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I. Introduction

In the attached letter, dated October 13, 1982, the Government of
Hungary requests a 13-month stand-by arrangement in an amount of
SDR 475 million or 126.7 per cent of quota. The Hungarian People's
Republic became a member of the Fund on May 6, 1982 and paid its sub-
scription on September 3, 1982. It drew its reserve tranche on October
27, 1982, and the Fund's holdings of forint amounted to SDR 375 million
or 100 per cent of quota on October 31, 1982. The Government of Hungary
is also expected to request a drawing under the compensatory financing
facility for an the export shortfall in the year ending June 1982. The
requested drawing, if approved, would be for SDR 72.0 million or 19.2 per
cent of quota.

If the full amount of the proposed stand-by arrangement is purchased,
the Fund's holdings of forint, excluding any purchase under the CFF,
would amount to SDR 850 million. Financing of the proposed stand-by would
be SDR 245.739 million from ordinary resources and SDR 229.261 from borrowed
resources. A waiver of the limitation in Article V, Section 3(b)(iii)
of the Articles of Agreement is required.

Purchases are available in five installments, with the first of
SDR 142.5 million (38 per cent of quota) immediately following approval
of the stand-by arrangement; the second of SDR 83.1 million not before
March 15, 1983; the third of SDR 83.1 million not before June 30, 1983;
the fourth of SDR 83.1 million not before September 15, 1983; and the
fifth of SDR 83.2 million not before December 15, 1983 (Table 1). Of
the total amount available under the arrangement, 47.5 per cent would be
purchased before the review scheduled for June 1983.

Negotiation of the stabilization program described in the attached
letter and analyzed below took place in Budapest from September 3 to
October 2, 1982. The Hungarian representatives included the Deputy
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Chairman of the Council of Ministers, the President and the First Deputy
President of the National Bank of Hungary, the Deputy Chairman and State
Secretary of the Central Planning Office and other senior officials. The
staff mission included Messrs. de Fontenay (EUR), O'Connor (STAT),

Mountford (EUR), Somogyi (EUR), Belanger (ETR), and Miss Jones (EUR) as
secretary, with the assistance for part of the time of Mrs. Junz,
Mr. Thakur, Ms. Salop (all EUR), and Mrs. Ecevit (RES). Mr. de Groote,
Executive Director, participated in the main policy discussions.

II. Background

Hungary experienced renewed balance of payments difficulties in 1981

and in early 1982, culminating in a massive outflow of short-term capital
and a fall in official reserves from US$1,724 million at end-1981 to
US$476 million at end-March 1982. This liquidity crisis occurred in
large part because of a heavy foreign debt burden, accentuated by a high
proportion of short-term debt, which greatly increased the economy's
vulnerability to the unfavorable environment that developed in late 1981

on international capital markets. At the same time, the substantial
current account deficit made foreign debt management more difficult.

Hungary's external debt rose rapidly during the 1970s, mainly as a
consequence of economic policies pursued in the period 1973/78. The

authorities sought to shield the domestic economy from the sharp deterio-
ration in the terms of trade that Hungary, like most countries, suffered
in the wake of the first oil shock in 1973/74. 1/ Policies in this period
were designed to achieve ambitious growth rates, protect the standard of
living of the population, and insulate the domestic price level from the
accelerating inflation being experienced abroad. By 1978 the current
account deficit had widened to US$1.4 billion, equivalent to 9 per cent
of GDP, with most of the deficit on convertible currency account
(US$1.2 billion). Heavy foreign borrowing over several years to finance
the large current account deficits raised the foreign debt to US$8 billion

at end-1978 (47 per cent of GDP).

By 1978/79 the authorities recognized the need to adjust to the

more difficult world economic environment. Economic priorities were
shifted from the promotion of growth to achievement of a sustainable
balance of payments position. The growth of domestic demand was dampened,
by severe reductions in investment and by a slower increase in consumption.
With a view to shifting resources to the external sector and to making
the economy more efficient, renewed impetus was given to economic reforms.
The adjustment effort had considerable initial success, though it entailed
a sharp slowdown in growth. The current account deficit in convertible
currencies was reduced to US$0.4 billion in 1980. In the meantime,

1/ For a more detailed description of economic developments and
poTicies, see SM/82/176 (8/25/82) and SM/82/186 (9/17/82).
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however, there was a further accumulation of foreign debt to US$10.3 bil-
lion by the end of 1980, and the debt service ratio on convertible cur-
rency debt rose to 30 per cent.

Progress toward a sustainable payments position stalled in 1981.
Domestic demand policies were less effective than intended, and private
consumption rose 2.5 per cent in real terms. Enterprise investment in

excess of the plan targets, and a recovery in stockbuilding, were financed
by a sharp improvement in enterprise profitability and by ready availa-
bility of credit. At the same time, the external economic environment
became more difficult. Foreign demand in the main Western export markets
declined in real terms. Despite these adverse circumstances, the trade
balance in convertible currencies improved somewhat, due to a gain in
the terms of trade. The trade balance in nonconvertible currencies
remained virtually unchanged, as higher export volumes offset a continued
deterioration in the terms of trade. Interest payments on convertible
currency debt rose steeply in 1.981 in response to higher international
interest rates, and were the main factor explaining a sharply higher
current account deficit (despite the favorable trade performance). This
was financed partly by net capital inflows, although on a smaller scale
than in previous years, and by a decline in official reserves.

The higher current account deficit in 1981, and concerns about the
level and maturity structure of Hungary's foreign debt, were among the
factors explaining a hardening of attitudes by foreign lenders in late
1981 and early 1982. External events, in particular developments in
Poland and the debt problems of Romania, also played a large part in
bringing about a virtual cessation of new medium- and long-term lending,
and led to substantial withdrawals of short-term deposits. As a result
mainly of these outflows of short-term capital, together with a continued
current account deficit (US$266 million in the first quarter of 1982)
and seasonal factors, total official reserves in convertible currencies
fell to US$479 million at end-M!arch 1982, equivalent to only about six
weeks of imports in convertible currencies.

In response to this external liquidity crisis, the Hungarian
authorities strengthened their adjustment efforts in the course of 1982.
The measures introduced by stages in the first half of 1982 were largely
a strengthening of those implemented late in 1981 to curb the growth of
enterprises' investible resources and their access to bank credit. The
share of enterprise funds channeled to compulsory reserves was raised,
thus reducing the flow of resources available for investment and for
profit sharing. The new measures also included increases in interest

rates on loans to enterprises, and an additional 25 per cent tax on most
new investment projects (other than those related to convertible currency

exports and savings of energy and raw materials). 1/ The decision to

1/ The tax is assessed on the full cost of the investment when the
project is started and is payable from after-tax profits withheld in the

development funds of companies., Exemptions are granted for the expansion
of capacities to promote exports to the convertible currency area, for

energy conservation, and for the recycling of waste materials.



restrain enterprise fixed investments was supplemented by cuts in budget
allocations for state-controlled investment and measures to slow down
stockbuilding.

In contrast to the strong measures to curb investment, the efforts
to constrain consumption in 1982 were initially rather mild, involving
mainly a tightening of wage policy and increases in consumer prices of
energy. In mid-year, however, a major new policy package intended also
to assist the balance of payments and to reduce budgetary expenditures
was introduced. Several measures were taken to raise consumer prices
and reduce subsidies, and thus to reduce real incomes. The rise in
consumer prices accelerated in the latter part of 1982 owing to adminis-
trative price increases in the form of cuts in subsidies (on gasoline,
cereals, construction materials, and long distance passenger transporta-
tion fares) or increases in turnover taxes (on coffee, cocoa, citrus
fruits, and spices), and also to market price increases stemming in part
from the 7 per cent depreciation of the forint in July 1982. It is
estimated that administative price increases in 1982 were in total equi-
valent to about 1.7 per cent of the disposable incomes of the population.
For the year as a whole, consumer prices are expected to rise by 7 per
cent, implying a decline in real wages of about 1.5 per cent. In addi-
tion to higher interest rates on medium- and long-term credits to enter-
prises, the availability of credit to enterprises was more strictly
controlled. These measures were supported by a further raising of inter-
est rates in October by 2 percentage points, to a level of 14 per cent
for most loans. The budget meanwhile, benefited from the reductions in
subsidies and investment and, on the revenue side, from the imposition
of the 25 per cent investment tax, a tariff surcharge on imported
component parts, and higher turnover taxes on those items for which
consumer prices were raised in the second half of 1982. For the year as
a whole, the budget deficit is now forecast to be between Ft 13 billion
and Ft 15 billion (about 1.8 per cent of GDP), no more, or slightly
less, than the original estimate. All told, domestic demand in 1982 is
forecast to decline by more than 1 per cent in real terms.

As a result of the reduction in domestic demand, the July 1982
devaluation and other specific measures to improve the trade account, 1/
and an exceptionally favorable agricultural crop, the current account in
convertible currencies is expected to move from a deficit of US$361
million in the first half of 1982 to a surplus of US$199 million in the
second half of the year. For the year as a whole, the trade surplus is
projected to increase to an estimated US$0.5 billion, in total, of which
US$0.8 billion in convertible currencies, and a current account deficit
of US$432 million is forecast, of which less than US$200 million in
convertible currencies.

1/ These include a reduction in the quotas for consumer goods, the
elTmination of ad hoc tariff exemptions or reductions, the elimination
of exemptions from the so-called "forint cover" scheme (see SM/82/186),
and temporary import restrictions introduced in September 1982.
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Despite this swing of the current account into surplus in the second
half of 1982, the external liquidity position has remained very tight as
Hungary's access to the international capital markets remains constrained.
A modest recovery in international reserves, to US$738 million in June
1982, was made possible largely by assistance from the BIS and use of
other short-term borrowing. Despite the successful completion of a
syndicated bank loan in August and a further credit from the BIS, the
liquidity position remains precarious. It is against this background
that the authorities decided to strengthen further their adjustment
efforts in 1983 and to request a stand-by arrangement with the IMF.

III. The Program

1. Objectives

The Hungarian Government's economic policies for the program period
are essentially geared to improvement of the external liquidity position.
Faced with large repayments on the medium- and long-term foreign debt in
convertible currencies in 1983-85 and the need to roll over large amounts
of short-term debt (which represented 25 per cent of total debt in con-
vertible currencies at the end of June 1982), the Hungarian authorities
have concluded that they must aim at a massive improvement in their
current account position. Specifically, their goal is to achieve a
current account surplus in convertible currencies of US$600 million in
1983, compared with deficits of US$730 million and US$160 million (esti-
mated) in the two preceding years. Given the large interest payments
on outstanding foreign debt, a current surplus of this magnitude will
require a trade surplus of about: US$1.1 billion in 1983, or 22 per cent
of projected exports (both in convertible currencies). It should allow
some reconstitution of reserves and a modest reduction in foreign debt.

The required strengthening of the external position is to be brought
about both through a reduction in domestic demand and through the stimu-
lation of exports. In this sense, the program is a significant intensi-
fication of the stabilization effort initiated in 1978. Domestic demand
is to be reduced by 3-4 per cent in real terms in 1983 (Table 2) through
tight controls of household real incomes, enterprise investment, and the
State budget. A more active exchange rate policy will also make a
contribution to the balance of payments adjustment by raising the profit-
ability of foreign sales. In addition to demand restraint and exchange
measures the program adopted by the Hungarian authorities includes mea-
sures to improve the structure and efficiency of industry and strengthen
export incentives. The program is thus intended to further the aims of
economic reform.

2. The macroeconomic setting

Given the urgency of the adjustment effort, the authorities have
accepted that the policies being adopted will inevitably erode the stan-
dard of living of the population. Decisions affecting incomes, consumer
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prices, and savings have been taken, or are foreseen under the program,
in order to reduce private consumption by 1.5-2 per cent in real terms
in 1983. Renewed emphasis is to be placed on slowing down the growth of
household nominal disposable income. A reform of the wage system in
1983 will ensure a deceleration in the rise of nominal wages (including
earnings in agricultural cooperatives), from about 5.5 per cent in 1982
to 4.5 to 5 per cent in 1983. The reform eliminates the latitude of
enterprises to grant tax free wage awards on the basis of the formerly
applied performance indicators and imposes tighter constraints on wage
increases free of tax under the centrally determined wage scheme (see

Section 6). The right of firms to make use of reserves for tax free
wage increases has been revoked for 1983, and the new wage system pro-
vides no scope for the creation of such wage reserves in the future.
The growth of disposable labor income will also be moderated by an
increase in the pension contributions of individuals. Contribution
rates will be raised for higher incomes and the base will be widened.
Social benefits are projected to continue rising more rapidly than
labor incomes, mainly due to demographic factors and some automatic
increases built into the system. On the whole, the increase in dispos-
able household income is forecast to slow down from rates of 7-7.5 per
cent in the preceding two years to 5.7-6.3 per cent in 1983.

The limitations on nominal income growth are to be supplemented by
a consumer price policy designed to curtail the purchasing power of
households and to foster a shift toward a pattern of private consumption
more in line with the needs of external adjustment. About 6 percentage
points of the average increase in consumer prices in 1983 will stem from
the carry over effect of measures taken in the previous year (including
the devaluation). Further increases in centrally controlled prices
foreseen for 1983 are estimated to add 1-1.5 percentage points to the
rise in consumer prices. Subsidies on passenger transportation fares

will be lowered or abolished as of January 1, 1983. A rent increase in
the middle of the year will raise the consumer price index by almost
1 per cent at an annual rate. Earlier plans to raise the prices of meat
and other basic consumer goods have been postponed, but further cuts in
consumer price subsidies will entail increases in the prices of household
energy and of gasoline. As a result of these and other measures, the

rise in the consumer price index is expected to pick up to about 9 per
cent in 1983.

Against the background of a decline in real disposable household
income by 2.5-3 per cent, the propensity to save is likely to decline in
1983 as consumers adjust their spending behavior to tighter income

constraints. However, several measures are foreseen to stimulate the
voluntary savings of the population. They include higher interest rates

on term deposits, which will prevent a reduction in real rates of interest,
the introduction of new savings instruments, coupled with higher interest
rates on credits to households and tighter conditions for installment
credits. Accordingly, it is expected that the fall in the savings ratio
can be limited to about one half of a percentage point.
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Government current expenditure in 1983 is slated to remain below
its level of 1982 in real terms. While basic public services, including
social, health, and educational services, provided to the population
free of charge will not be cut, savings are foreseen in nonbasic services.

State investment outlays will also be cut back, for the fourth year
in a row. State expenditures on fixed investment will be concentrated

on the completion of work in progress, such as the nuclear power station,
and on improvements in infrastructure. A wide array of measures will

continue to constrain fixed investment by enterprises, including a reduc-
tion in investment subsidies from the budget, the transfer of part of enter-
prises' withheld earnings to compulsory reserve funds and the 25 per cent
tax on new enterprise investment. Interest rates on investment credits

have been raised, early redemption of outstanding investment loans has
been encouraged, and conditions for the disbursement of new credits have

been tightened. In the light of these decisions, real fixed investment
in the socialist sector is forecast to fall significantly in 1983.
However, no decline is foreseen in private sector investment, which is
mainly in dwellings and some agricultural machinery. In the framework

of a comprehensive reform of the housing system the authorities have
initiated a shift in the responsibility for the construction and main-

tenance of dwellings from the public sector to private individuals (see
Section 6). The proportion of private savings absorbed in net housing
investment is estimated to rise from about 75 per cent in 1982 to some
85 per cent in 1983. Gross fixed investment in the economy as a whole

is foreseen to fall by 6.5-7.5 per cent in 1983, compared with annual
declines in the range of 2.5-6.5 per cent in the preceding three years,

and the ratio of fixed investment to GDP would fall to 26 per cent from
about 30 per cent in 1981 and 28 per cent in 1982. To prevent a pickup
in the accumulation of inventories following a marked deceleration in
1982, interest rates on working capital credits have been raised and

conditions for the availability of such credits have been tightened.
Existing lines of credit for working capital are being cancelled when

stocks can be mobilized for exports.

Total domestic expenditure in real terms is thereby expected to

fall by 3-4 per cent in 1983. Real GDP in 1983 is likely to remain at
about its 1982 level, however, as a result of the significant improve-

ment projected in the real foreign balance. In addition to the expected
increase in exports, the demand for imports will be dampened by the

curtailment of domestic absorption, measures taken to economize on
imported inputs and to shift the structure of production toward less

import-intensive activities, and by the effect of the depreciation of
the forint and the import restrictions introduced in September 1982.

3. Fiscal policy

Budgetary policy was tightened progressively in 1982. The author-

ities intend to continue this effort at fiscal restraint in 1983 by
reducing the budget deficit to no more than Ft 9 billion (about 1 per
cent of GDP) from Ft 15 billion in 1982 (Table 3). Fiscal policy is
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also intended to help achieve the overall macroeconomic objectives of
the stabilization program in other ways: on the expenditure side through
cuts in subsidies and on the revenue side by helping to reduce the excess
liquidity of enterprises through higher profit taxes and social security

taxes paid by employers.

The stronger budgetary performance forecast for 1983 (Table 2) is

based partly on the impact of measures introduced during 1982. They are
estimated to reduce expenditures by Ft 4.8 billion, and increase revenues

by about Ft 8.5 billion over original estimates. Additional measures
that will be implemented in 1983 include rent increases which will save
about Ft 0.5 billion in subsidy expenditures, and higher agricultural
producer prices which should reduce subsidies to agriculture by some

Ft 1.5 billion. Two major tax increases are planned for 1983. The first
will raise by 3 percentage points to 30 per cent the rate of social

security contributions paid by employers. The second measure, which is
still at the planning stage, would increase pension fund contributions
by individuals probably through a steep increase in the progressivity of
this tax. A number of other tax initiatives are also under consideration.

One important reform, from a medium-term perspective, will not have
a significant impact on the 1983 budget. This concerns the decision to

switch the responsibility for part of state housing construction and
maintenance to the private sector. Although this will give rise to
additional private sector demands for credit in 1983 (see Section 4) it
is expected that the reduction in direct budget allocations for housing
construction will be largely offset, at least in the 1983 budget, by
increases in interest rate subsidies and other social benefits to ease

the transition to the new system.

The measures already decided by the Hungarian authorities form the

basis for the preliminary budget estimates shown in Table 2. Under
normal procedures for preparation of the budget, a final proposal will

be completed in late November 1982 for presentation to Parliament for
debate and approval in December. In its preliminary form, the budget
for 1983 shows an unchanged level of capital expenditures in nominal
terms compared with 1982, following several years of steep cuts. It
was explained that this reflected the fact that whereas government
expenditures on fixed investment and capital grants to enterprises

would decline, capital transfers to local authorities have to be
raised to offset a fall in the councils' other revenues. Current
expenditures in 1983 would show only a modest increase in nominal
terms (4.6 per cent) and would therefore decline in real terms. The

small increase in total current expenditures, despite the cuts in some
items, was mainly related to increases in social security payments
(9 per cent in 1983).

The finances of those parts of the governmental sector that are
outside the State Budget are not expected to show any major change in
1983, and should not give rise to any increased use of bank credit.
The development expenditures of local authorities are forecast to



- 12 -

decline further, in line with cutbacks in recent years, so that with
essentially unchanged total revenues their recourse to bank credits
should drop from Ft 3.3 billion in 1982 to Ft 2.6 billion in 1983.
The combined deficit of the extrabudgetary sector (specialized state
funds) is expected to show a smaller deficit in 1983 than in 1982.

4. Monetary and credit policies

The financial program constitutes strengthening of the restrictive

financial policies followed by the Hungarian authorities since the
beginning of 1982. Total net domestic assets of the National Bank of
Hungary, which rose by 18 1/2 per cent in the year to June 1982, are
projected to decelerate to 5 1/2 per cent during the year to December
1982, to 1/2 per cent in the year to June 1983 and to decline by
2 1/2 per cent in the year ending December 1983. The growth in gross

credit to enterprises and Government (including the refinancing credits
to other financial institutions) from the National Bank of Hungary is
projected to decelerate from about 4 1/2 per cent in the year ending
June 1982, to about 4 per cent by end-1982 and to 3 1/2 and 3 per cent,

respectively, in the years ending June and December 1983. Although
enterprise deposits are projected to increase during 1983, the increase
is to occur in the relatively less liquid forms of such deposits,
namely the enterprises' reserve and development funds. Total domestic
credit from the banking system as a whole is programmed to increase by
about 5 3/4 per cent in the year ending December 1983, compared with

over 7 per cent in the year ending December 1982. The contribution of
domestic credit to the growth of broad money is projected to decline

from 15.4 percentage points in 1981 to 12.6 percentage points in 1982

and 10.5 percentage points in 1983 (Tables 4 and 5).

Except for 1980, when velocity fell, reflecting in part institu-

tional changes, the velocity of both narrow and broad monetary aggre-
gates has been very stable in recent years. Changes in the composition
of holdings of monetary assets, however, have resulted in a rapid

decline in the velocity of circulation of currency, reflecting the
gradual expansion of private sector activity and increased monetization

of the rural economy. These trends are expected to continue in 1983
(Table 6). A somewhat smaller decline than that of the recent past is
envisaged in the case of the velocity of currency, reflecting a higher
expected rate of inflation as well as the increase in interest rates--

factors which are likely to offset the increase in the demand for
money stemming from the continuing growth of the private sector and

the expanding role of the so-called "second economy." The rate of
expansion of currency in circulation--used almost exclusively by the
household sector--is projected to decline from an estimated 9.3 per
cent in 1982 to 8.5 per cent in 1983.
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Table 6. Hungary: Velocity of Money 1/

Currency Money Broad Money 2/

1976 12.21 5.08 2.33
1977 12.12 5.19 2.32
1978 11.66 5.19 2.28
1979 11.29 5.21 2.27
1980 3/ 10.54 4.92 2.18
1981 3/ 10.04 4.80 2.15
1982 9.67 4.79 2.15
1983 9.45 4.78 2.14

Sources: National Bank of Hungary and staff estimates.

1/ Defined as ratio of nominal GDP to money, using averages of
beginning and end of year money stocks. For 1983, the mid-point of the
range of projections for nominal GDP is used.
2/ Includes savings bonds and some nonresident deposits.
3/ Velocity calculations using average money stocks apportion the

decline in velocity in 1980 between 1980 and 1981.

A sizeable increase in the deposits of enterprises is projected
to take place during the program period. The total of their current
account, development and reserve funds is projected to rise by about
11 1/2 per cent during 1983. One reason for this high level of enter-
prise liquidity is the relatively high level of profits in 1982. The
squeeze on enterprise investments as a result of the 25 per cent tax
on new investments and the increase in the cost of obtaining investment
funds is also expected to lead to unused liquidity. Measures are also
envisaged to tighten the rules governing the replenishment of the
enterprise reserve funds. Even so, given the difficulty of accurately
estimating the developments in enterprise deposits, the authorities
have underscored their intention to restrict the growth of credit to
enterprises further, in the event that the expected increase in
enterprise deposits does not materialize.

Net recourse of the state budget to financing from the banking
system is to be reduced from Ft 13.2 billion in 1982 to Ft 9.2 billion
in 1983. As a result of a new institutional arrangement involving a
channeling of a part of the enterprise reserve funds to the State Budget
via the Central Credit and Exchange Bank, the bulk of the budget deficit
would no longer be financed directly by the National Bank of Hungary.
This institutional change does not alter the total financing available



- 16 -

for the budget from the banking system which is a performance criterion
under the program. In view of the seasonal pattern of state tax revenue,
credit to the State Budget is programmed to decline sharply in the first
quarter of 1983 and rise in the second half of the year.

Gross credit to enterprises has slowed down since the first quarter
of 1982. It is projected to increase by 3 per cent in 1983, compared
with an increase of 8.2 per cent in 1981 and 4 per cent in the 12-month
period to June 1982. Credits for investment have shown a pronounced
decline in 1982 and are projected to increase little in 1983. The
growth of working capital credits is projected to decline. Reflecting
in part the restrictive credit policies followed so far this year,
enterprises have begun to accumulate unpaid bills as their financial
situation has tightened. Such interenterprise credits, ultimately
financed by a drawdown of enterprise deposits, could undermine the
effectiveness of controls on credit expansion. The credit ceiling,
however, is defined net of enterprise deposits, and would require that
gross credit be reduced correspondingly with any smaller than expected
increase in deposits, thus preventing sources of credit outside the
banking system from financing an unsustainable level of enterprise
activity.

In order to restrain the demand for credit from enterprises, the
Hungarian authorities have used interest rate policy more actively
since 1981. Interest rates on investment credits, and on working
capital credits, were raised twice in 1981 (January and September) by
a percentage point each time. In January 1982, they were raised by an
additional percentage point and the rates on investment credits and
medium-term working capital credits were raised by a percentage point
effective July 1, 1982. Most recently, effective October 1, 1982, inter-
est rates on most enterprise credits were raised by 2 percentage points
so that the rate on working capital credits now stand at 14-16 per cent
and those on investment credits stand at 13-15 per cent (Table 7). As a
result, real interest rates on loans to enterprises have increased from
an average of 4-5 per cent during 1981 to 7-8 per cent in the latter
part of 1982. Although the authorities were earlier reluctant to use
interest rate policy actively as an instrument for mobilizing household
savings, they have decided to raise interest rates on household time
deposits by 2 percentage points by end 1982. The authorities expect
that, despite the projected adverse developments in household incomes,
the increase in deposit rates will stimulate the growth of household
deposits with the National Sav:ings Bank.

Credit to households is provided exclusively through the National
Savings Bank and is predominantly for housing. In a major policy change,
partly reflecting the shift of a greater portion of the financing of
housing construction from the State Budget to the National Savings Bank
as well as the continuing high demand for housing, credit to households
is projected to increase by 11 1/2 per cent in 1983, compared with
12 1/2 per cent estimated for 1982. The authorities intend to finance
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this relatively large expansion of credit through the increase in depo-
sits of households that is expected to occur. In view of the uncertainty
regarding the effects of the increase in interest rates and the higher
expected rate of inflation on household financial savings, however, the

authorities intend to restrict the extension of credit to households
more than currently envisaged, if the actual increase in household depo-
sits is less than expected.

5. Balance of payments outlook and policies

Balance of payments developments in 1982 were dominated by the
exceptionally large deficit in respect of convertible currency payments

during the first quarter. Reflecting primarily a large capital outflow
as short-term deposits held at the National Bank were withdrawn, gross
official reserves (including gold) fell by more than US$1.2 billion
during the three-month period ended March 31, 1982 (Table 8). The

liquidity situation eased somewhat in the second and third quarters,
but remained precarious as the increase in holdings of reserves was

financed in part by occasional reliance on overnight deposits and, at
times, by delaying payments. Short-term assistance was obtained from
the BIS in April (US$210 million) and again in September (US$300 mil-
lion). At the end of September 1982, gross official holdings of foreign

exchange in convertible currencies amounted to US$718 million, less than
half the amount held at the end of 1981.

The strategy formulated by the authorities to cope with present
balance of payments difficulties relies primarily on achieving a sharp

improvement in the current account balance in 1983. The target adopted
by the authorities envisages a current account surplus in convertible
currencies of US$600 million in 1983, representing a cumulative improve-
ment of US$1.3 billion over the two-year period since 1981. The external

current balance in nonconvertible currencies in 1983 would show a deficit
of about the same magnitude as in 1981, but lower than in 1982.

The improved performance on current account is expected to reflect
improvements in respect of both the trade balance and the balance on

other current transactions. To this end, and in addition to a curtail-
ment of domestic absorption, policies have been adopted which aim at
increasing the supply of exportables and import substitutes. First,
the exchange rate for the forint was depreciated by 7 per cent against

a basket of currencies on July 13, reversing in part the real effective
appreciation of the forint in the preceding two years. The authorities
also intend to follow a more active exchange rate policy in 1983 in
spite of their concern that a rate of inflation approaching 10 per
cent could stimulate dissaving by households. Second, efforts to
promote exports to the convertible currency area have been intensified.
Changes were introduced to strengthen incentives for investments aimed
at increasing export capacity and to shorten the gestation period for

qualifying investments: the interest rebate paid from the time of com-
pletion of the investment and provided that export commitments are
satisfied was raised from 30 per cent to 45 per cent; and the period
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Table 8. Hungary: International Reserves and Other

Foreign Assets, 1980-1982

(In millions of U.S. dollars; end of period)

1982
1980 1981 March June September

International reserves
Gold 1. 111 69 18 22 27
Foreign exchange
Convertible currencies 1,884 1,624 455 588 718

Official reserves (1,759) (1,486) (249) (421) (451)
Other readily market-

able assets i _ (125) (142) (206) (177) (267)
Nonconvertible currencies 113 28 6 128 22

Total 2,108 1,721 479 738 767

Other foreign assets
Convertible currencies 1,257 1,220 1,334 1,283

Liquid assets of the
Foreign Trade Bank (109) () 4/ (...) (...) (...)

Other short-term assets / (577) (596) (633) (565) (...)
Long-term assets (571) (624) (701) (718) (...)

Nonconvertible currencies 413 510 460 346
Short-term (139) (238) (193) (81) ( )
Long-term (274) (272) (267) (265) (...)

Total 1,670 1,730 1,794 1,629

Total international reserves 3,778 3,451 2,273 2,367
and other foreign assets

Source: National Bank of Hungary.

1/ Valued at SDR 35 per ounce. Gold is valued at $42.22 per ounce prior to
1978, $126 per ounce in 1978 and $226 per ounce thereafter in official reserve
statistics.
2/ Excluded from the official Hungarian definition of reserves.
3/ This item includes some working balances of the specialized banks but

comprises mainly the claims of enterprises in the form of export bills and
suppliers' credits. Prime export bills are discountable at the National Bank,
with recourse. The National Bank regards this facility as a means of providing
domestic liquidity to the enterprises and normally holds the bills to maturity
rather than rediscounting them on foreign markets.
4/ Included with other short-term assets.
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of time by which export earnings must exceed the value of the investment
was changed to four years from initiation of the investment rather than
three years from completion of the investment (with up to three years
allowed for completion of the investment).

In addition to the above measures aimed at achieving a lasting
improvement of the balance of payments, and while these measures and
supporting fiscal, monetary and incomes policies take effect, the author-
ities introduced, effective September 1, 1982, measures to restrict
imports. Imports of several primary products were made subject to quan-
titative restrictions while imports of component parts became subject
to a 20 per cent surcharge. Imports subject to these restrictions
amounted to US$1.5 billion in 1981, equivalent to 30 per cent of total
imports from the nonruble area. Valued at 1981 prices, quotas announced
for 1982 were set about US$60 million below 1981 imports. The value of
imports subject to these restrictions and the 1982 quotas are shown in
Table 9. The authorities are committed to removing these restrictions
gradually during the period of the stand-by arrangement.

Reflecting in part the impact of the measures described above as
well as some recovery of foreign demand and normal seasonality, the
trade surplus in convertible currencies is expected to nearly double
to more than US$500 million during the second half of 1982 (Table 10).
Major factors underlying this projected improvement include: (1) good
crops, in particular of wheat and maize, which will contribute to
stronger exports in late 1982-early 1983; (2) improved export orders
for several categories of manufactured products, in particular, machin-
ery, metals and chemicals; and (3) lower import volumes in response both
to the newly introduced restrictions and weaker domestic demand.

For 1982 as a whole, a trade surplus of US$800 million in convert-
ible currencies is projected, compared with a surplus of US$450 million
in 1981 and despite a deterioration of 1.5 per cent in the terms of
trade. Weak demand for certain categories of manufactured exports (e.g.,
aluminium, chemicals and transportation equipment) and generally weak
prices for both primary commodities and manufactured products severely
depressed export performance during the first half of the year. While
a stronger performance of export volumes is expected during the second
half of the year, export receipts in convertible currencies are projected
to increase by only 1 per cent for the whole year. Almost 90 per
cent of the improved performance in respect of the trade balance is
expected to result from lower imports, reflecting both lower volumes
and prices. In addition to weaker domestic demand and the effect of
import restrictions, changes in the composition of domestic demand, in
particular the sharp slowdown in stock accumulation, played a signifi-
cant role in reducing the demand for imports.

A strengthening in export growth and weak import demand are
expected to result in a further increase of the trade surplus in con-
vertible currencies to more than US$1.1 billion in 1983. Taking into



21 -

* v§@. .. 00 0..0

0' : o. o. °
r4r4 N N

1' .... oo o .. .

oo Nr 00'o N T 0 I 0 0 O 0N

0 H H C
IN H UU0 vl H no en C Ht It .ri r-)0' co - 0' 0

t < ech0o' 00 c~ H0o ' o O r .c c l 0 N

4 H W30 0' A3, NU-. t O0O o00- o'ru '0 o OC

cr · .·0 N COO ° 0 '_

E4 oI. cs ro cs coO v7 H 0 N O_ O CO .- O °I oN N s O '

Ai to

0 fN00 0 ooo .* *g oo .oooo oo

0 c00 0 .o000 0 0000

U0 _ o
W 01 8

E. o o .0o e 0. co co: 00

H O c 0 °o O c l

.. (402 P e * n oo 0 o

bo H 44

o en ON nD 'T0.t(' .4 . u U4 ( o .

H ( C

1.4 a, C-4 I _ 0 10 bO Lf It C.: a,

a a, o t 4., a, o r -El Q a

ro~ o~J ·hlm rcco \ooertvr or co ^

0~ H :, * f 0%0C0-41
O' 40 04 O1 O H0 OH 0NI

Hn 4 -o #0 Q -I 0 3 N l T2 C r° 0 4 O C2
00 C ^-4 en 14 c4 Q0

H 0

0 smor Xjj .^ <oa~co rl C H C >co

0 (O, C I H3 ( Q' r *- W 03 H O _

W cH H 0 o C < W 4

H0 t0 02

0 H V H 42V. V .[a)

W 0.4I '002 X02 040 H.0'0'0 4~02 0 W 04-44

.0 .020(4(4020404 .0'044020202'0O '4-4'0H .0 000.
0~~) 020 H H02 HH0 .0440 Huaa d

02~ ~ 04((44240 CJXH00240244020

H P Hieo~



- 22 -

CS O O OC I aD I

4 LInI

'.0 C -S T Hu I H II
I H I

N 0%S CS CSI en IuI

cl I c- I

0C CSI N0%S I

CO CS ,D- C I

I~ !)nri

CnMcn

0
0

0

un

d(

I' - N CO r 0%

,I I I I
'-..-

IeCI -v o0
I) C * o H
In C' 0 u O

Nl

0
'.0

c cn '.0 N I- 0
I - I Hd HI ce
*- I . I

0 t-. I- N. '1% I
Hj C'% -:r 1 -4t -g
I - I HH41-

*.-' I-

%D

!0Ng

Hd Cn -t -It - 0C
I%.dI IHPH Pd

%', * *%O00I
ui . * 0% .D r-
H * * 0% 0CO
I v%' lI

lzr d n " C I i I 0 ° % CO -l en 1r-

I H I H i I I N I I '
H I H vl I I l

_-

-4 C7SI N II
Hrd I HLnIrl

O O , uLCS C co

Hn I C A I.I I C I I

.-.I I n I I
I

Nd V) 0D LN CS 1C

I ' I H M CN
- I

uI

I0

CS
1.

Q) CO

C. COv

ct d s @ CJ

1 C ) ; 1
u ;$ u )m

Co~C

4 $4 E-4 bkO (V W r C
O i > 'a Q) A a

A4 "-I > ,
$ Fffl - 03 0)

t C o 0 H
0 PN UE-4 0

*0 *·I 0) 4

0)m 0)o
CoDo " 4.

Q, 3CL~~~~~~~~~~~~~~~~~.

I~~IUd

C', * *Lr s C
I * * I *-H I
O h hI

H * * -4* m
I .- -- .I

H
0(d

14-

0

C)

bO.I

4-4

0

4-i
,d
Cw w
I r

8"d X
0lx1 ,

,-I

Cr, C' I

I

0%if%

("-4.L

H H

I -

, I

I

0%

"l

00

o
Ln

I

H

0I C7 IN
I

II

H1
un

* N N

· *

* I0
* 0O ON
* I

* H4

.0 '.0 r_

I C0 C

I ,n r*"

I H

I I

-. r H I ,..-
NCS Hd I HI

-t CO
%D sD-I 03
I

I

0
0

I

bo _

0)
,d Cl

bO a~b O I "04U4-b

0 r.0 03 o

0 b1 @ 3 ° E Wcc
V 0 Xoi P N
c r

O 0%8 I
' . I

cda
a) 0

0)

00 X

C0 0) 0

4.O - b

al C )

toU0) 0d 10

0) 0 U *0

o 0

1. O~.- 00C : )

4-~140

0)00WO

0dp

4-

I

0

H

H
H
H

H
H

H

Eq
-4-

H

H
H

H

H

1d

14J

H

H

H
Fd

9-

N 0&i1 H
O HO

LrQ

r-rH

CS

Ln~N0

1-4 0,I a,

^ H

",

Pdrd.3.3

H Ch

O H
0% H

< Hd

c-i 0

HH

0%-4 .

I

HO

Pdrd

H Hz

O 0%
rl

Nd 0
H H

rd P

d
to
.4

0H

H0

4.4
0

Co

0

-Hrd

Fffl

H

-I

a

c;

0H.0
CO

Or

rzl

Co

0

Co

90C

H CO

0C

-i4S
I I

O--P-



- 23 -

account the impact on the supply of exportables of the reduction of
domestic demand and, improved export incentives and competitiveness,
and bumper crops, nonruble exports are projected to increase by 10 per
cent, reflecting increases in both volume and price. The increase in
the volume of exports is expected to be consistent with a growth in
foreign demand for non-oil imports of 3-4 per cent. Fairly strong per-
formances are projected for most branches of industry, with particularly
large increases for exports of agricultural products and processed foods,
chemicals, machinery and engineering goods. In contrast, and despite
the gradual removal of recently introduced restrictions, payments in
convertible currencies for imports are projected to remain unchanged in
1983 as weaker domestic demand and the depreciation of the forint reduce
the demand for imports from the convertible currency area.

Substantial improvements are also expected from mid-1982 in respect
of current payments other than trade, in particular, travel and invest-
ment income. Increases in hotel capacity since late 1981, easier visa
regulations and the depreciation of the exchange rate applied to tourist
spending (47 per cent since early 1980, before the exchange rate system
was unified) have already resulted in a significant increase in earnings
of convertible currencies from tourism. Further increases are projected
for the second half of 1982 and for 1983. In contrast, spending by
Hungarian tourists abroad, which had been increasing rapidly in recent
years, slowed significantly in the first half of 1982 and is expected to
remain below its 1981 level in both 1982 and 1983, reflecting both
weaker income growth and the increase in the relative cost of foreign
travel due to the depreciation of the forint.

The rapid increase in external debt in convertible currencies and
high rates of interest on foreign capital markets in recent years
resulted in a widening of the deficit on investment income to US$1.1 bil-
lion in 1981 and to more than US$1.2 billion (annual rate) during the
first half of 1982. However, substantially lower deficits are expected
from the second half of 1982 as a consequence of the lower average cost
of foreign borrowing. A lower deficit in respect of investment income
had already been expected from the second quarter of 1982 but did not
materialize as the tight liquidity situation and restricted access to
loans on favorable terms required that capital be raised in currencies
and on terms which resulted in sharply higher borrowing costs. However,
subsequent changes in the currency composition of external debt and
the general easing of interest rates reduced the average rate of interest
from 15 per cent during the first half of 1982 to about 10 per cent in
the third quarter. Commissions and fees were also significantly
lower in the third quarter as the easier liquidity situation reduced
the need for recourse to loans and deposits of very short maturities.

The improved performance on current account and the use of Fund
resources are expected to make it possible both to reduce borrowing from
market sources and to increase official holdings of reserves, thus
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reducing the vulnerability of the balance of payments to shifts in
market sentiment such as took place in late 1981-early 1982. Two main
elements of the debt management strategy envisaged for the second half
of 1982 and for 1983 are to reduce external debt gradually and to make

greater use of loans guaranteed by foreign export credit agencies, thus
reducing the risk for private foreign lenders. For similar reasons, and
until current unsettled conditions stabilize, it is envisaged that the
reduction in foreign debt may have to take the form primarily of a reduc-
tion of debt in medium- and long-term maturities. On present indications,
external debt in convertible currencies, most of which is owed to commer-

cial lenders, is projected to be reduced from US$8.7 billion at the end
of 1981 to US$7.5 billion at the end of 1983 1/ (Table 11).

Despite the large capital outflow in the first quarter of 1982,
short-term foreign liabilities (with an average maturity of about two

months) remain at the high level of US$1.9 billion (Table 12) and thus
leave the balance of payments subject to the risk of further substantial
capital outflows. For this reason, a key objective of policy is to
reconstitute holdings of reserves. Gross official reserves in convert-

ible currencies are targeted to increase to about US$875 million by
the end of 1982 and US$1,375 million by the end of 1983.

Salient features of the balance of payments outlook beyond 1983
include: (1) a large increase in debt service payments in convertible

currencies in 1984, reflecting a bunching of maturities in respect of

medium- and long-term debt; and (2) the need to effect a significant
reduction of the external current deficit in nonconvertible currencies.
The amortization schedule in respect of medium- and long-term external

debt in convertible currencies outstanding at the end of June 1982
shows an increase in payments by about US$300 million in 1984, to more

than US$1.2 billion (Table 11). Accordingly, and despite lower interest
payments, the projected decline of the debt service ratio in convertible
currencies in 1983, from 33 per cent in 1982 to 27.5 per cent, is
expected to be fully reversed in 1984, leaving relatively little scope

for reducing the surplus on current account in convertible currencies
targeted for 1983.

Although current difficulties have focused attention on the balance
of payments in convertible currencies, a smaller, but still significant,
adjustment is required in the balance in nonconvertible currencies. The

availability of foreign financing to ease the process of adjustment to
the change in the relative price of energy in intra-CMEA trade made it

possible for Hungary to run sizeable current account deficits in non-

convertible currencies through the late 1970s and early 1980s. In
addition, in 1982, transport bottlenecks and disruptions in some CMEA

trade partners contributed to a substantial increase of the external

current deficit in nonconvertible currencies (Table 14). It is expected,

1/ Including drawings from the Fund.
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Table 11. Hungary: Debt Service Payments, 1981-1985 ./

(In millions of U.S. dollars)

1981 1982 1983 1984 1985

Amortization 2/

On debt contracted before 6/31/82 826 879 886 1,215 1,143

On debt contracted after 6/31/82 - -- 50 170 266

-Total 826 879 936 1,385 1,409

Interest payments 2./ 1,014 1,004 731 711 692

Total 1,840 1,883 1,667 2,096 2,101

Memorandum items:

Debt outstanding, end of period 8,699 7,497 7,515 7,315 7,115
of which use of Fund resources (--) (237) (603) (...)

Debt service ratio (per cent)_/ 32.7 33.4 27.5 32.7 30.4

Sources: National Bank of Hungary; and staff estimates.

1/ Convertible currencies only.
2/ Medium- and long-term debt only.
3/ Includes short-term debt.
4/ Amortization and interest as a per cent of exports of goods and services.
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Table 12. Hungary: Foreign Debt, 1980-82

(In millions of U.S. dollars; end of period)

1980 1981 1982
March June

Total foreign debt 10,314 10,026 8,724 8,948

In convertible currencies 9,090 8,699 7,391 7,384
By original maturity:

Short-term 3,347 2,849 1,702 1,857
Long-term 5,743 5,850 5,689 5,527

By type:
Financial loans 1/ 8,616 8,050 6,652 6,459
Trade-related credits 2/ 293 402 438 473
Intergovernmental credit 6 6 6 5
Other 3/ 175 241 295 447

In nonconvertible currencies 1,224 1,327 1,333 1,564
By original maturity:

Short-term 558 243 248 467
Long-term 666 1,084 1,085 1,097

By type:
Financial loans 532 260 267 482
Trade-related credits 23 15 17 26
Intergovernmental credit 635 1,038 1,034 1,036
Other 34 14 15 20

Memorandum item:

Forint/$ (end of period) 32.213 34.430 34.781 35.748

Source: National Bank of Hungary.

1/ Syndicated loans, bonds and notes, bank to bank credit and deposits and
balances of nonresident banks.
2/ Including bankers' acceptances.
3/ Mainly downpayment for Hungarian exports; and import documents in the

process of settlement.
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Table 13. Hungary: Projected Balance of Payments
in Convertible Currencies, 1981-1985

(In millions of U.S. dollars)

1979 1980 1981 1982 1983

Exports
Imports

4,063
-4,230

Trade balance -167

Freight and insurance (net)
Travel (net)
Investment income (net)
Government expenditure (net)
Other current receipts (net)
Unrequited transfers (net)

Current balance

Medium- and long-term capital

Export financing
Other

Inflows
Outflows

-187
72

-366
-37

-181
40

-826

-111
901

(...)
(...)

4,863
-4,587

276

-237
84

-409
-43
-85
46

-368

-124
794

(1,605)
(-811)

4,877
-4,432

445

-216
133

-1,100
-47
11
47

-727

-104
617

(1,443)
(-826)

4,921
-4,113

808

-214
188

-990
-46
40
52

-162

-153
90

(968)
(-878)

Short-term capital (net)l/

Overall balance

Monetary movements

Monetary gold (increase -)
Foreign exchange (increase -)
Use of Fund resources

-222

-258

200
58

150

452

-212
-240

-412 -1,284

-626 -1,509

366
260

376
896
237

1/ Includes errors and omissions.

5,252
-4,110

1,142

-210
240

-580
-48

56

600

-64
-357
(579)

(-936)

-45

134

-500
366

Sources: National Bank of Hungary; and staff estimates.



- 28 -

Table 14. Hungary: Projected Balance of Payments
in Nonconvertible Currencies, 1981-1985

(In millions of U.S. dollars)

1979 1980 1981 1982 1983

Exports 3,886 4,015 4,017 4,104 4,332
Imports -4,279 -4,434 -4,423 -4,413 -4,545

Trade balance -393 -419 -406 -309 -213

Freight and insurance (net) -77 -95 -110 -109 -121
Travel (net) 107 107 117 63 66
Investment income (net) -15 20 -20 -5 -11
Government expenditure (net) -2 3 3 5 5
Other current receipts (net) 261 174 245 82 87
Unrequited transfers (net) 2 2 2 3 3

Current balance -117 -208 -169 -270 -184

Medium- and long-term capital

Export financing 5 -44 -26 25 5
Other 136 154 502 63 108

Inflows (...) (...) (582) (175) (221)
Outflows (...) (...) (-80) (-112) (-113)

Short-term capital (net) -5 108 -392 183 71

Total 19 10 -85

Sources: National Bank of Hungary; and staff estimates.
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however, that the external current deficit in nonconvertible currencies
will have to be substantially reduced from 1983, thus limiting the scope
for relaxation of the current restrictive stance of domestic policies.

6. Structural Reforms

In conjunction with the adjustment efforts directed at the immedi-
ate balance of payments problem, the Hungarian authorities intend also
to pursue the program of structural reforms, 1/ which are designed to
improve the efficiency of the economy and to underpin a sustainable
strengthening of the external balance in the medium-term. A major
step to increase the productivity and the mobility of labor will be
undertaken in 1983 with a comprehensive overhaul of the rules of wage
determination. It has been widely recognized that an important feature
of the system linking tax free annual wage increases to improvements in
the performance of enterprises relative to the preceding year has tended
to discourage firms from seeking markedly better results in a given year
as this might jeopardize their ability to raise wages in the succeeding
year. This system encouraged enterprises to grant more uniform wage
awards than would be desirable for shifting labor to efficient firms.
The new regulations on wage determination to take effect in 1983 will
eliminate the performance indicators. A highly progressive tax will
be applied on the annual increase in the average compensation of employ-
ees beyond a tax-free allowance. 2/ For enterprises whose profitability
is strongly affected by factors outside the control of management, the
amount of tax free increase in wages will be determined by the central
authorities. Enterprises exporting to the convertible area will be
entitled to grant tax exempt wage increases in excess of the above limit,
in proportion to the increase and the profitability of these exports.

Progress in adapting the structure of the economy is also expected
as a result of the tighter financing conditions on enterprises, which
should force a more efficient use of available resources, and from the
authorities' decision to reduce certain subsidies. Budget support for
the purchase of farm equipment and other agricultural inputs will be
reduced considerably in 1983. The effect of these measures on the
financial position of farms will be mitigated by increases in the
procurement prices for farm products, and in part by permitting large
agricultural units to make exceptional drawings on their reserve funds.

Additional measures are envisaged to restructure inefficient
enterprises, with a view to channeling resources to more effective uses.
Under one proposal, inefficient or unprofitable enterprises would be
subjected to a compulsory restructuring procedure. This might entail
making the remuneration of management contingent on an improvement in

1/ The economic reform measures of recent years are described in
SM782/176 (8/5/82) and SM/82/180 (9/17/82).
2/ The potential for tax-free wage increases remains determined by the

level of profitability, defined as the ratio of profits to the sum of
fixed assets and the wage bill.
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the company's financial position, or replacement of the management, or
liquidation of the enterprise. Ailing enterprises subject to restructur-
ing would be prohibited to invest, even for replacement purposes, until
programs are drawn up holding out the promise to restore profitable

operations. In a further effort to direct factors of production toward
more efficient uses, the authorities are devising means of achieving
some mobility of withheld earnings among enterprises.

A new program adopted by the Government is aimed at economizing on

inputs of energy, raw materials, and semifinished goods in the production
process. The current practices of enterprises provide considerable scope
for rationalization, which would have a marked impact on the external
balance, since energy, raw materials, semifinished products, and spare

parts account for about one half of merchandise imports. Moreover,
greater cost efficiency would boost the competitiveness of exports. The
scheme supplements the credits at preferential interest rates granted to
enterprises for energy and raw materials conservation investments.

While external adjustment has prompted the need for a curtailment

of real incomes, the authorities have taken initiatives to improve liv-
ing conditions and the provision of government and housing services to
the population. A progressive elimination of the intermediate level of

district councils will permit savings in budget expenditures and reduce
red tape. The reform of the housing system will provide for greater

equity in housing availability and contribute to better supply and
quality of housing by an extension of various incentives to private
owners. The cost to the budget of housing programs will be reduced by
gradual cuts in rent subsidies until they are completely eliminated in
1988, Housing allowances will be limited to low income families, and
rent support will be reduced selectively. These savings in budgetary,

support for housing will be offset in large part by new financial incen-
tives to the acquisition of private houses in the form of lump sum
allowances and preferential housing loans.

7. Performance criteria

In addition to the quantified performance criteria described later,

it has been understood that the development of domestic absorption will be
monitored very closely in order to ensure compliance with the main

targets of the program (Table 15). Although the relevant figures lack
the degree of statistical accuracy that would permit them to be used '

as the basis for formal performance criteria, data on real cash incomes
of the population and investment in the socialist sector will be reported
to the staff on a monthly basis, within four weeks of the end of the
previous months. These indicators will be monitored to ensure that

their evolution is consistent with the goal of a 3-4 per cent decrease
in domestic demand in real terms. Cash incomes of the population include
nearly all payments for wages and salaries, social benefits, interest
and cash receipts from sale of agricultural products from private plots.

The authorities can readily control real incomes during the year by
adjusting either the turnover tax or the subsidies on consumer goods.
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Table 15. Hungary: Summary of Program
for Stand-By Arrangement, 1983

1. Assumptions:

a. Real GDP growth: nil. Agricultural production: up 3 per
cent. Consumer prices: up 9 per cent.

b. Growth of foreign convertible markets: 4 per cent; terms of
trade deterioration: 1.3 per cent (convertible trade) and 3.2 per
cent (nonconvertible trade); interest rate on debt: 9.7 per cent;
growth of tourism receipts: 20 per cent; current account deficit in
nonconvertible currencies: Ft 7 billion.

c. Ratio of money and quasi-money to GDP: 0.467 (0.465 in 1982).

2. Targets: Current account surplus in convertible currencies:
$600 million or 2.7 per cent of GDP. Overall balance of payments surplus
(in convertible currencies): $134 million.

3. Principal elements:

a. Demand management: domestic demand down 3-4 per cent. Strict
control of real incomes and investment. Public consumption will not
increase in real terms.

b. Budget: budget deficit will be reduced in 1983 to the equiva-
lent of 1 per cent of GDP, from 1.6 per cent in 1982 as a result of tax
increses and reduction in subsidies implemented in 1982 and 1983 and of
restraint on expenditures.

c. Money and credit: limits on expansion of net domestic assets of
the National Bank of Hungary (down 2.5 per cent during 1983) and of bank
credit to the State. Increases in interest rates on loans and households'
term deposits.

d. Price and wage policies: significant reduction in subsidies
to take place in 1983. Wage awards to be reduced by raising taxes
enterprises must pay on wage payments. Increases in pension fund con-
tributions by employees.

e. Exchange and trade system: more active use of exchange rate
policy for balance of payments adjustment. Import restrictions intro-
duced in September 1982 to be eliminated during program period.
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Investment in the socialist sector represents about 85 per cent of total
gross fixed investment. Housebuilding is the main component excluded
from its coverage. Unless there should be an unanticipated change in
the savings ratio, control over real cash incomes and investment in the
socialist sector should ensure that private consumption and investment
are in line with the target set for domestic demand. These two indica-
tors will, therefore, be among the main areas of scrutiny during quarterly
staff visits and the mid-term review. Public consumption in turn is to
be controlled indirectly through the performance criterion on bank
credit to the State.

The formal quantitative performance criteria (Table 16) are:
(1) A quarterly ceiling on the net domestic assets of the National Bank
of Hungary, defined as currency plus net foreign liabilities in convert-
ible currencies. The definition of the credit ceilings on a net basis
stems from the large and potentially volatile liquidity position of

enterprises. The projected improvement in the balance of payments in
convertible currencies for 1983 is reflected in the decline in the net

foreign liabilities of the National Bank of Hungary, as well as in
changes in the net convertible foreign liabilities of the specialized
banks and enterprises; (2) A quarterly ceiling on the net credit of the
banking system to the State for the financing of the budget deficit;
(3) A ceiling on the net foreign liabilities in convertible currencies
of the financial institutions other than the National Bank of Hungary; and
(4) a limit on the contraction of new foreign debt in convertible cur-
rencies with an original maturity of one year and up to and including
12 years by borrowers other than those listed under (1) and (3) above.

In addition to the quantitative performance criteria, the program
also contains as performance clauses: (1) the customary provisions on
the restrictive system; and (2) a review to reach understandings on

policies and performance criteria for the period June 30-December 31,
1983, including a review of exchange rate policy and of progress in
eliminating the import restrictions recently introduced.

IV. Staff Appraisal

Although the Hungarian authorities have since 1978 given priority
to the achievement of a sustainable external payments position and
have consequently allowed domestic demand to grow at much more moderate
rates than before, they have been faced, since the end of 1981, with
an acute liquidity squeeze necessitating stronger adjustment measures.
The size of the foreign debt and the relatively large share of short-
term maturities have made Hungary vulnerable to changes in sentiment
among foreign lenders, particularly commercial banks. The change in
bankers' attitudes experienced since late 1981 was dramatically
reflected in massive withdrawals of short-term deposits in the first

quarter of 1982. It was due partly to political considerations but
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also to the realization that the rise in interest rates and the world
recession were putting pressure on the external current account in
convertible currencies and straining the country's debt servicing
capability.

During 1982, the Hungarian authorities have reacted to the deter-
ioration of their liquidity position by taking stabilization measures

designed to eliminate the current account deficit. These measures

included a tightening of credit, a rise in interest rates, depreciation
of the forint, increases in indirect taxes and reductions in subsidies,

a freezing of investment funds, a penalty on firms undertaking new
investment projects, a dampening of wage increases, and new import

restrictions. These measures, together with the reduction in foreign
interest rates and an increase in agricultural exports due to bumper
crops, are expected to reduce the current account deficit in convertible
currencies in 1982 to less than US$200 million from US$727 million in

1981, the improvement being experienced entirely in the second half of
the year.

The program presented in the attached letter extends and strengthens
the stabilization effort already initiated. It includes strict controls
on real incomes, investment and credit, and a further increase in interest

rates. The Hungarian authorities also intend to follow a more active
exchange rate policy. The staff would have preferred that the reduction

in real disposable incomes take place largely through a reduction in
subsidies on consumer goods rather than through wage moderation, so as
to achieve a better structure of relative prices. Nevertheless, the
authorities are committed to a significant reduction in subsidies during

the program period.

The staff welcomes the authorities' statement that they intend to

pursue the reform of the economic system with a view to improving its
efficiency. There is indeed a large potential for raising productivity
and thereby the growth rate without worsening the external position.
In this respect, the staff welcomes the stated intention to eliminate
the import restrictions introduced in September 1982. These restrictions
are incompatible with an efficient functioning of the production system.

The program presented by the Hungarian Government is designed to
achieve a surplus on the current account in convertible currencies of

US$600 million in 1983. This represents an improvement since-1981 equiva-
lent to 6 per cent of 1982 GDP, and it will require a trade surplus

equivalent to 22 per cent of convertible currency exports. Such an
improvement represents a considerable effort and is contingent on the
perseverance with which measures to restrain domestic demand are imple-
mented. Although the size of the adjustment effort seems appropriate

in present circumstances additional measures could well be required if
some of the assumptions underlying the program, particularly as regards

exports and households' savings, are not borne out.
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The staff believes that the program constitutes an important effort
by the Hungarian authorities. It should allow some reconstitution of
reserves and a reduction of foreign debt, and give Hungary a good
chance to weather its current difficulties, provided that there is not
a further adverse change in the attitude of private lenders vis-A-vis
Hungary and a resumption of net capital outflows. The program, while
principally intended to alleviate the immediate pressure on reserves,
is also consistent with the longer-run need for improving the efficiency
of the economic system. It is therefore worthy of Fund support.
Accordingly, the following draft decision is proposed for adoption by
the Executive Board:

1. The Government of Hungary has requested a stand-by

arrangement for a period of 13 months in an amount equivalent to

SDR 475 million.

2. The Fund approves the stand-by arrangement attached

to EBS/82/206.

3. The Fund waives the limitation in Article V,

Section 3(b)(iii) of the Articles.
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Stand-by Arrangement--Hungary

Annexed hereto is a letter dated October 13, 1982 from the
Deputy Chairman of the Council of Ministers of the Hungarian People's
Republic and the President of the National Bank of Hungary requesting a
stand-by arrangement and setting: forth (a) the objectives and policies
that the authorities of Hungary intend to pursue for the period of the
stand-by arrangement; (b) understandings of the Hungarian People's
Republic with the Fund regarding a review that will be made of progress
in realizing the objectives of the program and of the policies and mea-
sures that the authorities of the Hungarian People's Republic will pursue
for the remaining period of this stand-by arrangement.

To support these objectives and policies, the International Monetary
Fund grants this stand-by arrangement in accordance with the following
provisions:

1. For a period of 13 months from , 1982 Hungary
will have the right to make purchases from the Fund in an amount equiva-
lent to SDR 475 million, subject: to paragraphs 2, 3, and 4 below, without
further review by the Fund.

2. a. Purchases under this arrangement shall not, without the consent
of the Fund, exceed the equivalent of SDR 142.5 million until March 15,
1983, the equivalent of SDR 225.6 million until June 30, 1983, the
equivalent of SDR 308.7 million until September 15, 1983 and the equiva-
lent of SDR 391.8 million until December 15, 1983. None of these limits
shall apply to a purchase under this stand-by arrangement that would not
increase the Fund's holdings of Hungary's currency in the credit tranches
beyond 25 per cent of quota or increase the Fund's holdings of that
currency resulting from purchases of supplementary financing or borrowed
resources beyond 12.5 per cent of quota.

3. Purchases under this stand-by arrangement shall be made from
ordinary and borrowed resources in the ratio of 2 to 1 until purchases
under this arrangement reach the equivalent of SDR 140,625,000 and then
from ordinary and borrowed resources in the ratio of 1 to 1.2; provided
that any modification by the Fund of the proportions of ordinary and
borrowed resources shall apply to amounts that may be purchased after
the date of modification. . .

4. Hungary will not make purchases under this arrangement that would
increase the Fund's holdings of its currency in the credit tranches beyond
25 per cent of quota or increase the Fund's holdings of that currency
resulting from purchases of borrowed resources beyond 12.5 per cent of
quota:

a. during any period in which:
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(1) the limit on net domestic assets of the National Bank of
Hungary referred to in paragraph 12(a) of the annexed
letter; or

(2) the limit on the net credit from the banking system to
the state budget referred to in paragraph 12(b) of the
annexed letter; or

(3) the limit on net foreign liabilities in convertible
currencies of the specialized financial institutions
referred to in paragraph 12(c) of the annexed letter; or

(4) the limit on the contraction of new foreign debt in
convertible currencies referred to in paragraph 12(d)
of the annexed letter,

is not observed; or

b. during the period after June 29, 1983 until the policies of

the program have been reviewed and suitable performance criteria have
been established in consultation with the Fund as contemplated by para-
graph 12(f) of the annexed letter, or after such performance criteria
have been established, while such clauses, having been established, are
not being observed; or

c. during the entire period of this stand-by arrangement if
Hungary:

(1) imposes or intensifies restrictions on payments and

transfers for current international transactions; or

(2) introduces or modifies multiple currency practices; or

(3) concludes bilateral payments agreements which are incon-
sistent with Article VIII; or

(4) imposes or intensifies import restrictions for balance of
payments reasons.

When Hungary is prevented from purchasing under this arrangement
because of this paragraph 4, purchases will be resumed only after consul-
tation has taken place between the Fund and Hungary and understandings
have been reached regarding the circumstances in which such purchases can
be resumed.

5. Hungary's right to engage in the transactions covered by this arrange-
ment can be suspended only with respect to requests received by the Fund
after (a) a formal ineligibility; or (b) a decision of the Executive Board
to suspend transactions, either generally or in order to consider a
proposal, made by an Executive Director or the Managing Director, formally
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to suppress or to limit the eligibility of Hungary. When notice of a
decision of formal ineligibility or of a decision to consider a proposal
is given pursuant to this paragraph 5, purchases under this arrangement
will be resumed only after consultation has taken place between the Fund

and Hungary and understandings have been reached regarding the circum-
stances in which such purchases can be resumed.

6. Purchases under this arrangment shall be made in the currencies
of other members selected in accordance with the policies and procedures
of the Fund, and may be made in SDRs if, on the request of Hungary, the
Fund agrees to provide them at the time of the purchase.

7. The value date of a purcLhase under this stand-by arrangement involving
borrowed resources will be normally either the fifteenth day or the last
day of the month, or the next business day if the selected day is not a
business day. Hungary will consult the Fund on the timing of purchases
involving borrowed resources.

8. Hungary shall pay a charge for this arrangement in accordance with
the decisions of the Fund.

9. a. Hungary shall repurchase the amount of its currency that results
from a purchase under this stand-by arrangment in accordance with the
provisions of the Articles of Agreement and decisions of the Fund,
including those relating to repurchase as Hungary's balance of payments
and reserve position improves.

b. Any reductions in Hungary's currency held by the Fund shall

reduce the amounts subject to repurchase under (a) above in accordance
with the principles applied by the Fund for this purpose at the time of
the reduction.

c. The value date of a repurchase in respect of a purchase financed
with borrowed resources under this stand-by arrangement will be normally
either the sixth day or the twenty-second day of the month, or the next
business day, if the selected day is not a business day, provided that
repurchase will be completed not later than seven years from the date of
purchase.

10. During the period of the stand-by arrangement, Hungary shall remain
in close consultation with the Fund. These consultations may include
correspondence and visits of officials of the Fund to Hungary or of
representatives of Hungary to the Fund. Hungary shall provide the Fund,
through reports at intervals or dates requested by the Fund, with such
information as the Fund requests in connection with the progress of
Hungary in achieving the objectives and policies set forth in the attached
letter.

11. In accordance with paragraph 14 of the annexed letter, Hungary
will consult the Fund on the adoption of any measures that may be
appropriate at the initiative of the Government, or whenever the Managing
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Director requests consultation, because any of the criteria in para-
graph 4 above have not been observed, or because he considers that consul-
tation on the program is desirable. In addition, after the period of
the arrangement and while Hungary has outstanding purchases in the upper
credit tranches, the Government will consult with the Fund from time to
time, at the initiative of the Government or at the request of the Managing
Director, concerning Hungary's balance of payments policies.
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Letter of Intent

Dear Mr. de Larosiere;

1. The Hungarian economy enjoyed several years of balanced growth and
a satisfactory external situation following the 1968 reforms, until
changed world economic conditions after 1973/74 presented a considerably
more difficult economic environment. Like many countries the Hungarian
People's Republic suffered a large scale loss of terms of trade in
1974/75. The scope for export expansion was limited by the ensuing
recession in the industrialized countries which are a significant market

for Hungarian exports, and due to the import restrictions having been
introduced at the same time. Nevertheless, a relatively high rate of
growth was maintained through 1978, and the main impact of the more
difficult external conditions was felt in a steady worsening of the

convertible trade balance and a rapid accumulation of foreign debt.

2. Since 1978 the Hungarian authorities have endeavored to correct the

external disequilibrium, in particular by slowing the growth of domestic
demand. At the same time the process of economic reform has been given a

new impetus since 1978, with price reforms and measures to improve econo-

mic management and competitiveness as well as adjusting the national
economy to changing world conditions. Producer prices were brought into
close alignment with world market prices, and consumer prices have been

adjusted gradually so as to reflect more closely the actual costs and
market scarcities of goods. Following the price realignments, and after

a gradual narrowing of the gap between the commercial and noncommercial
rates of exchange, started in early 1979, the rate of exchange of the
forint against convertible currencies was unified in October 1981. A
number of other institutional changes also took place in this period,

which were designed to improve the adaptability and efficiency of the
economic system.

3. These adjustment efforts met with considerable success in 1979 and
1980, and the economy appeared to be coming into equilibrium. Real growth
of economic activity slackened considerably, to only 0.2 per cent in

1980. In 1979-80 exports in convertible currencies picked up, growing at
about 24 per cent in dollar terms per annum, on average, while the annual

growth rate of convertible currency imports declined to about 8 per cent.
As a result, the trade balance in convertible currencies showed a small
surplus in 1980, and the current account deficit according to the standard
IMF definition was reduced in that year to $368 million, as compared with

$1,232 million in 1978.

4. The progress toward a sustainable external position became more

difficult in 1981, when external conditions worsened sharply. Although
foreign demand in the main Western trading partners fell in real terms in

1981, the trade balance in convertible currencies improved to a record
surplus of $445 million, while the trade balance in nonconvertible
currencies remained roughly unchanged. Despite this favorable trade
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performance, the current account position worsened, mainly on account of
higher interest payments on our foreign debt because of the dramatic rise
in interest rates on world financial markets. The current account deficit
in convertible currencies more than doubled in 1981 to $720 million,
equivalent to 3.2 per cent of GDP.

5. As the current account deficit widened, the capital account of the
balance of payments and the international reserve position were adversely
affected also by other events. In particular, commercial banks' attitudes
toward lending to all socialist countries in Eastern Europe hardened in
late 1981 and early 1982. Because of this, and some other factors,
Hungary suffered massive outflows of short-term capital, particularly in
the first quarter of 1982. These outflows were a predominant factor,
and together with a continued current account deficit and seasonal var-
iations, caused total reserves (as defined by the IMF) to fall from
$2 billion at end-1981 to $560 million at end-March 1982.

6. Policies in 1981 were designed to continue the steady progress toward
external adjustment achieved since 1979. In the event, however, there
was a higher than intended rise in wages and in enterprise profits, and
domestic consumption rose somewhat more rapidly than planned. Neverthe-
less, real wages still were about 2 per cent below their 1978 level and
gross investment in real terms was 19 per cent lower. But in view of
the unexpected sharp worsening of the external economic and financial
environment in late 1981, it became apparent that the gradual tightening
of policies would need to be strengthened in 1982.

7. Accordingly, the Hungarian authorities took additional measures to
stimulate exports, curb imports and hold down domestic demand. Among
other measures, the forint was devalued by 7 per cent in July 1982,
interest rates were raised by 3-4 percentage points during 1982, consumer
prices were raised by reducing subsidies or increasing indirect taxes, as
well as by the effects of the devaluation, bank credit was severely
restricted, and an additional 25 per cent tax was imposed on new
investment. As a result of these measures, domestic demand is expected
to decline by 2.5 per cent in real terms in 1982. The price measures
affecting government administered prices alone represented about 2 per
cent of private consumption. Direct controls on some imports were also
introduced as a temporary emergency measure. The current account balance
in convertible currencies for 1982 is now expected to show a $550-600
million improvement over 1981 in spite of the unfavorable international
environment. This will represent a resumption of the movement toward a
better external equilibrium started in 1978.

8. For 1983, the highest priority will continue to be given to the
external liquidity position so that there may be no doubt about Hungary's
determination to meet its international payments obligations. It has
therefore been decided to start to reduce foreign indebtedness and to
rebuild reserves by aiming at a surplus of $600 million in the current
account balance in convertible currencies in 1983. This represents a
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very considerable effort--the improvement between 1981 and 1983 is equi-
valent to about 6 per cent of 1982 GDP--and it will necessitate some
painful measures which will further reduce a relatively low standard of
living. Every effort will be made, however, to minimize this unavoidable
reduction of the standard of living: the steps already initiated to
improve the efficiency of the economy will be further pursued and inten-
sified; voluntary saving by the population will be encouraged; export
promotion will continue to be fostered actively, and some restructuring
of the demand away from goods which have to be imported or can be exported
will be sought. Programs for energy and raw materials savings will be
strongly pursued. Mobility of resources will be enhanced so that factors
of production can be employed more effectively and those released by the
least efficient enterprises can be employed more productively, notably in
export and import-substitution activities and in the services sector.
The effects of measures designed to raise productivity, however, will
take time to materialize fully. Meanwhile, reliance will be placed on
measures that show quick effects.

9. The emergency nature of the situation has forced us to resort to
import restrictions. It is our intention, however, to eliminate grad-
ually during 1983 the restrictions introduced in September 1982. It is
our hope that our efforts will be supported by a better international
economic and financial climate and a lessening of the restrictions
against Hungarian exports. In order to achieve a sustainable external
balance, that does not rely on administrative restrictions, the Govern-

ment of the Hungarian People's Republic intends in 1983 to strengthen
its economic stabilization program.

10. To achieve the current account target for 1983, policies aimed at
increasing efficiency in the economy will need to be bolstered by a
further decline in real domestic expenditures. This will be brought
about by:

Wage policy. Real wages will be reduced in 1983, in part by imposing

strict wage regulations, in part increasing the consumer prices more than
the nominal wages which will result in a significant decrease of state
subsidies as well.

Budget policy. Public consumption will not increase in real terms
in 1983; budget outlays for subsidies will be reduced gradually and
significantly; inter alia, rents will be increased by an amount equivalent
to a 1 per cent rise in the CPI on a full-year basis; agricultural
subsidies will be reduced by Ft 3.5 billion (or Ft 1.5 billion net after
deduction of increases in consumer subsidies); consumer prices will be
raised; State investment expenditures will decline in real terms;
spending by local authorities will be restrained.

Credit policy. Interest rates charged on all credits to enterprises,
cooperatives, and local councils have been raised by 2 percentage points
effective October 1, 1982. This increase applies also to existing
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credits. Interest rates on housing loans and savings deposits will be
raised. Credit allocations for investment purposes will be curtailed
and working capital credit extension guidelines will be tightened.

11. It is our intention to pursue actively in 1983 and in following
years the process of economic reform. The present external difficulties
will not be allowed to delay reform efforts; on the contrary, they make
it imperative that these efforts be intensified, as more than ever waste
and inefficiency cannot be afforded.

12. In support of its program, the Hungarian People's Republic is
requesting from the IMF a stand-by arrangement totalling SDR 475 million.
The execution of the program will be subject to the following performance
criteria:

a. Net domestic assets of the National Bank of Hungary will not
exceed Ft 261.5 billion in the period September 30-December 31, 1982, and
Ft 255.0 billion by March 31, 1983.

b. Net credit to the State Budget from the banking system will not
exceed Ft 32.5 billion by December 31, 1982 and Ft 28 billion by
March 31, 1983.

c. Net foreign liabilities in convertible currencies of the
specialized financial institutions will not exceed $1,230 million by
December 31, 1982 and $1,310 million by March 31, 1983.

d. In the six months ending March 31, 1983, the contracting of new
foreign debt in convertible currencies with an original maturity of one
year and up to and including 12 years by borrowers other than those listed
under (a) and (c) above, will be limited to the equivalent of $50 million.

e. During the period of the stand-by arrangement, the Government of
the Hungarian People's Republic will not introduce any multiple currency
practices; impose any new or intensify any existing restrictions on
payments and transfers for current international transactions; enter into
any bilateral payments agreements with Fund members; or introduce any new
or intensify any existing restrictions on imports for balance of payments
reasons.

f. A review of policies under the stand-by arrangement will be held
no later than the end of June 1983. At that time the Government of the
Hungarian People's Republic intends to consult and reach understandings
with the Fund on (a) ceilings for June 30, 1983, September 30, 1983, and
December 31, 1983 on net domestic assets of the NBH, net credit to
Government and enterprises, net foreign liabilities of the specialized
financial institutions, and foreign debt, (b) other economic policy
targets and instruments of the program.
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13. The indicative ceilings for December 31, 1983 are Ft 255 billion for

net dometic assets of the National Bank of Hungary; Ft 42 billion for net
credit to the State Budget from the banking system; and $1,330 million
for net foreign liabilities in convertible currencies of the specialized

financial institutions.

14. The Government of the Hungarian People's Republic believes that the

policies set forth above are adequate to meet the objectives of its
program but it will take any futher measures that may become appropriate

for this purpose. Hungary will consult with the Fund on the adoption of
any such measures in accordance with the policies of the Fund on such
consultations. In addition to the review referred to in paragraph 12 (f),
we would welcome discussions with the Fund staff early in 1983 for the

purpose of reviewing economic developments and progress toward the
realization of our adjustment objectives.

Sincerely,

J6zsef Marjai

Deputy Chairman of the Council
of Ministers,

Chairman of the Economic Committee

of the Government

Matyas Timar

Secretary of State

President of the National
Bank of Hungary
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Fund Relations with Hungary

Date of Membership:

Quota:

Fund holdings of forint:

SDR holdings:

Exchange system:

May 6, 1982

SDR 375 million

SDR 375 million or 100 per cent of quota
(as of October 31, 1982)

Nil

The exchange rate of Hungary's currency,
the forint, vis-a-vis the currencies
of countries other than members of
the Council of Mutual Economic
Assistance, the People's Socialist
Republic of Albania, and the Democratic
People's Republic of Korea is linked
to a weighted basket of nine curren-
cies. As of October 29, 1982, the
representative rate was Ft. 38.0301
per U.S. dollar.

Article IV consultation: Discussions were held in Budapest,
May 18-June 11, 1982. Staff
report (SM/82/176) is to be
discussed by the Executive Board

on December 8, 1982.

ANNEX III
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Hungary: Selected Economic and Financial Indicators, 1981-82

Actual Estimate Program
1981 1982 1983

(Annual per cent changes,
unless otherwise specified)

National income and prices
GDP at constant prices 2.5 1.8 --
GDP deflator 5.1 4.6 6.4
Consumer prices 4.6 7.0 9.0

External sector (on the basis of US dollars) 1/
Exports, f.o.b. -0.7 -1.3 10.1
Imports, c.i.f. -1.0 -10.9 1.5
Non-oil imports, c.i.f. -1.0 -10.9 1.5
Export volume 1.6 5.1 7.6
Import volume 3.5 -6.6 -2.0
Terms of trade (deterioration -) 2.2 -1.5 -1.3
Nominal effective exchange rate

(depreciation -) 16.1 2.7 -6.7
Real effective exchange rate

(depreciation -) 12.0 -0.4

Government budget
Revenue, excluding grants 10.5 3.7 4.8
Total expenditures 12.8 5.1 3.7

Money and credit
Domestic credit 8.9 7.1 5.8
Government 86.4 68.8 28.4
Enterprises and households 7.3 5.2 4.7

Money and quasi-money 6.9 4.6 9.0
Velocity (GDP relative to M1) 4.79 4.78 4.78
Interest rate (annual rate, one year

savings deposit) 5.0 5.0 7.0
Domestic credit as a share of 11M2 15.4 12.6 10.5

(In Der cent of GDP)

Overall public sector deficit 2/ 1.7 2.0 1.2
Central Government budget deficit 1.2 1.6 1.0
Domestic bank financing 1.2 1.6 1.0

Gross domestic investment 30.2 27.7 25.9
Gross domestic savings 28.9 28.4 28.8
External current account balance:

Including grants (includes TR) -4.0 -1.9 1.9
External debt 38.7 34.1 31.7

Inclusive of use of Fund credit 38.7 35.2 34.5
Debt service ratio (in per cent of

exports of goods and nonfactor
services) 34.1 34.2 28.4

Interest payments (in per cent of exports
of goods and nonfactor services) 18.8 18.3 12.5

(In millions of SDRs,
unless otherwise specified)

Overall balance of payments -396 -1,275 125
Gross official reserves (months

of imports) 3/ 5.4 2.5 4.0
External payments arrears -- -- --

1/ Nonruble transactions for trade, and convertible currencies for debt, debt service
payments and reserves.
2/ Includes local authorities and State Budget.
3/ Gold is valued at the price of US$226 per ounce.


