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May 6, 1982 – it was the day when the membership of Hungary in the 
International Monetary Fund (IMF) began. The country was second from the 
so-called Eastern bloc in Europe to join the international organisation, and 
the third from the Council for Mutual Economic Assistance (CMEA)1. The 
official decision to submit an application for membership to the IMF was 
made in the autumn of 1981, although it was not the first time the 
government of Hungary tried to approach the organisation: it was preceded 
by decades-long debates, dilemmas, sounding-outs and manoeuvring. Both 
the economic and international political environment of the late 1970s, early 
1980s brought significant changes, which had an impact on the situation of 
the country as well. The developments in the international economic arena, 
the recession after the second oil crisis in 1979 and the decline of confidence 
towards CMEA states in the financial markets (among other aspects) 
alongside with the economic situation of Hungary led to the decision to 
apply for membership in the International Monetary Fund (and in the 
International Bank for Reconstruction and Development) in November 
1981, which resulted in full membership in both organisations in 19822. 

The study aims to describe the difficult road Hungary travelled until the 
birth of the decision to submit the application to the aforementioned 
organisations, and also the first financial arrangements that helped to tackle 
with the economic difficulties in 1982. As a framework for the accession, 
besides touching upon the change in the Soviet behaviour regarding 
handling the financial situation of the bloc, the global economic and 
international financial developments are also going to be introduced.  

 
  

                                                 
1 From the Eastern bloc, Romania joined the IMF on 5 December 1972, while Vietnam 
became the member on 21 September 1956. (IMF, 2017) 
2 Hungary became the members of the World Bank on July 7, 1982 
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Early approaches towards the Bretton Woods twins 
 
The idea to apply for membership to the Bretton Woods twin organisations 
was not a new one, but the context of the Cold War limited the room for 
manoeuvre. The fluctuating relationship of the two superpowers wavering 
between confrontation and cooperation was determining for Hungary from 
the point of view of IMF (and WB) membership. In the first three decades 
of the Cold War, the country approached the organisation twice, in 1947 
and in 1967 – without a success. 

The economic situation of Hungary was devastating after 1945. The 
country was allied with the Axis powers, lost the war, and since the territory 
of it was a battlefield, the destruction was considerable: the damages 
caused by the war amounted to 22 billion pengő3, which was five times the 
national product of 1938. In 1946 the government had to tackle with 
hyperinflation4 – the introduction of a stable currency, the Forint, on August 
1 1946, helped curbing the inflation, alongside with a series of reforms for 
the revival of the economy. 

To give a further impetus to the economic recovery, the idea to get access 
to external funding also emerged. In 1946 in the political circles of the 
Ferenc Nagy cabinet, a proposal was born to apply for membership in the 
Bretton Woods organisations – although at that very moment, it was not a 
realistic idea, since the prerequisite of membership was the ratification of 
the peace treaty5. In 1947 János Szász was optimistic about the possibility 
to obtain the support of the British and American members of the Executive 
Board of the IMF although the other members’ support would also have 
been necessary prior to the application for membership (Szász, 1946-47). 
However, the intensification of Cold War rivalry and the internal political 
developments6 had an unfavourable impact on the judgement of Hungary. 
In June 1947 President Harry S. Truman condemned the political 
developments in the country and regarded the regime as being oppressive 

                                                 
3 Prices calculated at the 1938 exchange rates. It equalled approximately 4.4 billion USD. 
The country lost 40% of its national wealth (Marton, 2012, p.5.), all sectors of the economy 
suffered damages, for example, the iron and metal industry faced 48.1%, the chemicals 
industry 48% losses. The situation of in the agricultural sector was appaling, the financial 
services (lending for example) halted in 1945. (Balogh S. Gergely J., Izsák L., Jakab S., 
Pritz P., Romsich I.,1986, p.262.). The transportation infrastructure was devastated, the 
cost of living augmented significantly.  
4 4.19*1016% was the highest monthly inflation rate (Plummer, 2012) 
5 János Szász, economic advisor of the Hungarian embassy in Washington confirmed it in 
his letter as well. He also reported that there were no specific criteria or principles for IMF 
or World Bank membership, the only particularity was that IBRD membership could be 
obtained only after joining IMF. In a letter in 1947, Mr Szász informed the government 
about the data that should be supplied in case of the application for membership. (Szász, 
1946-47) 
6 Just to highlight some aspects of the internal political developments, on 1 June 1947, 
Ferenc Nagy was forced to resign and Lajos Dinnyés became the Prime Minister, which was 
a sign of the speeding up of Stalinist consolidation in the country. In July Hungary officially 
declined its participation in the Marshall plan, later in August the so-called blue–ballot 
elections took place resulting in the communist takeover in the country in 1949. 
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(Truman, 1947). Despite the deteriorating political climate, the Hungarian 
Foreign Ministry sent an official letter to the State Department of the USA 
on how to submit its formal application to the Bretton Woods organisations. 
In its response in February 1948, the Truman administration informed the 
Hungarian government that they would not support the country’s 
application to the IMF (Boughton, 2016:5.). 

Almost twenty years later, in 1966, the National Bank of Hungary (MNB) 
elaborated a detailed proposal on the approach towards the two 
organisations. As for the economic situation of Hungary, the document 
mentioned that the country experienced a balance of payments deficit in 
the first half of the 1960s, especially in the Western trade relations. Besides 
underlining the proposed economic reforms, the memorandum highlighted 
the financial circumstances, namely the challenge of acquiring additional 
financial resources (for example for increasing the currency reserves). The 
note described a delicate situation: it referred to the prolongation of two 
loans provided by the Soviet Union and also mentioned that it was rather 
unrealistic to count on additional loans from the countries of the bloc. The 
other solution could have been turning to the Western financial markets in 
the form of issuing bonds or taking out medium- or long-term loans, 
however, the document stated that it was not a feasible option. At this point, 
the memorandum touched upon a possible membership in the international 
monetary organisation, the IMF and World Bank, the aim of which would be 
to get access to loans under favourable terms (Feljegyzés…, 1966). At the 
end of 1966, beginning of 1967, János Fekete7 paid a visit to Washington, 
where he met with Joseph Gold, the general counsel and director of the 
legal department of IMF, and got acquainted with Alan Whittome, director 
of the European Department. They changed views about a theoretical 
possibility of Hungarian IMF application for membership. The standpoint of 
the two leading officials of the IMF was positive, they stated that the 
leadership of IMF would support the application, but the Board of Governors 
would decide (thus the support of the USA, UK and other West European 
governments would be needed) (Feljegyzés Fekete…, 1967). 

In February 1967 the Economic Policy Committee of the Central 
Committee issued a draft to the Political Committee on the relations with 
the IMF and the World Bank. Regarding the circumstances, the note 
mentioned the unfavourable structure of the Hungarian debts (short-term 
loans had been taken by the country), and also the need to increase the 
currency reserves. Medium-term loans (denominated in $) would 
ameliorate the severe situation – however, these types of loans were 
provided by international monetary institutions, like the IMF and World 
Bank. As a positive sideline of membership, the draft mentioned that the 
Hungarian membership could be followed by other CMEA countries’ 
accession, and also it would also contribute to decreasing the influence of 
the USA in the monetary organisation. In case of the WB, the document 

                                                 
7 At the end of the 1960s, János Fekete was the head of the Foreign Exchange 
Department. From 1968 until 1988 he was the deputy governor of the MNB. (Folytassa…, 
2002; Emminger, Diz, Fekete, 1973) 
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mentioned that the membership in the organisation would grant access to 
long-term loans with favourable interest rates (Az MSZMP KB…, 1967). The 
conclusion of the Political Committee was that they would consult the Soviet 
Union on the issue. Thus, in September, Péter Vályi, minister of finance met 
Vasily Fyodorovich Garbuzov, his Soviet counterpart. On the subject of the 
aforementioned applications, the Soviet standpoint was not completely 
rejecting, it rather focused on maintaining the status quo in CMEA (Vályi…, 
1967). The Soviet rejection of the idea to apply for membership in the IMF 
was made clear in November 1967.8  

1968 marked the start of the New Economic Mechanism in Hungary, and 
the first figures seemed to be promising. Besides that, the Soviet Union 
provided help to Hungary, in the form of for example prolongation of loans, 
and subsidizing the country via oil supplies. However, these steps did not 
give a permanent solution to the problems of Hungary, they provided 
temporary relief. From the 1970s on, Moscow was less able to maintain the 
level of economic support, its domestic reserves declined and was not able 
to invest in the satellite states (Bunce, 1985:33). The technology gap 
between the Eastern bloc and the West had been growing, the Soviet bloc 
countries would have necessitated modern technology to be able to produce 
products that could be competitive in Western markets and could generate 
higher incomes from exports, and also wanted to maintain the standard of 
living, however in order to achieve these goals, the countries had to 
increase (or at least not to decrease) imports from the West, which led to 
aggravating indebtedness. The invasion of Czechoslovakia in 1968, ending 
the Prague Spring, led to a downturn in East-West relations. Although the 
application for IMF and World Bank membership was put off the agenda, 
discrete conversations were held on informal or even secret meetings in 
Basel, Washington, Budapest.9  

 
The international political and economic environment in 
the 1970s and early 1980s 
 
The end of the 1960s, and the 1970s mark a new period in the relationship 
of the superpowers, the so-called Détente, when the cooperation between 
the Soviet Union and the USA intensified and closer political10 and economic 
ties developed. The peak of the period was the signature of the Helsinki 
Final Act (or Helsinki Accords) in 1975, concluding the two-year Conference 
on Security and Cooperation in Europe with the participation of 35 states 
(from both blocs). The Accords covered three baskets: the first one included 

                                                 
8 Honvári, Torda (2009) provides further details of the meeting. Boughton (2001) noted 
that the USA opposed the membership as well.  
9 Boughton mentions that Alan Whittome and János Szász changed their views on the 
above mentioned sporadic meetings. (Boughton, 2001, p.19.) Larosiére (2002) stated that 
Whittome had conversations with Hungarian officials.  
10 President Richard Nixon’s visit to Moscow in 1972, the signature of PTBT, the start of the 
SALT I talks for example. 
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ten principles ranging from political to military issues (i.e. peaceful 
settlement of disputes, territorial integrity); the second basket covered 
economic, technological and scientific cooperation11, and the third one 
focused on human rights. In 1979 the promising trends halted, even 
reversed, following the invasion of Afghanistan by Soviet troops. The 
upcoming six years were characterised by cold relations between the USSR 
and the USA. 

The international economic arena experienced a profound transformation 
as well. In 1971 President Richard Nixon announced the suspension of the 
convertibility of dollars into gold, the deficit of the balance of payments of 
the US increased further, the dollar reserves abroad vitalized the credit 
markets (Czerkawski & Hank, 1982). Two years later, in 1973 an 
unprecedented event shook the world economy, the oil shock, a 
consequence of it was that the price of hydrocarbon-based and energy-
intensive products drastically rose, the terms of trade deteriorated. Another 
aftereffect was that the Arab petroleum exporting countries could acquire a 
significant amount of extra income.  

As these countries experienced a surplus of loanable funds, they intended 
to invest them in the capital markets. The Eurodollar markets that 
experienced considerable development in the 1960s (Windecker, 1993) 
could redirect the petrodollar surplus of the petroleum exporter states 
towards those oil-importing countries that struggled with the balance of 
trade deficit. The supply of short-term loans increased, the commercial 
banks competed for borrowers, the interest rates were low, and the 
sovereign debtors who were looking for external funding could calculate 
with even negative real interest rates – it was easy to get access to credit. 
These circumstances were attractive to many countries since they could 
finance the economic growth with the low (or even negative) real interest 
rate loans despite the unfavourable changes of the terms of trade (from 
their point of view), and the temporary decline of the export demand for 
their products (Tyson, 1986). 

On the credit demand side, those countries appeared that had 
accumulated a significant amount of balance of payment deficit because of 
the high raw material prices, and the developing countries turned to credit 
market as well among the sovereign debtors. (Czerkawski, Hank, 1982) The 
favourable international political environment opened the possibility for the 
CMEA states to get access to Western consumer products and to more 
advanced technology. Thus in the 1970s, it was a general phenomenon, 
that the socialist countries of the Eastern bloc produced a balance of trade 
deficit in the transferable currency relations, and financed it (alongside with 
their balance of payments deficit) by taking out short-term, low-interest-
rate loans. In the case of Hungary, the indebtedness increased considerably 
between 1970 and 1979: at the start of the period the debt of the country 
in hard currency was 0.6 billion dollars, while in 1975 it rose to 2.1 billion 

                                                 
11 A consequence of the implementation of the agreement was that the USA granted the 
most favoured nation status to Hungary in 1978.  
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dollars, and in 1979 it augmented to 4.9 billion dollars (Czerkawski & Hank, 
1982). 

During the 1970s in the CMEA countries, the prices of some raw 
materials, energy sources and other products did not follow those on the 
world market due to the central planning in each state. A characteristic 
feature of the intra-bloc trade was that the satellite states depended on the 
Soviet Union regarding a wide range of raw materials and energy resources. 
Following the oil crisis, Moscow continued to sell the oil to the CMEA 
countries at a below the world market price and to buy manufactured goods 
(machinery for example) at an above world market price – which can be 
regarded as a form of subsidising the satellite states.12 The Soviet Union 
traded the energy resources (oil and gas) on the Western markets as well, 
where it could sell these products at higher prices, which gradually led to 
the introduction of limitations to intra-bloc trade. In addition to it, the USSR 
offered a significant amount of Ruble loans to its trading partners in the 
bloc, to help them cover their trade deficit denominated in Ruble (Tyson, 
1986). 

The negative courses that occurred parallel with the intensification of the 
Cold War (invasion of Afghanistan by the Soviet Army troops) had a 
considerable impact on the CMEA states from a political and economic point 
of view. Regarding the second issue, the second oil crisis in 1979 occurred 
at the doorsteps of a general global economic recession: the price of crude 
oil sharply rose from approximately $15 at the end of 1978 (Ditté & Roell, 
2006) to $39.5 in April 1979 (Mouawad, 2008). The demand for oil 
decreased (Cooper, 1983) due to the unfolding economic downturn.  

The capital markets reacted sensitively to the unfolding recession. The 
supply of credits declined, and many developed countries started to 
introduce restrictive monetary policies. The the real interest rates increased 
considerably, and the terms of loans became more rigorous (Tyson, 1986). 
By 1981-1982, the perception of the Socialist countries deteriorated in the 
international financial markets. In the 1970s, the countries of the Eastern 
bloc were considered being creditworthy debtors by Western creditors since 
they believed that the Soviet Union would provide a financial umbrella for 
the satellite states to prevent insolvency.13 This assumption proved to be 
false by 1981, when Romania and Poland14 announced default and asked 
for rescheduling their debts. All these events and circumstances led to the 
situation that the credit markets closed for the states of the Socialist bloc, 
and a credit embargo was introduced against the countries (Csáki, 1990). 

The governments of the Western countries (especially the US) started to 
analyse the economic problems of the Socialist bloc, and the Soviet Union 
from the point of view of the Cold War logic as well. The fact that Moscow 
                                                 
12 The mechanism of the Soviet subsidies and also their scope are explained in several 
analyses and studies, such as in Vanous & Marrese (1982), Bunce (1985), Brada (1988). 
Tyson (1986) also mentioned this kind of policy.  
13 For further detail, see for example: Zloch-Christy (1991), Gokay (2013), Bunce 
(1985), Tyson (1986). 
14 In Poland the internal situation aggravated as well when Wojciech Jaruzelski introduced 
martial law in December 1981.  
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did not save the two aforementioned satellite countries from rescheduling 
their loans shed a light on the weaknesses of the regime. The vulnerability 
of the Soviet economy became more and more obvious, covering the hard 
currency import costs put a huge burden on the Kremlin. Analyses 
forecasted that Moscow would have a decreasing amount of resources to 
subsidise the satellite states, in the long run, although they did not count 
on decreasing military spending of the USSR (Ernst, 1982a). 1981 was a 
challenging year for the USSR: the oil prices started to decrease, leading to 
a decline of hard currency income, the demand for Soviet goods also 
reduced (Ernst, 1982a), together with the reduction of reserves (Ernst, 
1982b) as well.  

 
Hungary’s road to IMF and WB membership 
 
The start of the 1970s was promising, the state of the economy seemed to 
be stable, the country gained the confidence of investors, and in 1973 the 
government issued state bonds with 15 years maturities with a success 
(Botos, 2007). The loan portfolio at that time comprised medium- and long-
term loans, and based on the draft presented to the Political Committee, 
the goal was to reduce the net debt ratio to 60% of the Western relation 
exports (Előterjesztés a Nemzetközi…, 1973). It also underlined the will of 
the country to join the IMF and World Bank, although the final decision of 
the PC was that they should consult with the Soviet leadership regarding 
the issue (Az MSZMP Politikai…, 1973).  

In the following two years after the oil crisis, worrying symptoms 
emerged. The terms of trade deteriorated, the price of imported goods 
bought by those companies that produced for exports increased more than 
the price of the exported products (Tájékoztató időszerű…, 1974). This 
resulted in a trade deficit in hard currency and also led to greater 
dependence on Moscow. In 1975 the figures proved to be worse: in the 
Western trade relations, the imports increased by 13% (more than 
expected), while the exports declined by 13% (contrary to the forecasted 
rise) (A Központi Bizottság…, 1975). In the second half of the 1970s the 
economic difficulties continued to worsen. One of the most worrying sign 
was the increase of indebtedness in hard currency, the amount of which 
reached $2.2 billion in 1975 (while it level was $800 million in 1973) (A IV. 
ötéves…, 1975). The balance of trade produced a deficit in both relations 
(vis-à-vis the socialist bloc, and the Western countries as well). The 5th five-
year plan indicated concerns regarding the hard currency trade relations in 
the coming years. It forecasted a 40% increase in imports parallel with a 
60% rise in exports, though it would not be sufficient to balance the trade 
deficit, thus the country would need further loans. Based on the 
calculations, the debt would increase by $2.2 billion in the next 5 years, to 
$4.3 billion in 1980 (A IV. ötéves…, 1975). 

The implementation of the 5th five-year plan started in 1976, and it soon 
became obvious that the targets would not be met. Regarding the socialist 



New Researches from Business Studies, ISBN 978-80-89691-59-3 

14 

trade relations, the deficit of the balance of trade turned out to be more 
than forecast, while in the hard currency relations, the deficit reduced 
slightly, but due to the cutbacks in imports, not due to the expansion of 
exports (Nagy, 2007). Some concerns were raised regarding the economic 
situation of Hungary in 1978. Commercial relations and the debt level were 
discussed in details in the draft presented by Károly Németh15. Concerns 
emerged since the indebtedness of the country increased exceeding the 
planned levels, reaching 73% of the forecasted overall exports, and 36% of 
the domestic product. The net debt level also turned out to be higher than 
planned: based on the calculations in 1978, the net level would reach $6 
billion, instead of $4.3 billion. The portfolio of the debts consisted of short- 
and medium-term ones, while the receivables were long-term ones 
(Előterjesztés…, 1978). Regarding the future trends, the draft stated that 
in the next period, between 1981 and 1985 further external financial 
sources would be needed, though the expansion of external sources was 
possible only by taking short-term loans, since the new medium-term credit 
would be enough for the repayment of former loans, interest rates and 
export credits (Előterjesztés…, 1978). In order to solve the liquidity problem 
of the country, and to loosen dependency on Western capital markets, the 
draft proposed an application for membership to the IMF and to the World 
Bank. The document also underlined that the Hungarian leadership would 
inform the Soviet Union regarding the decision. The letter to First Secretary 
Brezhnev was born on the meeting of the Political Committee in July 1978. 

First Secretary János Kádár went to the Soviet Union in March 1979 to 
negotiate with First Secretary Leonid Brezhnev. He ensured the Hungarian 
delegation that it would provide the 800 million Ruble credit facility and was 
ready to increase it by 200 million Rubles, in addition, postpone the start of 
repayment of long-term loans to the post-1985 period (Jelentés…, 1979). 
Regarding the IMF and World Bank membership of Hungary, the Soviet 
leadership did not support the idea.   

The situation aggravated during 1979 when from June on, the reserves 
of the county dropped, because those were used to repay loans, interest 
rates and export financing (Az 1979. évi…, 1979). In September, the state 
of the Hungarian economy was put to the agenda. The forecasts were rather 
pessimistic. It was mentioned that in 1979 the opportunities of external 
borrowing narrowed for the country since the international financial markets 
introduced stricter criteria for creditworthiness: in case of sovereign debtors 
the criterion was a six-month import financing (Botos, 2007). By the end of 
1979, it was visible that Hungary was in a debt spiral. The reports on the 
indebtedness and debt demand mentioned that the country cannot get 
access to sufficient amount of external financing, and in addition to it, the 
level of reserves would decrease to a dangerously low level in case those 
were used for the repayment of obligations. Some also stated that it was 
not only the foreign trade deficit that should be financed from loans but the 
payment of interest rates as well (Botos, 2007). 

                                                 
15 Károly Németh was the secretary of the Central Committee, and member of the 
Political Committee. 
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The final steps to membership 
 
The 1980s found the Hungarian economy in a worrying situation which was 
reflected in the foreign trade imbalance, and an increasing amount of debt. 
1980 also brought some changes in the international capital markets. From 
the Hungarian point of view, the developments were unfavourable: the 
amount of the debt accumulated by the country made the lenders cautious. 
At the beginning of the year, the hard currency trade relations developed 
favourably: exports increased, parallel with a decline in imports, as was 
planned. As for the external borrowing situation, Hungary could experience 
the declining credit supply, thus the access to further amount of loans for 
the second half of 1980 became precarious (Az 1980 évi…, 1980). Despite 
the aforementioned situation, the question of the application for 
membership to IMF and World Bank was not put onto the agenda of the 
Political Committee.  

The Political Committee discussed the plans for 1981 and counted on the 
amelioration of the trade balance (in convertible currency relations), parallel 
with the decline of imports, and the increase of export. The forecast seems 
to be optimistic at first glance, but it was overshadowed by those 
developments that could be felt at that time, namely the shrinkage of credit 
facilities, and the hardships emerging in the socialist trade relations16. In 
addition to that, the slow recovery from the world economic recession also 
rendered the Hungarian situation more difficult (Az 1982. évi…, 1981). 
When János Kádár met Leonid Brezhnev on July 27, 1981, in the Crimean 
Peninsula, economic relations were also part of the agenda of the 
negotiations. The Soviet General Secretary indicated that the Soviet Union 
would not be able to sustain the previously agreed volume of oil transfers. 
In connection with the economic hardships in Poland, Brezhnev expressed 
his opinion that the continuous borrowings from the West did not provide a 
solution to the countries facing a difficult financial situation. Kádár’s report 
on the Hungarian financial and commercial situation pointed out clearly the 
severe problems the country had to tackle with. On the one hand, the 
Hungarian General Secretary underlined that the country would not be able 
to pay for the trade deficit existing in the Soviet relations (approximately 
1.7 billion plus 1.5 billion Rubles). On the other hand, the Hungarian 
delegation also requested the prolongation of the 1 billion Rubles 
consolidation loan, and also for lower interest rates (the proposal was 10-
year duration and 3% interest rate) – the Soviet partner did not accept the 
proposal (thus the 5-year duration and 5% interest rates remained). In 
addition to it, the Hungarian leadership asked for another 430 million Ruble 
loan to compensate the losses in prices, with a duration of 10 years, and an 
interest rate of 2%. The Soviet delegation agreed with the amount of loan 
but stated that the interest rate would be 4%. János Kádár also explained 
                                                 
16 As for the trade relations with the socialist bloc, imports declined, leading to the rise of 
imports from the West.  
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that the hard currency debt service was rather burdensome for the country, 
thus in light of the aforementioned circumstances, the delegation came up 
with the issue that the country needed to enter into closer relations with 
the international financial organisations, for example, with the World Bank 
(referring to the possibility to enter tenders) (Kádár..., 1981). The Soviet 
reception was surprising: they did not react to the proposal, neither did 
they start to flay the Western financial circles, or to play the IMF and World 
Bank off. János Kádár interpreted it as Brezhnev’s quasi-agreement to the 
idea of Hungary getting into closer relations with the international monetary 
organisations (including membership). Thus, Ferenc Havasi and György 
Lázár were charged with starting the preparatory works for IMF and World 
Bank application for membership17 (Kádár..., 1981). 

In September 1981, another report was born on the external economic 
circumstances of the 6th five-year plan. The forecast was worrisome: the 
balance of trade was to show a deficit in both relations. As far as the Soviet 
relations are concerned, the agreement that had been born in the Crimea 
in July further aggravated the trade deficit. In the Western relations, the 
scope of external borrowings was still narrow, the duration of the loans was 
not favourable for the Hungarian economy, and the interest rates showed a 
sharp increase from the previous 9% to 13%. The leadership of the MSZMP 
sought to be able to finance the planned level of imports, to meet the debt 
service obligations, but it also wanted to keep the level of the standard of 
living. In order to obtain all these goals at the same time, the country 
needed additional external financing from the international financial 
markets and sought to get access to supplementary funds following the 
accession to the IMF and to the World Bank – thus the necessity to accede 
to both organisations became clear (A külgazdasági egyensúlyi…,1981). The 
report was positive about the two organisations, but the issue of informing 
the Soviet leadership about the decision was still on the agenda of the 
Political Committee. In the end, the decision was that the Central 
Committee had to discuss the application for membership to the 
aforementioned institutions, but parallel with it, the representatives of the 
Hungarian National Bank (MNB) could start negotiations on the accession 
(A külgazdasági egyensúlyi…,1981). The MNB started the preliminary 
negotiations, and by October 1981, the requirements of membership were 
on the agenda of the talks. The CC of the MSZMP discussed the application 
for membership to IMF and to World Bank on October 22 (A VI. ötéves terv 
pénzügyi egyensúlyával…, 1981). During the debates, besides taking into 
account the economic necessities, another important issue was how the 
Soviet leadership would react to the application for membership. The 
discussion revealed that joining the IMF was inevitable because of the 
Hungarian economic situation and that the government should ensure 
Moscow of its support. On October 27, 1981 the PC agreed that the Soviet 
Union was going to be informed about the application in a letter at the 
beginning of November (A PB határozata…, 1981). Finally, the government 
submitted the official application for membership to the IMF and World Bank 
                                                 
17 Lajos Faluvégi and József Marjai Józsefet were also taken into the preparatory work. 
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on November 4, 1981, and at the same time, the Soviet Union and the other 
countries of the socialist bloc were informed about it as well18.  

On November 10, 1981, the Political Committee was informed about the 
economic situation of the country. Based on the report it became obvious 
that the Hungarian economy would get at the brink of insolvency and it 
would not be able to meet its debt service obligations if it could not get 
access to additional external borrowing. The document also indicated that 
the reserves had been decreasing, and the debt service would be $2 billion 
in 1982, and this could be repaid only from taking loans – although the 
country would not get access to this amount of external funding from the 
international financial markets (Az 1982. évi népgazdasági…, 1981). 

Between November 24 and December 10, 1981, the delegation of IMF 
arrived in Hungary to examine the situation of the country. According to the 
report, the proposed amount of the Hungarian quota would amount to $420 
million. This sum should be paid within six months after the accession, 
21.7% of it ($90 million) in convertible currency. Finally, the amount of 
quota was agreed to be 375 million SDR ($407 million), and $88 million had 
to be paid in hard currency. The country officially became the member of 
IMF on 11 May 1982, and the Hungarian governor (János Fekete) joined the 
group of countries (Austria, Belgium, Luxembourg and Turkey) presided by 
Jacques de Groote, Executive Director for Belgium (Boughton, 2001). 
Following the accession to the World Bank, the quota ($250 million) also 
had to be paid. The country was in a severe situation in 1982 – the reserves 
dropped to a low level, and it would not have been able to transfer the 
necessary amount of convertible currency alone. At this point, the People’s 
Republic of China helped Hungary out with a $100 million loan (Nagy, 
2007). The government of the country applied for loans immediately after 
joining, but it took six months to get access to the loan. Until the additional 
funding based on a stand-by agreement arrived, the Bank of International 
Settlement granted a loan to the country.  

Hungary was at the limit of insolvency by 198219, from which situation 
the IMF membership, then the loans taken out helped. The situation was 
serious, which is underpinned by the debt service rate, which increased to 
40-42% in this period. The number of deposits in the MNB started to 
decrease from the second half of 1981 since the foreign investors (from 
Lybia, Iraq, Japan, Western Europe, etc.) started to withdraw their short-
term deposits. Until the first quarter of 1982, $1.4 billion deposits were 
pulled out (Magyarország nemzetközi pénzügyi…, 1982). The pace of 
withdrawal slowed down a bit after the country submitted its application for 
membership to the IMF but did not stop. The currency reserves of Hungary 
shrank considerably when an amount of the debt service was paid from this 
source in the first quarter of 1982 since the government could not get 
access to enough amount of additional external funds. The amount of 

                                                 
18 This time – contrary to the previous attempts – the Hungarian party leadership did not 
inform the Kremlin before the application, did not ask for permission. (Schröder, 1982) 
19 As for the balance of payments situation, it turned out in 1982 that it indicated a 
surplus in 1981. (Csáki, 2013) 
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reserves at that time decreased to $570 million (while at the beginning of 
1981 it amounted to $2.2 billion), only $100 million of it was liquid, and it 
was enough to meet two to three days of payment obligations (A Politikai 
Bizottság határozata…, 1982). 

Hungary started to negotiate a stand-by-agreement with the IMF in 
September 1982. Following the talks between the representatives of the 
Fund and the Hungarian authorities, the Letter of Intent was born in October 
1982, which also contained the measures the government was willing to 
introduce after taking the SBA. These measures reflected the conditionality 
of IMF, namely exchange rate depreciation (i.e. the Forint was devalued by 
3% in November 1982), tighter fiscal and monetary control to put restraints 
on domestic demand (i.e. decline in domestic investments), etc. (Boughton, 
2001; Marjai József…, 1982). The Executive Board of the IMF approved the 
SBA for Hungary in December 1982: the amount of loan was 475 million 
SDR. Another credit facility was opened for the country, the so-called 
Compensatory Financing Facility (CFF) the amount of which was 72 million 
SDR. Both the SBA and CFF expired in January 1984 (Boughton, 2001; IMF, 
2008). 

Hungary became the member of the IBRD on July 7, 1982, then joined 
the IFC and IDA in 1985. During the 1980s, the country got access to long-
term funding from the WB to modernise its infrastructure, productive 
capacity and liberalize its economy (IMF, 2003). 

The IMF membership, the loans taken from the organisation, and the 
rising level of trust finally prevented insolvency of Hungary.  

 
Conclusion 
 
Hungary had travelled a long road until it became a member of the IMF and 
the World Bank in 1982. Regarding the attempts to join the organisations, 
it could be seen that in the second half of the 1940s the question of 
accession was too early, while after the entering into force of the peace 
treaty the logic of the Cold War, the rivalry of the superpowers, the 
formation of the two blocs made it impossible to join the Bretton Woods 
twins. In 1966-1967 when on the proposal of the MNB the Hungarian 
leadership considered the application for membership seriously, the 
economy of the country was not in a bad situation, the accession to the 
institutions would have enhanced the prestige of Hungary, since it would 
have been the first country to join the monetary organisations from the 
Eastern bloc (besides Yugoslavia), and also the country could have gained 
access to new potential markets due to the membership in the World Bank. 
The Hungarian initiative was finally halted by the Soviet Union.  

The changes in the global economy (oil shocks, recession, the supply of 
loans, consequences of détente) brought considerable changes to Hungary. 
During the decade, the economic relations with the West intensified, but 
parallel with it the country had to face with deepening indebtedness. When 
the question of IMF accession was put onto the agenda in 1978, the country 
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faced deteriorating terms of trade in both commercial relations and steadily 
growing indebtedness. The issue was left behind due to the Soviet loans 
provided.  

A year later, in 1979, the signs that Hungary started to sink into a debt 
spiral became visible and continued in 1980 by taking out further loans to 
repay the debt service. The proceedings culminated in 1981 when the 
external borrowing possibilities reduced considerably, and the currency 
reserves dropped as well to an alarmingly low level. In the international 
financial markets, the Hungarian solvency was also influenced by the 
Romanian and Polish situation at that time. In this situation, IMF 
membership was a key to avoid insolvency. The Soviet opinion was not so 
rejective either, Brezhnev did not react negatively to the idea of 
approaching the IMF by Budapest in 1981. The Soviet Union had to face 
serious economic problems at that time and was not able to give large-scale 
financial help to the satellite states (which could be seen from the 
negotiations in 1981).  

IMF membership in 1982 and the access to the credit facilities provided 
by the organisation helped Hungary to tackle with the economic problems 
in 1982. The country got access to SBA and to CFF thus could meet its debt 
service obligations.  
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