cent; Denmark 0 per cent;
Federal Republic of Germany 6.9 per cent; France 5.8 per cent; Ireland
0 per cent; Italy 5.9 per cent, United Kingdom 1.9 per cent and Greece
3.7 per cent. Disregarding textile products in the case of which the
discriminatory quantitative restrictions had not been eliminated but only
provisionally suspended, still 6.5 per cent of the Hungarian exports to the
Community were under quantitative restrictions not consistent with
Article XIII at the end of 1985. While taking note of the statement by the
representative of the EEC that regional liberalizations were de jure, he
urged the inclusion of the regional measures into the list of common
liberalization of the EEC. He also urged that the EEC member State
concerned should transform the "Testausschreibung" régime into de jure
elimination of quantitative restrictions. Concerning the increase in the
discriminatory element of the restrictions he said he could not accept the
interpretation of the EEC, in particular with regard to France and Italy.
There could be no trade-off between the elimination of some restrictions and
the introduction of new ones. The obligations under paragraph 4(a) of the
Hungarian Protocol of Accession were to eliminate progressively all
prohibitions or quantitative restrictions not consistent with Article XIII of
the GATT, and not to increase the discriminatory element in these
restrictions. Therefore, no new discriminatory measures could be introduced
against Hungarian exports by virtue of these obligations. He also asked for
confirmation that Greece no longer applied any discriminatory restrictions to
Hungarian exports as of 1 January 1986. He furthermore requested
clarification of the possible discriminatory restrictions applied by Spain.
He recalled that under paragraph 4(b) of the Protocol of Accession any
discriminatory quantitative restrictions still in force after January 1975
could only be maintained for "exceptional reasons" and asked for these
reasons, particularly in view of the small share of Hungarian exports still
subject to such restrictions in the total imports of the EEC.

23. The representative of the EEC said that the bulk of the quantitative
restrictions maintained by Greece had been eliminated on 1 January 1986 and
recalled that, when comparing the situation existing before and after the
accession of Greece to the Community, one should consider other factors such
as clearing arrangements with Eastern European countries or a widespread
licensing system. These elements were eliminated after the accession of
Greece. With respect to the accession of Spain and Portugal to the
Communities, it was too early to give a definitive answer: if Article 177 of
the Accession Treaty was clear on the problem of quantitative restrictions,
the secondary legislation had to be examined and accepted by the EEC Council.
Referring to the "exceptional" reasons for maintaining restrictions, he
reiterated that some products were very sensitive and some sectors were in
crisis. One of the difficulties with Hungarian exports concerned price
levels, which were very inferior to similar products imported into the EEC.
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24. The representative of Hungary took note of the EEC statement that the
discriminatory quantitative restrictions maintained during the transitional
period by Greece had been eliminated on 1 January 1986. He awaited
clarification on the situation of Spain, and added that it was unacceptable
that Spains accession to the EEC resulted in the introduction of
discriminatory quantitative restrictions vis-à-vis Hungary. Article XXIV
did not release any contracting party from the obligation of
non-discrimination as provided for by Article XIII of the GATT. As for the
"exceptional reasons" for maintaining restrictions described by the
Community, it was his view that difficulties in particular sectors should be
dealt with by measures applied erga omnes rather than by discriminatory
quantitative restrictions. He did not exclude the possibility that the price
level of some Hungarian exports could seem low, but there were remedies under
the GATT, such as the Anti-Dumping Code, as well as paragraph 5 of the
Protocol of Accession. On the EEC's remark to negotiate a bilateral
agreement with Hungary, he said that his authorities were of the view that
the relationship between Hungary and the EEC was normalized, as both parties
were contracting parties to the GATT and therefore their trade relations were
regulated on a contractual basis. At the same time there did exist some
important problems in Hungary's trade with the EEC and it was in the interest
of both to find solutions. Exploratory talks had been held on a non-official
basis. Hungary had had three objectives in these talks: any bilateral trade
agreement should be in conformity with the GATT and with Hungary's Protocol
of Accession; the agreement should give full effect to m.f.n. and
non-discriminatory treatment under the GATT and under the Protocol of
Accession providing for a time frame for the elimination of remaining
discriminatory quantitative restrictions; and the agreement should be
justified by a substantive improvement of Hungary's access to the EEC market.
The informal talks had been suspended as the EEC was not in a position to
offer adequate solutions. The possibility of resuming these talks therefore
depended on the EEC's attitude.

25. The representative of Australia said that the Protocol of Accession of
Hungary maintained a balance between rights and obligations of Hungary and of
other contracting parties. In paragraph 3(b) of the Protocol, Hungary was
requested not to discriminate or operate its trade regulations to the
detriment of other contracting parties; in paragraph 4(a) contracting
parties maintaining prohibitions or quantitative restrictions at the date the
Protocol entered into force were obliged not to increase the discriminatory
element of these measures, to remove them progressively and not to apply new
discriminatory measures. Hungary had the expectation that the restrictions
would be removed by 1 January 1975 unless exceptional reasons were invoked
for continuing them beyond that date. A contracting party maintaining such
restrictions beyond 1 January 1975 would not be in conformity with the
Protocol unless exceptional reasons were put forward; it was incumbent on
those contracting parties to give the reasons. Furthermore, it would be
incorrect to argue that a restrictive trade measure could be considered to be
applied in a non-discriminatory manner if it were applied to the trade of
other contracting parties and to Hungary but not to the trade of all
contracting parties. The introduction of new quantitative restrictiins to
the trade of Hungary on these terms could not be justified under the
provisions of paragraph 4(a) of the Protocol.
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26. The representative of the EEC said that he could not read in the
Protocol of Accession any provision that barred a global interpretation of
the level of discriminatory quantitative restrictions. The EEC had not
introduced any new restriction on Hungarian exports. He confirmed that
neither Greece nor Spain had any new discriminatory measures on imports from
Hungary taking into account the régimes which were actually in force in those
countries before their accession to the Community; the restrictions applied
by Greece in the transitional period were terminated on 1 January 1986. The
EEC saw no obstacle in the way of negotiations with Hungary, without
prejudice to the rights and obligations of Hungary under its Protocol of
Accession to GATT, which the EEC intended to respect.

27. One member of the Working Party was of the view that it would be
unacceptable for bilateral negotiations to be used to trade relaxation of
discriminatory quantitative restrictions for forms of market access that were
not available to all contracting parties on an m.f.n. basis.

28. The representative of Hungary requested the Community to examine
together the divergencies between the EEC list of quantitative restrictions
and the one drawn up by his authorities, with a view to coming to a common
understanding on the factual situation regarding the existing discriminatory
restrictions. With the exception of the United Kingdom, the elimination of
quantitative restrictions had been very slow and had fallen behind reasonable
expectations. In some cases, the discriminatory element had even been
increased. He again rejected the EEC's global interpretation of the level
of discriminatory restrictions and confirmed the statement made by another
delegation that by virtue of paragraph 4 of the Protocol of Accession, the
provisions of Articles XI and XIII of the GATT were fully operational
vis-à-vis Hungary. He also noted the statement of the representative of the
EEC that no discriminatory quantitative restrictions due to Spain's accession
to the EEC would be applied. However, he still failed to understand the
implications of Annexes XV and XVI of paragraphs 3 and 5 of Article 177 of
the Trea;y of Accession of Spain to the Community. He had heard no credible
explanation of the "exceptional reasons" for the continued existence of
discriminatory restrictions. He assured those who were concerned by a
possible bilateral agreement between the EEC and Hungary that it was out of
the question for Hungary to conclude any bilateral agreement that could
affect Hungary's rights and obligations under the GATT. Such an agreement
could be based only on m.f.n. and non-discrimination, it could not call for a
counterpart to be paid for the implementation of the obligations under the
Protocol and could not legalize discriminatory practices.

29. The representative of the EEC said that for the sake of transparency his
delegation would accept to undertake the technical work necessary to
reconcile the divergencies between the Hungarian and the EEC lists. The
so-called slow progress of the EEC in removing restrictions was due to
particular situations in certain sectors of the EEC industry and also to
price differentials. As for the increase in discriminatory elements in
quantitative restrictions, he stressed that the EEC had not introduced any
new quantitative restriction since the last consultations with Hungary. It
was clearly the Communities' intention that any agreement it would conclude
with Hungary would comply with the provisions of the Protocol of Accession
(notwithstanding divergent interpretations hy Hungary and the EEC of some
of its provisions), and would be on a non-discriminatory and
most-favoured-nation basis.
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30. The representative of Hungary said that Turkey had introduced in 1984 a
new import régime under which only companies with an export turnover of more
than US$50 million could trade with the Eastern countries. This limited
trade t Turkish state-owned companies and some twenty-four private firms
meeting the condition. This régime was contrary to Article I of the GATT,
and he urged Turkey to terminate this practice.

31. The representative of Turkey said that his country did not apply any
discriminatory quantitative restrictions on imports from Hungary. As for the
new import régime which had been described accurately, it did not apply to
trade with Hungary only, but to all Annex A countries. Paragraph 3(a) of the
Protocol of Accession showed that Hungary itself had maintained the right to
have a separate trading system with Annex A countries. Turkey was doing the
same thing; it had a separate system which applied to Annex A countries.
The reason for this measure was the amount of compensation trade involved
when dealing with centrally-planned economies, and only large companies were
in a position to do this. The measure favoured Hungarian interests as could
he seen by the development of Hungarian exports to Turkey in document L/5899.
These had doubled from US$22 million in 1982 to US$47 million in 1984, and
the upward trend was maintained in 1985. The reverse was true for Turkish
exports to Hungary, which from US$23 million in 1982 had fallen to US$8.5
million in 1984.

32. The representative of Hungary said that irrespective of its trade
effects. the Turkish measure was discriminatory. He rejected the juridical
validity of drawing any comparison between the provisions of paragraph 3 of
the Hungarian Protocol of Accession and the Turkish measure in question.
Paragraph 3 of the Protocol was an arrangement negotiated with the
contracting parties, granting Hungary a "waiver" for its existing trading
regulations with Annex A countries. It was a recognized exception to
Article I of GATT. The original report of the Working Party on Accession
described fully the motivations underlying the provisions of paragraph 3(a).
He challenged the legalality under the GATT of the Turkish measure; its
practical effect was to cut out small and medium.Hungarian firms from trade
with Turkey. He added that compensation trade in Hungary was a category
relating solely and exclusively to firms, unlike Turkey, where it was
government policy.

33. The representative of Turkey said that compensation trade was not
required by his authorities but frequently requested by Eastern trading area
countries. The thirty or so private companies that could trade with the
Eastern trading area under the new import régime accounted for more than
45 per cent of Turkey's foreign trade in general; therefore the element of
practical discrimination was negligible.

B. Hungarian Imports

34. The representative of the EEC referred to L/4899, Hungarian Trade
Statistics, and pointed out that the level. of Hungarian trade with CMEA
countries had remained above 50 per cent. He reiterated the concerns of the
EEC over the fact that Hungary's trade agreements with CMEA countries were
not published, in particular the lists of products and all the details in the
annexes. This trade was large, over 14 billion roubles a year. Bilateral
agreements with CMEA countries signed in 1985 provided for increases of
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3.5 per cent to 15 per cent. The provisions of Article X of GATT required
that trade regulations be published; at the previous consultation Hungary
had invoked the confidential nature of these agreements to justify their
non-publication, but the EEC failed to understand why the details of trade
with CMEA countries could not be disclosed. He also noted that Western
exporters were excluded from some sectors of the Hungarian import market -
automobiles for instance. In 1984, Italy had exported three automobiles to
Hungary and the United Kingdom eight. Referring to the Hungarian global
quota for consumer goods, which was to be enlarged, he pointed out that
whereas it had stood at US$106 million in 1982, it had fallen to
US$95 million in 1983 and stood at US$100 million in 1984.

3.. The representative of Hungary said that its trade with Annex A countries
accounted for about 50 per cent of Hungary's total trade, and pointed out
that Hungary had no obligation with regard to shares of trade in relation to
any group of countries. Concerning publication of bilateral agreements with
Annex A countries, he said that the texts were published whereas the lists of
products annexed to them were not. They contained the cumulative results of
private contracts concluded by enterprises; this was confidential
information which Article X of GATT did not require to be disclosed.
However, the Hungarian Statistical Yearbook gave detailed import and export
statistics by country and products, and any request for further information
would be taken into consideration. He said that the reduction of the level
of global quotas for consumer goods had taken place at a time when Hungary
had had to apply temporary import restrictions for balance-of- payments
difficulties in convertible currencies. The quotas had been as follows:
1981 - US$118.8 million; 1982 - US$106 million; 1983 - US$95 million; 1984
- US$100 million. In 1985 the quota had been raised to US$170 million due
to the improved balance-of-payments. The same level remained valid for
1986.

36. The representative of Canada said that since Hungarian exports to Canada
were running at a level double Canadian exports to Hungary and unlike the
Canadian exports consisted mainly of finished goods, Canadians were naturally
concerned to learn more about the mechanisms that determine Hungarian trade
patterns. He was grateful for the information given at the beginning of the
meeting on this, and enquired why Hungary made no notifications under
Article XVII, and what Hungary considered to be state trading. It seemed to
him that, at the very least, foreign trade enterprises under administrative
supervision would qualify for notification under Article XVII.

37. The representative of Hungary said that the trade pattern was shaped by
the competitive position of firms; it was not decided or organized by the
State and was not under any administrative supervision. Article XVII
referred to state-owned enterprises or private enterprises having exclusive
privileges in foreign trade matters; it referred to enterprises, not to
countries. At the preparatory phase of the Havanna Charter negotiations,
there had been proposals to draw up special provisions for countries with
complete monopoly of foreign trade, but these proposals died away and were
not discussed in Havanna. The GATT consequently did not contain any special
provision for countries with complete monopoly of foreign trade; there was
no such category as state-trading country in the GATT legal system and any
existing legislation based on this notion was not in conformity with the
GATT. The monopoly of foreign trade in Hungary or the form of ownership of
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production means had no relevance to Article XVII. Monopoly of foreign
trade in Hungary was the authority of the Ministry of Foreign Trade to
license entities to carry out foreign trade activity. It did not imply
monopolistic rights in the activities of the entities. The licensing
procedure itself was a simple one. Enterprises with full autonomy in their
economic activities enjoyed, with the exception of some products of key
importance to the national economy, unrestrained freedom in the scope of
their foreign trade activity. In the case of certain foreign trade
enterprises under administrative supervision which carried out trade with
essential goods, the trade might be carried out just by one enterprise.
However, these enterprises were fully autonomous in their activities and were
functioning on the basis of the same legal, economic and financial
regulations creating the economic environment as the other foreign trade
enterprises. The Hungarian delegation was ready to examine if this
concentration of trade had any impact on the trade interest of its partners.

38. The representative of the EEC recalled that the 1974 Hungarian Foreign
Trade Law laved down that foreign trade was a state monopoly. While it was
interesting to watch the experiments made in Hungary to decentralize state
trading, he nevertheless had some doubts as to the degree of autonomy enjoyed
by Hungarian firms in the framework of a state planning system. He also
referred to the free zones for joint ventures created in Hungary in 1982 and
asked for an assessment of the experiment.

39. The representative of Hungary said the 1974 Foreign Trade Law was
written in broad terms but was not meant to describe in detail the present
situation. There was no obligatory foreign trade plan in his country. The
GATT had accepted Hungary's tariff as a regulatory instrument of foreign
trade policy. Concerning the customs-free zones for joint ventures started
in 1982, any plant or area could be declared a customs-free zone, where the
physical separation was possible. At present there were twelve such
customs-free zones but not necessarily covering joint ventures.

40. Another member of the Working Party enquired whether there had been any
changes in the trade practices regarding Annex A countries since the last
consultation.

41. The representative of Hungary said there had been no changes in trading
regulations of Hungary with Annex A countries.

42. The Chairman said that he had heard a number of delegations refer to the
slow pace at which the EEC had been moving to comply with its obligations
under the Protocol of Accession of Hungary. Questions had been asked as to
whether the EEC's maintenance of discriminatory quantitative restrictions on
Hungarian imports were in conformity with the terms of the Protocol of
Accession. Some delegations had indicated that a time-table for the
elimination of the remaining restrictions would be appropriate. He had heard
the representative of Hungary raise a number of definitional problems
regarding the EEC's notifications. He was pleased that the representatives
of Hungary and of the EEC had expressed a desire to clarify the factual
situation as regarded the quantitative restrictions still in force. He
recommended that the two delegations conduct consultations among each other
at an early date with a view to clarifying the factual situation referred to
in paragraph 4(a) of the Hungarian Protocol of Accession and to report on the
results of the consultations to him.
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ANNEX

INTRCDUCTORY STATEMENT

by the Delegate of Hungary

Since 1973, Hungary's accession to the GATT, this is

the 6th Biannual Review Session of the Hungarian

Working Party, pursuant to Paragraph 6 of the Proto-

col of Accession. Without entering into specific as-

pects of the review, I should like to offer some ge-

neral remarks and comments.

First I should like to dwell on some problems facing
our participation in international trade. With the

presentation of these problems my delegation's ob-

jective is to urge and seek by cooperation progress
in their solution, consistently with the provisions
of the General Agreement.

In recent years Hungary's economy had to face serious
liquidity problems due to certain external monetary de-

velopments beyond our control. The main objective of
the economic policy was to redress the external equilib-
rium and to achieve a sustainable positive balance-of-pay-
ments in convertible currencies. This required a signifi-
cant trade surplus which could be achieved in 1983 and

1984, mainly as a result of a restrictive demand management
policy and partly of the application of temporary import
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restrictive measures. Though the final data are not

available, the trade surplus attained in 1985 in conver-

tible currencies decreased substantially. Our analysis

suggests that this lower trade surplus in 1985 is due to

some easing in the demand management policy and to the

reestablishment of the import regime existing prior to the

introduction of temporary import restrictions, as well as

to the unfavourable developments in our convertible export

performance.

When evaluating the convertible export performance in

1983 and 1984, expressed in national currency as submitted

to the Working Party,it is necessary to take into account

the effect of 27 per cent devaluation of the forint against

convertible currencies between 1982 and 1984. Due to this

the registered increases in our trade turnover in forint

value are inflated. Expressed in U.S. dollar, the value of

our convertible currency exports kept level in 1983 and

1984 but decreased by some 8 per cent in 1985, while our

convertible imports showed a slight decrease both in 1983 and

1984 but a moderate increase in 1985. I have to stress that

in 1985 an unfavourable and opposite development took

place in the trends of our convertible exports and imports;

while the imports registered a moderate increase, the ex-

ports fell back.

As far as our non convertible trade is concerned, it de-

veloped both in exports and imports in a balanced way,

the rate of growth in exports surpassing that of imports.

The external trading environment for the Hungarian exports

did not improve during the last years. In certain branches

where Hungary has favourable natural endowment and good

export potential, neither the trade policies of most of
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our partners nor the rate of economic recovery supported

our efforts. This is true in particular for the Western-

European countries which are traditionally the most im-

portant convertible currency markets of Hungarian goods.
The available data show that exports increased more ra-

pidly and more significantly to the overseas industrialized
countries. This is especially true in respect of the United

States, where under the MFN treatment Hungarian exports

could keep pace with the faster economic growth and with

the resultant general rise of imports. As to the future

possibilities for the US-Hungarian trade, the. extension

of the MFN treatment for a longer period instead of re-

newing it annually would ensure a more predictable and

more stable basis both for the US and Hungarian firms.

In the case of agricultural and food products, accounting

for about 35 per cent of the convertible exports, market

access possibilities further deteriorated both in terms

of policy and price developments.

As regards policies, the adverse effects of the Common

Agricultural Policy of the EEC on Hungarian exports have

been felt most as its mechanisms seriously hinder market

access of Hungarian products. As a consequence of this

policy, the share of agricultural and food products in

total Hungarian exports to the EEC decreased to some 35

per cent against 45 per cent of ten years ago. Hungary's
share in the total external agricultural imports of the

EEC decreased from 1,9 per cent to about 1,2 per cent in

the same period. The heavy and steadily increasing sub-

sidization of agricultural exports had also adversely af-

fected Hungarian export earnings on third markets too.

This led to substantial displacements of certain products
in specific markets. -
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These developments in the field of agriculture have sub-

stantially further depressed the prices prevailing in

the world market. The impact of these tendencies on the

Hungarian export prices has been prejudicial: for example,
the price of the exported bovine meat has decreased by 46

per cent, that of the porcine meat by 44 per cent during
the last 2 years. The losses resulting from the depressed

price levels in the agricultural sector amounted to more

than US dollar 450 million during the last 3 years.

Protectionist measures affecting Hungarian industrial ex-

ports have not decreased either. The most restrained
sectors are textiles, iron and steel products, footwear.

In addition, the member states of the EEC continue to

maintain measures inconsistent with Article XIII vis-a-vis

our exports. We shall have the opportunity to examine
this subject during this review.

Another factor contributing to the unfavourable compe-

titive position of Hungarian exports is the lack of tariff

advantages which are enjoyed by countries at similar
level of economic development with Hungary.

I have to recall that Hungary was compelled to introduce
in conformity with Article XII of the General Agreement

temporary import restrictive measures in September 1982.

The Balance-of-Payments Committee met in 1983 and 1984
and held consultations with Hungary on the trade measures

taken. At the second consultation in 1984 in the conclusions
"The Committee noted that since the last consultation
Hungary's balance-of-payments situation had improved as

a result of the demand management measures taken, despite
some continuing negative external factors. The Committee
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welcomed the efforts made by Hungary to ease the restrictions
introduced in 1982, in particular the lifting of the 20
per cent import surcharge on 1 April 1984 and the partial
elimination of quantitative restrictions, and noted the
transparency of the measures taken. Taking into account

the various internal and external factors affecting Hun-
gary's balance-of-payments position, the Committee reite-
rated the hope that in the light of progress achieved in
internal adjustment, Hungary would soon be in a position
to announce a timetable for the phasing out of the re-

maining restrictions."

As we have notified to the Contracting Parties, the last
remaining element of trade measures taken for balance-
of-payments purposes were abolished as from January 1, 1985.
I have to stress that the disinvocation of Article XII
has become possible mainly due to the Hungarian Govern-
ment's domestic economic policy measures aimed at restoring
the equilibrium of balance-of-payments in convertible cur-

rencies. The trading environment, especially in Western
European markets, however, has not improved, in certain
respect it has definitely deteriorated. Under these cir-
cumstances the question might arise if we had not been too
hasty in the process of full elimination of the temporary
import restrictive measures, Dur conclusion is that the

domestic efforts of a nation participating actively in
international trade must receive appropriate response
from its partners in terms of trade policy treatment and
market access. It is also clear- that in a situation
where the export earnings are the primary sources of co-
vering imports and of the debt servicing, a liberal im-
port policy can only be maintained on the long run if it
is matched on the export side by an improved and stable
market access.
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In the second part of my statement I should like to sum

up the main features of the Hungarian economic policy

followed in the recent period and to give an overview

of the developments in the economic management system.

In order to redress the external equilibrium domestic

demand has been restrained through strict fiscal, credit

and income policies including a substantial cut-back in

the investments. The regained confidence of the banking

circles made possible a substantial increase in medium
and long term capital inflows. At present the reserves

of the National Bank of Hungary are at a substantially
higher level thanbefore the international debt crisis
in 1982. We also progressed, though not as much as we

had wished, in the process of structural adjustment and

increasing the efficiency of the economy. Several measures

were taken to ensure and strengthen the role of market

forces and to improve the ability of the economy to ad-

just to the changing market conditions. The policy of

adjustment is targeted to the selective development of

branches offering more effective utilization of capital
and labour resources of the national economy, to increase

productivity and efficiency in general and thereby paving
the way for a moderate economic growth. The main objec-
tives of the economic policy have remained the conti-
nuation of adjustment efforts in order to improve ef-

ficiency, to stabilize the external equilibrium, while

further improving the economic management system.

The Hungarian Government approved and implemented a series
of measures for the further development of the economic
management system. These include some changes in the

price system and the introduction of new forms of enter-

prise management. As regards the Hungarian banking system,
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steps are being made to increase the role of competition

and to develop channels for resource reallocation. A

bond market has been established. We made steps in the

exchange rate policy by shifting the lst January last

year to daily quotation instead of the then existing
weekly one. We introduced new legislation on joint ven-
tures, creating more attractive conditions for their -

operation. A new law on unfair economic activities was

also promulgated.

The most important change relates to the new forms of

enterprise management. These changes are motivated by
seeking to further the autonomy of enterprises, to ex-

tend the scope of market influences, to expose them to
risks to a greater extent. Two new forms of enterprise

management were introduced at the beginning of last

year: enterprise councils for large and medium size
enterprises and general assemblies of workers and emp-
loyees in the case of smaller ones. The right of appoin-
ting managers formerly vested in authorities is trans-

ferred to the elected managing bodies of the enterprises
i.e. the enterprise councils and general assemblies.
These elected bodies exercise the owners' rights, they

are entitled to decide on major questions of enterprise
organization, including the establishment of filiales
and on business policy. The responsibility for the con-

duct of current activities of the enterprises is to re-

side with the manager who is appointed by the mentioned
bodies for a five year term. The administration restricts

itself only to supervise the observance of the legal
rules by the enterprises. About 90 per cent of the Hun-

garian engerprises fall under these categories. Only
some public utility companies and some other enterprises
satisfying basic needs and handling products of key
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importance for the national economy operate under so

called administrative supervision. The difference bet-

ween enterprises under administrative supervision and

the two other types is that in the former case the enter-

prises cannot, without authorisation, abandon some of

their basic activities laid down in their act of foundation.

But these enterprises also continue to carry out their ac-

tivities in accordance with economic laws, rules and re-

gulations, shaping the economic environment for all eco-

nomic units.

In 1985 and 1986 foreign trade enterprises, as all other

Hungarian enterprises are categorized into the new enter-

prise forms. The foreign trade enterprises fall either in

the category of those managed by enterprise councils or

under administrative suprevision.

A limited number of foreign trade enterprises fall under

the administrative supervision. These are dealing mainly
with products of vital importance to the national economy.

Unlike the FTEs functioning under enterprise councils, the
FTEs under administrative suprevision cannot abandon

without prior authorization the trading of products which
are specifically contained in their act of foundation.
This constraint on their activities serves national in-

terests, they are to assure steady and predictable supply
of basic inputs like energy, basic commodities etc.to

the economy and are to carry out export activities in

products of primary importance.

During recent years several measures were taken in order
to make institutional framework of foreign trade more

flexible in harmony with the improvement of the econo-
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mic management system. A large number of producing enter-

prises, cooperatives and other entities have been entitled
to carry out foreign trade activities. As a result at the
beginning of 1986, 270 enterprises are authorized to en-

gage directly in foreign trade on a permanent basis (in
1984 the corresponding figure was 217). In addition in the
last 2-3 years approximately 900 ad hoc licences were

granted per year to producer companies or co-

operatives for individual export or import contracts.

New and simplified rules and procedures are in force as

from 1st January, 1986 in regard of granting foreign
trading rights.

According to these changes,without any further procedure
on the part of the authorities any producer enterprise or

entity is entitled to export its own products or import
any product needed for its production if the manager of
the company lodges a declaration with the Ministry of
Foreign Trade stating that the company wishes and is ca-

pable of carrying out such activities.

As to the foreign trading enterprises also new rules are

implemented from this year on. The limitations on their
scope of activities have been abolished, all foreign
trading enterprises are entitled to export or import
any product they want with the exception of some goods.
A list of exceptions will be published. It will contain
mostly bulk import and export products like certain mi-
nerals, cereals, sugar, energy etc. These goods. will be
usually traded by one enterprise but within the frame-
work of the already existing mechanism of individual
approval any other FTE or producer company may be autho-

rized to trade them.
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Due to the small size, openness and .trade dependence of
the Hungarian economy, it is heavily exposed to external
trading environment and to the changes therein. The re-
suits of our participation in international trade are
crucial for the Hungarian economy as a whole. This ex-

plains the country's deep interest in the maintenance
of the international trading system, based on multila-
teral, non discriminatory and predictable trade policy
discipline of contractual nature. The same has been the
primary motivation of Hungary's accession to the General
Agreement. Our basic approach continues to be guided by
Hungary's interest to accept and respect the obligations
arising from the General Agreement and to enjoy fully
the rights arising therefrom.


