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The domestic public debt was increased by the issue of 50 million
pounds of "recovery bonds", forming the first installment of a develop-
ment loan totalling 150 million, and of 10 million pounds of railroad
bonds. The increase, however, was more than offset by the reduction in
the floating debt to the Central Bank (see above). In consequence, the
domestic public debt has fallen somewhat below the billion pound mark.

International Finance

In the years from 1940 through 1945, Turkey had an export surplus
averaging 54 million pounds annually. In the period from January through
August 1946, imports averaged 12 million per month and exports 18 million
pounds, close to the 1945 figures. During the last four months of the
year (i.e., after devaluation), imports reached a monthly average of 32
million and exports an average of 71 million pounds. In terms of dollars,
imports thus rose from a monthly average of $6.5 million to $11.5 million,
exports from $10 million to $25.5 million, and the export surplus from
$3.5 million to $14 million. Part of this development may have been due
to scasonal factors and to speculative restraint in the months preceding
the cevaluation. Discounting all such influences, however, the result
certainly shows a substantial improvement in the country's international
trade. Since receipts and expenditures on non-trade account play a minor
role in Turkey's balance of current payments, the country should have ac-
quired during 1946 gold and foreign exchenge approximating $85 million.

The increase in holdings reported by the Central Bank falls far short of
that figure, either because of the accunulation of hidden rescrves or be-
cause of payments for imports (e.g., for rcarmament purposes) excluded from
official statisties,

The gold and foreign exchange holdings disclosed by the Central
Bank (see above) total $278.5 million. The country's foreign public debt,
excluding post-war credits, approximates $268 million and represents mainly
sterling credits granted by the British Government in 1938-40. Turkey was
able in 1943 to repay in devalued French francs most of its pre-war foreign
debt, which was expressed in that currency. Furthermore, during the war
the country received extensive help from the United States and the United
Kingdom, including lend-lease shipments velued at $95 million, for which
Turkey paid less than $8 million, and the preclusive buying program, to
which the United States contributed $68.5 million. Post-war credits granted
by the United States through the Export-Import Bank, the Foreign Liquidation
Commissioner, and the Maritime Commission, total $41 million, of which only
20 per cent s> far has been utilized. Both the American ancd the British
credits bear very low rates of interest.

All in all, Turkey's international financial position now is
stronger than that of most other foreign nations. '
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Hungarian Foreign Trade in 1946 C. B. Rose, Jr,

Due to the war and its immedizte aftermath--the disruption of
produstion and distribution-~Hungarian foreign trade shrank to a mere
trickle in 1945. last year, though far below pre-war levels, both
imports and exports made substantial recovery. Available data, although
raising questions &s to the reliability of the statistics, reflect the
impact of the country's reorientation from West to East, and the various
alterations which have occurred in its economic structure. However, no
firm answer can be given to the question of whether Hungary had a favorable
or an unfavorable balance of commercial trade in 1946. Several sets of
statistics purporting to cover this trade have been published. No two of
them agree either in magnitude or in the net results shown,

Table T
Hungarian Foreign Trade, 19462/

Millions of forint

Al A2 B c
Imports 370.5 608.5 370.6 256.8
Exports 366,7 365.8 420 .4 395.3
Total 737.2 974.3 791.0 652.1
Balance -3.8 ~242.7 +49.8 +38.5
A-1 = Albert Molnar in semi-official kMzgazdasag,

February 2, 1947.
A-2 = Ibid, adjusted (see text below).
B = Suprcme Economic Council, reported by

American Legation, Budapest.
C = Hungarian Statistical Bulletin.

a/ Excluding reparations.

That such widely different data can purport to cover the same
subject is a consequence of the disorganization of the currency and 1ts
subsequent stabilization in 1946. During the first seven months of that
year, when the inflation was rushing to its climax, values expressed in
the current pengo were meaningless. In many instances, therefore, values
were stated in "1938 pengo". The results, of course, were not realistic
sincs price structures, both in world markets and in Hungary, no longer
corrasponded to those existing in 1938, and currcncy relationships likewise
nad altered. Further confusion resulted from the introcuction of the new
currsncy in Hungary on August 1, 1946. At that time not only a new monetary
unit, the forint, was created but the Hungarian price structure was re-
organized by decree,

The gold perity of the forint is 13,210 forint per kilogram of fine
gold; accordingly, the rate of exchange for the dollar (the basis for the
establishment of exchange rates for all other currencies) became $1 = 11,74
forint. In 1938, the official price of gold in Hungary was 5,700 pengo per
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kilogram, and the rate for the dollar was 5.10 pengo. The ratio between
the gold or dollar value of the 1938 pengo and that of the forint was thus
2.3 to 1.

In establishing the new price structure in the summer of 1946,

1938 prices were taken as a starting point and various multipliers applied

to reach forint prices. A uniform multiplier was not used, as one objective
was to take account of supply conditions and attempt to regulate demand by
the relative levels at which prices for various goods were fixed. The new
level of Hungarian domestic wholesazle prices (as expressed in forint) aver-
aged 3.6 timesl/the 1938 level (as expressed in pengo) although there are
wide differences as between various commodities, and between agricultural

and industrial prices. To allow for an increasc of 50 per cent in American
prices since thc beginning of the war, the multiplier used in setting the
gold par was two-thirds that for wholesale prices or, as indicated above,
2.3.2/ Tt was believed that this would reflect the change in the relation-
ship between the new level of Hungaricn wholesale prices to be established
and world market prices. It may be pointed out that actually the general
rise in world market wholesale prices had been more than 50 per cent between
1938 and August 1, 1946. A distortion in the opposite direction arises, how-
“ever, Srom the use of 5.10 pengo as the 1938 price for the dollar whercas
exporters, by various means, actually received more (about 7 pengo) for their
dollars at that time.

Because the relation established between the gold values of the
forint and the 1938 pengo corresponds neither to the over-all relationship
between domestic prices nor to prices of goods entering into foreign trade,
compilers of statistics on Hungarian foreign trade in 1946 have made various
adjustnents in order to get a meaningful series for the year expressed in
a single currency.

In Table I, Series A-1 is based upon data described as official
without further cxplanation. Series A-2 is based upon the same data, cor-
rected for an a2lleged understatement of imports from the Soviet Union and a
small adjustment in conversion factors. Both scries were originally computed
in pengo at 1938 purchasing power and converted into forint by using a
multiplier of 6.5 forint per pengo for imports and of 4.2 forint per pengo
for exports. These multipliers are asscrted to be based upon a comparison
of average 1938 pengo prices and forint prices (in the latter half of 1946)
for import and export commodities. Thus this series indicates a very serious
deterisration in the Hungarian tems of trade,

Series B was rceported by the American Legation in Budapest and
is based upon data published in the Economic Statisticel Bulletin, the organ
of the Supreme Economic Council, For the period before the cstablishment
of the forint currcncy, it is also based upon pengo at 1938 prices. These
prices, however, were converted into forint by using individual prices
rother than uniform conversion factors. A comparison of thc resulting
forint and pengo totals indicates an average relation of around 5.7 per
pengo for imports and of around 5.4 forint per pengo for exports; these

1/ Subsequent changes probably have altered this average slightly but not
enough to invalidate the argument.

g/ Actually two-thirds would be 2.4, the difference presumably being in the
method of calculation which the Hungarian authorities did not explain,
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fipures suggest that the adjustment in Series A greatly exaggerates the
difference between import and export prices. The fact that none of these
relationships correspond to the average domestic wholeszle price ratio
mentioned above is attributable to tre great variation in the multipliers
vsed in the prices »f individual commodities and the fact that only a
limited range of gnods entered into forcign trade. Thus wheat, the price
of which in forint was only twice thzt in pengo, was not exported in 1946,
while the forint price »f cotton cloth was more than five times the pengo
price, and ~f salt, twenty times.

Series C is currently published by the Central Statistical Bureau.
For the periccd hefere the cstablishment of the forint currency, it is also
bzsed upon pengs ot 1938 purchasing power, but thesc figures are ceonverted
int» forint at a unifom rate of 3:48 forint per pengo. This conversion
factor corresponds more closely to relative prices than the figure of 2.3
forint per peng» used in computing the exchange rate »f the forint but com-
parison with Serics B suggests that it is still s-mewhet ton low.

3> far as the rccord for 1946 is ceoncerned, the conclusion must
be reached thot little reliance can be placed upon any »f the figures
available. The e nfusiom consequent upon the dis>srgenization »f the
currency required, for coherence' sake, that fisures on Hungarian foreign
trade in 1946 be subjected to some trectment., It is impossible t2 judge
which »f the various adjustments cdescribed results in the most accurate
statement of the facts. It apnears likely, however, that Series B will be
ad-pted as the »fficial statistics. For this reason, and for the practical
consiceration that this series is available in the grcatcst detail, it is
used o3 the basis for further discussisn here. (One further quelification,
in addition to those mentinned above, which anplies to all series derives
from tae fact that not all trade was reported. Some estimates place as high
es 50 ner cent the »ropertion »f the total which moved through black market
channels. While this may be extreme, it 1s certain that a large vclume dicd
escape >fficial reporting machinery.

' Table II
Hungarian Forei:n Tradeié/lgéé, By Months

Exports Imnorts
(In millions »f forint)

January 5.6 2.0
Februcry 7.7 3.6
March 12.5 6.0
April 21.8 6.4
May 19,5 8.2
June R2.4 9.7
July 32.9 17.0
Aurust 7.7 9.4
September 36.1 25.9
October 58.9 56.5
November 81.5 53.1
December 93.8 59.0

Total 420 .4 370.6

a/ Series B of Table I.
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The rcturmm to more nomal economic conditions after the stabili-
zation was reflected in the foreign trade figures from whatever source
cerived. Table II gives figures by months for 1946; the improvement after
August is obvious. One circumstance contributing to this result was that
werk had heen completed and goods shipped out in the latter part of the
year wider some-of the processing arran;ements, notably that with the
U.3.3.R. Raw c~tton imported from Russia was paid for My the export to
Russia nf finished cotton goods and threacd.

Throughout 1946 almost a1l Hungarian foreigzn trade moved uncer
barter agreements with a limited number of countrics, Total values of
reciprocal trade were specified and in general a balance was aimed at.

Turing a1l or part of the year such agreements were in effcct with: Czecho-
slovakia, Romania, P-land, U.S.S.R., Switzerland, Denmark, Sweden, and Norway.
Agrcements signed with France in October, Italy in Ncovember, and Austria

and Yuzoslavia toward the end of Lecember »robebly did not affect trace in
1946 t> any great extent.

The term of these agreements in most cases extends beyond 1946.
Nevertneless, is is rather surprising to observe the degree of unbalance
in trade with specific countries as shown in Table III,

Table III
Listribution of Hungarian Foreign Trade by Countrlesa/
Imports Exports

1946 1938 1946 1938 1946

Yalue % of Value % of  Balance

Country (Million % of total (Million % of +total (Million
forint) total value forint) total <value forint)

U.S.S.R. 104.3 R€,2 - 133.9  31.9 - +29.6
Czechoslovakia  93.9 25.3 6.6 72.1 17.2 4.1 -21.,8
Switzerland 30.3 8.2 2.5 88,7 21,1 3.2 +58.4
United States 45.8 12.4 5.3 6.5 1.5 R.4 -39.3
Poland 28.0 7.6 1.4 17.1 4.1 1.0 -10.9
Romaniz 30.6 £.2 9.8 10.9 2.6 4.0 -19.7
Sweden 9.3 2.5 9 25.5 6.1 1.9 +16.2
United Kingdom 2.4 .6 6.3 28,7 6.8 £.1 +26.3
Austria 9.1 2.5 11.5 12.8 3.C 18.3 + 3.7
Yugoslavia 4.9 1.3 4.5 3.1 .7 3.0 - 1.8
Ttaly 3.0 € 6.3 .2 1 g.5 - 2.8
Denmark 1.5 A .5 9.6 2.3 .9 + g,1
Norway - - n.a. 2.5 .6 n.a. + 2,5
Bulgaria 2.6 7 n.a. 4.1 1.0 n.a. + 1.5
Germany .5 - 30.1 - - 27.4 - .5
A1l others bod 1.3 14.3 b/ 4.7 1.0 17.29/ + .3
Total 370.6 100.0 100.0 420.4 100.0 100.0 +49.8

Total value 1938 &/ 1,456.7 1,617.6

n.a. = not available. Presumably insignificant.
a/ Series B, Table I,
t/ Including Norway and Bulgaria.
¢/ 1938 pengo figures: Imports, 418.6; exports, 522.3 m1~110n,
multiplied by 3.48.
Sources 1946, American Legation Budapest; 1938, Ungarns Handel u.
Industrie im Jahre 1938, Budapest, 1939.
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It is worth noting that in many of the trade agreements, total volumes as
well as the prices of individual commodities have been expressed in dollars.
For example, the agreement with Austria sees trade equaling about $3.7
million moving in each direction, The agreement with Poland provides for
the exoort by Hungzry of 40,000 tons of crude petroleum at $19.50 a ton,

and thz export by Poland to Hungary of 100,000 tons of coke at $13.40 a ton.
It is not known at what rate these values were converted into pengo or
forint for the purposes of inclusion in the trade statistics.

As might be expected, the Soviet Union, which did not figure in
Hungarian foreign trade in 1938, now occupies the most prominent place,
providing over 28 pcr cent of Hungerian imports and taking almost 32 per
cent of that country's exports. At the same time, Germany, which in the
pre-war period was Hungary's most importent trade pzrtner, now has dropped
out almnost entirely. Some of the shifts in relative importance of other
countries arc worth noting. Austria has fallen from second place to onc
far down the scale, while Czechoslovakic has become much more prominent,
tzking sccond place as a supplier and following Switzcrland as a market.
The relatively large volume of imports from the United Stetes is due to the
fuct that the flow of goods bought under the United States Surplus Property
credit of $15 million grinted in 1946 began to reach Hungary towoerd thc end
of lest year, .

It is of considerable interest that Hungary was able to build up
a credit balance of 58 million forint (approximately 21.4 million Swiss
francs) in its trade with Switzerland. By the end of 1946 other sizable
credit balances had been created with Russia, the United Kingdom, and
Sweden. Had Hungary been able to satisfy its import requirements in full,
this devclopment would not have taken place., Two circumstznces intervened:
many cf the goods which Hungary needs are in short world supply and Hungary
has & weak bargaining position in international markets; and the shortage
of working capital combined with the internzl policy of credit restriction
prever.ts Hungarians from importing cven when the National Bank has foreign
excharge and goods are available.

One noticeable effect of the shift in Hungarian markets and
sources of supply has been the change in the composition of foreign trade.
Table IV gives the principal import and export commodities, actual quanti-
ties of which fell far below pre-war volumes. Those goods which accounted -
for the greatest part of the limited imports in 1946-—-cotton, sugar, coke,
and sclt--although large in volume, wcre of mincr importence in Hungarian
imports in 1938, The relatively small quantities of other rew materials
brought in in 1946, particularly coal, wood, lecather, ores, and metals,
werc far from satisfying requirements, rcduced though they werc through
destruction of productive capacity. In one respect the change from 1938
is favorable. Since that year, due to the exploitation of domestic oil
wells, Hungary no longer needs to import petroleum (except for special
types of lubricating oils) and has an export surplus. Although wheat and
cattle disappcared from the list of exports in 1946, shipments of agri-
cultural products, though small, bulk relatively large in the total. This
can be attributed meore to o diversion of industrial goods to the satis-
faction of reparatinsns obligations (:nd hence their unavailability for
cxpor:) than to the existence of surplus agricultural production capacity.
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Table IV
Distribution of Hungarian Foreign Trade by Commodities,
1946 and 1938

a/ 1938 imports, chiefly crude. 1946, refined products.
b/ Canned fruit and fruit pulp not reported separately in 1938.

of total value,

9/ 0il sceds. In 1932 exports included 18,527 tons of lard and
bacon cccounting for 3.2 per cent of total value.

4/ Humbers.

30,663 tons of fresh fruit exported representing 1.9 per cent

Quantity Value .

(Metric (Million (Per cent

tons) forint) of total)
1938 1946 1946 1938 1946

A. Imports
Raw cotton 26,720 12,059 63.4 5.4 17.1
Refined sugar n.g.s. 5,572 33.4 - 9.0
Coke n.g.s. 206,698 30.1 - 8.1
Salt 88,542 52,805 21.3 .6 5.7
Coal (o) 523,601 118,751 21.3 3.5 5.7
Lumber (sawn : 23,170 15.1 ; 4.1
Timber b 934,784 o30561 5.2 121 1.4
Clothing n.g.s. 365 13.9 - 3.8
Rew leather 15,809 983 13.0 4.8 3.5
Iron ore 419,316 124,824 13.0 1.7 3.5
Autorobiles 3,568 2,140 12.4 2.1 3.3
Raw metals 33,833 2,806 11.2 5.5 3.0
Knitted cotton wear n.g.s. 318 9.6 - 2.6
Paper and paper goods 62,495 717 3.4 5.2 .9
Petroleum & 209,562 3,857 3.4 3.9 .9
B. Exports
Cotton cloth 1,066 2,610 59.9 .6 14.3
Wine 40,242 12,438 38.6 1.6 9.2
Refined petroleum n.g.s. 159,652 29.6 - 7.0
Tresscd poultry products 25,138 1,858 23.5 5.1 5.6
Elecuric machinery and

appliances 2,676 b 2,561 17.4 4.9 4.1
Canned fruit n.g.s. T/ 5,097 16.1 - 3.8
Fruit pulp Nn.g.s. Y/ 7,196 14.7 - 3.5
Iron goods 33,6065 1,887 13.1 3.0 3.1
Festhers 2,558 732 11.3 2.5 2.7
Crude oil n.g.s. 45,542 11.1 - 2.6
Clover and lucerne sced 12,024 g8l 9.8 1.8 2.3
Fats and oils 15,511 & 736 8.7 7 2.1
Eggs 14,083 1,019 a.5 2.0 2.0
Browa cozl 286,841 79,421 5.9 .8 1.4
Wheat 436,115 - n.g.s, 13.1 -
Cattle o1 Y - n.g.s. 12.4 -

n.g.s. = not given separately. Imports or exports insignificant,
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In part, the situation indiceated by the table above is transitory.
It is a conscquence ~f the lowered productinsn level of Hungarian agriculture
and the necessity for paying reparations in kind. T> some extent, however,
it may rcprescnt a permanent change. The land reform which did away with
the large cstates will change the structure of Hungarian agriculture and
recsult in shifts in production. Germany wes interested in Hungery as a
source of supply of agricultural produce and only a limited variety of
finished goods. Russia is more likely to need Hungarian finished and semi-
finishcd articles. In this connection arrangements such as the cotton-
processing agreement with Russia referred to earlier, are typical of the
sort of operation which is likely to assume greater prominence in Hungarian
trade.

Exchange rates and relative price levels, of course, are of
small consequence in trade with the U.S.S.R. or countries within its orbit
where state trading is the rule and priccs are agreed upon independently
for cach separate transaction without regard to world prices or their local
cquivalents. It may bc noted in passing that exchange rates preserve their
importance inasmuch as an over-valued forint may facilitate increzsing
absorption of Hungarian trade by Russia. At the present time the rate of
11.74 forint to the dollar, taken together with the prevailing controlled
levels -f Hungarian prices, makes export to the West difficult.

In connectisn with the prospects for Hungerian foreign trade, it
may be noted that the Threc Ycar Plan now being projected (to start on -
August 1, 1947, the beginning of the new fiscal year) foresees the fuollow-
ing devclopments

Toble V
Hungsrian Foreign Trade Program, 1947-50
Imports ixperts

Million Per cent Million Per cent

1938 pengn  of 1938 1938 pengo of 1938
1938 411 100 522 100
19462/ 65 16 7 15
1947/48 380 92 379 73
1948/49 461 112 492 96
1949/50 547 133 580 111

g/ Estimate of Supreme Bcoromic Council, corresponding to
Series B of Table I.

Within this over-all fremework, it is intended that about 80 per
cent >f imports will consist of raw materials and semi-manufactured goods,
and that about 40 per cent of exports will be agricultural products. The
plan contempletes an increase of trade with the Soviet Union, Czechoslovakia,
Yugoslavia, Romania, Bulgaria, and Poland. So far as western countries are
concerned, it is forescen that trade with Switzerland will be of greater
importance than thot with Great Britain and the United States.





