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INFLATION I N  THE USSR AND THE W U 3 N  COUNTRIES 

GENERAL INSTRODUCTIOPJ( 1) 

1. In  a central ly  planned economy,  money and pr ices   are  
theoret ical ly  managed i n  accordance with the Plan. 

(i) Capital f l o w  v a r i e s   i n   l i n e  with actual movements 
i n  goods and services (under the ltbalanced  approach" 
f o r  example, anticipated consumption i s  geared t o  
family income: Aggregate wages, allowances, 
pensions  etc. must be commensurate, in   f ixed   pr ice  
terms, with the  value of the goods and services 
offered. by S ta te  shops and co-operatives). 
- In  the production  circuit, money provides a 

passive indication o f  the way the economy i s  
working. 

- In  the consumptiancircuit, money also r&kpS 
this passive  r61e.  Prices  are  not  affected by 
demand in  the  State-controlled  sector  but 
only on the   para l le l  markets and therefore t o  
a very l imited extent. 

(ii) Prices  are  controlled to ensure  that the distribu- 
t i on  and red is t r ibu t ion  of national income follows 
the  desired  pattern and that allocated  purchasing 
power corresponds t o  overa l l   ava i lab i l i t i es  of 
goods and services. 

2. I n f l a t i o n   i n   t h e  COMECON countries  instead of taking  the 
basic form of widespread and over t   r i ses   in   p r ices  and costs  as 
i n  the West, i s  revealed by other signs such as a growing volume 
of idle  savings,  shortages, queuing, etc.  which i n  the l a t t e r  
case  represents a social  c o s t  t o  be added -Lo the  advertised  prices. 
;-"--- 

In f l a t ion   i n  the USSR, Note  by the United Kingdom 
Delegation (AC/127-W/449) 
Soviet  Inflation,  Keith Bush, NATO Symposium, January 1973, 
p. 97 e t ,  soq, 
Consumer goods ava i lab i l i ty  and repressed  inf la t ion  in  
USSR: Gertrude  Schroeder, NATO Syurposium 1975, p. 37 
e t  seq. 
The Soviet   paral le l  market, D i m i t r i  Simes, idem p. 91 
e t  seq. 
Disguised  inflation  in USSR, KatseneLinboigen, idem p.  101 
e t  seq. 
Imported inf la t ion ,  H. Machowski. Rote submitted by the 
German Delegation (AC/127-D/522) 
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[. HISTORICAL BACKGROUND 

3 .  After  the  1971  revolution,  the  Soviet Union was subJect 
to continuous  inflation - f o r  some years a t  an enormously high 
?ate - u n t i l  1947. (In  the  smaller East European countries 
in f la t ion   l as ted   un t i l  about 1953-54.) 

4 .  T h i s  was followed by a period of deflat ion (1948-1964) . 
5.  Successive downward adjustments i n   r e t a i l   p r i c e s  between 

Since 1965 prices  have  been vir tual ly   s table .  

L948 and 1964  reduced pr ices  by about 30% (on the  basis of 
L950 = 100, the  index has dropped t o  74 i n  1-964). These reduc- 
tions  occurred i n  connection with various monetary manoeuvres 
[withdrawal o f  part of the purchasing power i n   c i r cu la t ion  and 
forced  savings) 

6. It is generally  considered that in the  early 1960s 
the off ic ia l   re ta i l   Drices .   as   ref lected bv the  indexes, were 
:orrecl;  taking  into  âccotmt  the  cost  price-of manufactured  goods, 
the leve l  of industr ia l   cost   effect iveness  and transport  costs. 

7. It was possible  to  argue at the t i n e  that,  a f t e r  the 
severe hardships of the war and post-war rationing (which  only 
?nded i n  1947), %he basic requirements o f  the public had been 
net, bearing in mind the regular  increases  in pay, scholarships, 
?ensions and various allowances which accompanied the reductions 
in the  price- of  essent ia l  commodities. 

8. I n  1962 a number of agr icul tural  price rises (meat 
30%, but te r  + 25%) were introduced in   o rde r   t o  improve the 

Lncomes of the  kolkhozniks,  but i n  spite.  of  t h e   r i s e   i n  the  
:est of agr icul tural   inputs ,  the  of f ic ia l   se l l ing   p r ices  have 
not since been raised. 

9. From 1965 'Co 1972 further  reductions  averaging 
3etween 15 and 3096 were introduced f o r  a nwnber of consumer 
!urables and perishables while the  cost  0.1" luxury goods went up. 
Che main purpose of these  increases was t o  discourage consum- 
?t ion of these goods o r  t o  absorb what was considered  too high 
2 l eve l  of l iquid  assets .  These pr ice  changes  have  been 
nutually-offsetting, with the  official   index (1950 = 100") 
reaaining a t  74-75 since 1965, 

[I. PRESENT CAUSES OF INFLATION 

10. Inf la t ionary  s t resses   exis t  a t  present   in   cen t ra l ly  
?lanned economies and this i s  acknowledged not  only by ,  the 
?conomists in   these  countr ies   but  even by the national 
m'chori ti es . 
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11. In  the  Soviet  Union as far  back as 1.960, Federenko 
and Z. Atlas r e fe r   i n   ve i l ed  terms t o  Itunsatisfied demand", 
" la ten t  demandit  and 'gforced  savings". I. Momik (Ekonomidzat 
1963, p. 243) also  expresses  concern a t  this trend and only 
recently Mr. Brezhne-J himself  (speech of  April 1975 reported  in 

"repressed  inflationtf . - ttLe--D40ndett of  16th December, 1975) deplored. the existence of 

12. I n  the  other  Eastern  countries  the limits and short- 
comings of planning  are  not  admitted,  infla-%ion  being  attributed 
t o  external-causes, and especially to con-bagion from-the non- 
Comunist  countries, The highest  authorities  (Gierek, Husak) 
contend that in f la t ion  i s  unavoidable as a resu l t  o f  the world- 
wide r i s e   i n   p r i c e s  and are  giving  notice O:? price  increases 
and psychologically  preparing  the  public f o r  them. For example, 
it i s  being  explained  that   prices  in Poland will go  up after the 
wosksrs have been consulted and without  jeopardising  adequate 
increases   in  real wages. 

13.  In f l a t ion   s t em from the imbalance between the money 
f low and the goods flow. Its reasons  are  both domestic and 
external. . 

14. A t  the domestic economic level   there  appear t o  be 
various  disrupting factors b u i l t  i n  the  planning system i t s e l f .  
Centralised  planning  cannot be completely rid of cer ta in  incon- 
gru i t ies  o r  inflexible  elements  attributable t o  economic and 
pol i t ica l   fac tors .  

15. For example investment  planners  iavariably  set  goals 
that  are  incommensurate with available  resources and the 
resul tant   s t resses  are accentuated by the  systematic under- 
assessment  offorecasted  costs. Delays i n  production  actually 
achieved are  frequent. The fac tors  o f  production i n  many cases 
a re   inef f ic ien t ly  o r  inadequately used: P l a n t  capacity i s  
adversely  affected by poor maintenance and shortages of spare 
par t s ;   a f te r  work has be,- on  new instal-?.a-%ions,  lengthy  delays 
occur  before  completion; owing t o  fears  O:? shortages, unneeded 
stocks of  materials  are allowed t o  accumulate in   d i f f e ren t  concern 

16. Actual costs  may also turn  out t o  be higher  than 
anticipated  as a resu l t  of  inadequate  productivity o r  poor co- 
ordination between d i f fe ren t   l eve ls  of  a concern. In  both  cases 
it becomes necessary t o  accord  the  enterprise  affected  additional 
credits  without any corresponding  fttrade-offstt i n   t h e  flow o f  
goods . 

17. A s  far as  labour i s  concerned, determination  to  maintain 
compulsory f u l l  employment a t  a l l  costs  by various  administrative 
rescue measures (bail ing  out of duckff  concerns, retention op 
the payro l l  of  non-essential workers and absence of " f r ic t iona l  
unelnplovmenttf\ hamners l abour mobil i tv  2nd a d d s  tn +he nmih1n-k.t nn 
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18. A t  the  consumer level  purchasers OP goods and services 
mjoy a limited  degree of autonomy. Their  purchasing power 
reduces par t ia l  imbalances between supply and demand which 
~ecome more pronounced as  the  pattern of consumption i s  more 
l ivers i f ied.  

19, The Eastern European ec.onomies have become  more 
sensitive  than  hitherto t o  external inf1a"l;ion.  Indeed, the 
?conornic reforms that have taker,  place in   cer ta in   Eastern 
:omt r i e s   (pa r t i cu la r ly   i n  Hungary  and Po!.and) have led t o  the 
idop-tion o f  control machinery s imi l a r   i n  soroe respects  to that  
lsed i n   t h e  market economy countr ies   (par t id-   rehabi l i ta t ion of  
;he rg le  of p r ices  and p r o f i t s ,  f inancial   decentral isat ion  in  
?nterprise management, etc.  ). This  machin.ery has created a more 
l i rec t  link between foreign and domestic pr ices .  As a resu l t ,  
:oreign  inflationary  pressures which have  been particularly  high 
Luring the  las t  five  years  are  affecting clouestic price  formation, 
r b  l e a s t   f o r   c e r t a i n  commodities; this trend is being  fostered 
)y the gradual  build-up in  the  Eastern courtries'  t rade  re la t ions 
ri th the  industr ia l ised  countr ies .  

20. These two factors   are  more apparent in   the  Eastern 
:ountr ies   than  in   the USSR, which has underkaken scarcely any 
?conomic refomls and whose economy i s  much less receptive  to 
roreign trade (8:; of national income as compared with 20% t o  40% 
:or the  Eastern  countries). However, i n  all the COMECON countries 
.ncluding  the USSR, transactions with the  Vest are  on the increase 
accounting f o r  approximately 3076 of  overd l   expor t s  and imports,  
ts against less "chan 2096 i n  1960). 

21. The true extent o f  the  imbalance  between  supply and 
lemand i n  the Eastern  countries  cannot be gauged exclusively by 
*eference t o  off ic ia l   pr ice   t rends.  The o2 f i c i a l   r e t a i l   p r i ces  
.ndex, for instance, does  not ref lect   actual   pr ice   t rends,  
!specially becEuse it only takes  account of  transactions on the 
I f f ic ia l  market. 

22. Apart from the  question o f  doctrine,   the  authorit ies 
ire  spurred on by the  a t t i tude of the  people of these  countries 
rho have  been conditioned by the  period o f  extremely  high 
.nf la t ion between the two wars and seem t o  prefer  the  present 
iystem t o  one providing  better  distribution 02 resources  through 
r i c e  changes. 
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PART I: USSR(1) 

Inf la t ion  in   recent   years  and prospects 

23. Inf la t ion in the USSR a t  a moderate r a t e  i s  a 
permanent feature   as  evidenced by.the  analysis,   given  in 
Annex I, o f  money and pr ices  mechanisms. 

and manifestations  characterising  the  last  decade. It is  only 
par t  of  a long-term  development o f  inflationary phenomena. 

24. The following  analysis  deals with specific  causes 

I, 
A. EraTmRI_SE COST- INFLATION 

25. An analysis of price  trends between 1968 a d  1973 i n  
industry,  agriculture and construction poin ts  t o  the  existence 
of moderate inf la t ion .  

26, The increase in. the extraction cos-bs of basic commoditie: 
(iron, manganese, bauxite, o i l ,  natural  gas and so on) i s  
explained by the  increased  ut i l isat ion of a Cos t ly  infrastructure  
i n  remote pa r t s  of  Siberia. 

27. Repeated price  adjustments f o r  imported basic  materials 
and equipment has also resu l ted   in  some inflationary  pressures,  
However, the small volume o f  the  Soviet Union's foreign  trade 
shields it from marked foreign  influence(2).  Since  trade with 
the  industrialised  countries of the West const i tutes  almost  one- 
t h i r d  of  the  overall  USSR imports,  a rise i n   p r i c e  of the 
equipment from the West may a f fec t   cer ta in   sec tors  of  Soviet 
industry which are dependent on Western  machinery and technology(3) 

28. Wage. increases 'seem. t o  be la rger  -%han. shown 'by the ' 

o f f i c i a l   s t a t i s t i c s .  According t o  the latter, the  wage index 
towards the end o f  1975 s tood  a t  119.7 (l970 = 100) as compared 
T v n Z I a t i o n  ' CL . a i n  tile U y zmd Reallty) 

[AC/327-?P/&9 of z m b e r ,  1975) 

l975 1 
(b) Imported in f l a t ion  (AC/127-D/522 of 22nd December, 

(c )   Ihr ia t ion  i n  the USSR and Eastern Europe 
(AC/127-?P/451 Of 9th  January, 1976). 

The inflationary  pressure  result ing from the deter iorat ion 
i n   t h e  terms of t rade with the West was n i l  till l973 and 
only a f rac t ion  of 1% a year  during 1-974 and 1975. 
On the other hand it i s  poss ib le   in  a central ly  planned 
economy to  shield  enterprises from a r i s e   i n  import pr ices  
by using the revenues  deriving from higher export  prices 
d i rec t ly  "CO pay the increased import b i l l ,  
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J i th  a terminal  figure of 122.4 provided f o r  i n   t h e  1971-75 
)lan(l). These indices do not  appear t o  take  account of extra 
loney  and bonuses which the  enterprises - concerned primarily 
yith meeting the Plan targets  - are  increasingly  paying  in  order 
;O offset  labour  shortages. Idhen productivity has f a l l en  short  
)f wage increases   uni t  wage costs have risen  steadily.  T h i s  
)henomenon is  par t icular ly   not iceable   in   agr icul ture  and An 
:onstruction. 

29, Planning  does  not  appear t o  take  suff ic ient  account 
I f  the   qual i ty  of goods o r  t he  wishes of consumers. We have 
m-e two reasons f o r  the   fa i lure  of suppZy to sa t i s fy  demand, 
Leading t o  the  creation of large  stocks OP unsold goods. In 
m e f f o r t  t o  run down these  stocks, the aukhorities earmarked 
r.4 milliard roubles in  the  State  budgets for 1974-75 t o  sub- 
sidise  price  cuts.  This measure  does not  appear t o  have  been 
zoo successful  since a t  the end of  the  period, 1.3 million 
vashing  machines and 120,000 re f r igera tors  were st i l l  unsold. 
lccording t o  certain  Soviet   publications,  such unwanted items 
%counted f o r  some 1596 of commercial stock Ln 1974. 

B. EXCESSIVE HOUSEHOLD MONETARY HOLDII\TGS 

30. Purchasing power has increased  significantly  over  the 
years as a consequence of the improvement i n  hourly wage r a t e s  
and the  increase  in  welfare  benefits,  In  real  terms, growth 
has been  even greater  than wage s t a t i s t i c s  would seem t o  show, 
given the  underlying downward trend  recorded  in the  consumer 
price  index  (see  above). 

31. The system of  ainirnwn  wages  was introduced in   t he  
Soviet Union i n  1956. A t  t h a t  time,  the minimm .wage r a t e  was 
f i x e d   a t  27 roubles a month i n  rural areas and 30 roubles i n  
urban d i s t r i c t s .  A t  the  present  time no-one earns less than 
70 roubles and the  average wage i s  140 t o  1-50 roubles depending 
on the  industry concerned.  Since a  husband and wife frequently 
both work, a wage of 250 roubles. is not  unusual i n  a worker's . - . 

household.  Engineers and technicians  em? between 220 and 250 
roubles a month  and t r u s t  managers about 400 roubles. If 
account is  taken of  the low c o s t  of rents  (5% of income) and of 
items of everyday  use, nominal purchasing power i s  re la t ive ly  
high. 

32. Apart from wages, households  receive  substantial 
benefits  from the  social  funds (89 milliard  roubles  in 19?5)(2)* 
The l a t t e r  meet the cost of pensions,  allowances,  holidays and 
student  grants. They account f o r  about 25y6 of  general  resources 
d is t r ibu t ion   in   the  form of wages. 
11) These indices  corre~spond t o  an average vhge fi- 

(2)  Not a l l   t hese  funds  are  devoted t o  cash  allowances, 
respectively 146 and 149.3 roubles. ' 

. - .  .. 
#"A -*- 
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33. A l l  these  revenues  are  reflected  in the existence o f  
a growing purchasing power which, together uzi-i;h the  avai labi l i ty  
of earlier  forced  savings, would appear %O exceed the growth o f  
disposable goods and services. However, the  experts  are  not 
in  coaplete agreement i n   t h e i r  conclusions on this issue. 

34.- Certain  experts  believe that t h e  inf la t ionary gap 
should  tehd t o  narrow i n   t h e  l i gh t  of  the  substantial  increase 
i n  consumer goods (Group B ) ;  the  availabi1.ity o f  such goods on 
the   o f f ic ia l  market in   increasing  quant i t ies  has improved 
Living standards. Moreover, there is  no doubt that   in   the  longer  
-berm the  Soviet consumerst  needs have been dncreasing1.y met, . 
especially  during  the 1960s. 

35. Trends during  the  Ninth Five-Year ?lan (1971-75) 
however  seem less c lear ,  The Plan  provided f o r  an upturn i n  
Group B output of 48.6%: This t a rge t  was far f rom achieved, i n  
contrast t o  the  quasi   realisation o f  t he  plamed  progression 
o f  revenues, Looking at the Plan i n  aggregate  terms, it nay be 
infer red   tha t   the   l ag   in  consumer goods output  coupled with 
shortcomings  recorded i n  the  housing sector and with two poor 
ham7es-l;, only  further  contributed t o  the imbalance between 
supply i n  goods and services and household demand. Nevertheless, 
although  developing less  rapidly  than  planned, i n  1974-75 output 
o f  consumer goods grew a t  a fas te r   ra te   than  the evolution o f  
purchasing power. 

needs and the  level  of  sa t i s fac t ion  of the consumer. This gap 
i s  doubtless even more qual i ta t ive  than  quant i ta t ive.  

36. On the whole a substant ia l  gap remains between household 

37. Additionally, it should be noted that poor  transportation 
f a c i l i t i e s  are a t   t h e  basis of  a number of  s ' local  inflation" 
phenomena: In  certain.   areas  the consumer, unable . t o -  f ind  the . . 
foodstuffs  they wish on the   S ta te  markets, are  obliged t o  turn 
t o  the  paral le l  market f o r  over 20% of t he i r  food purchases  as 
against an average  estimated a t  around 2.2yB. 

38. Both the wholesale, as well as the r e t a i l   p r i c e  
indices show a smoothly r is ing  t rend,  which i s  only a partial  
tr ibute  paid t o  overt   inf la t ion.  Repressed inf la t ion  a t  the 
final demand stage  manifests i t s e l f  mainly through the  increase 
i n  savings f o r  which there   are  no out le t s ,  the growth o f  f ree  
markets and the increase i n  the  subsidies budget ( o r  the 
reduction in   ce r t a in   f i s ca l   r ece ip t s ) .  

( 2 )  The Frh-rice index 

39. On the  basis  o f  the   indus t r ia l  tvholesale pr ices  under 
evolution, it appears that, i n  real  terms,  unit  output  costs 
were about 4% higher   in  1973 than i n  1965 (see Annex II) . 
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40. There are,  however, s t a t i s t i c a l  shortcomings i n   t h e  
wholesale  price  index which suggest that  t h i s  f igure might be 
t o o  low. The r e l a t ive   s t ab i l i t y  of the  index i s  due to   t he  
fact  that  pr ice  rises i n  most branches of industry  are said t o  
have  been of fse t  by price  cutt ing  in  engineering(1).  Given the 
admitted  increase  in the price of fue ls  and metals, as well as 
of wages, this supposed downward trend seems ‘Co be due mainly 
to the methodology used by the  Soviets when calculating  the 
index. The Central Statist ical  Administration  apparently  ignores 
a l l  machines introduced  since 1961, including  those which are  
modifications of  existing  types and produces i t s  f igures  on the 
basis of a fixed sample or” goods ava i lab le   in  that  year. As 
these  items have come in to  mass production  %heir  prices have 
f a l l e n  and so pushed the  index downwards. 1iest.ern  procedures 
would probably  indicate  less of a f a l l ,  and perhaps a r i s e ,   i n  
engineering  prices and so  suggest a s teeper   ra te  of overal l  
inf la t ion  than shown in  the  Soviet   f igures.  

41. In  the  production  sector  the  infla-kion  diagnosis i s  
based on the increase  in   enterpr ise   prof i ts  n o t  allocated and 
the  increase  in   credi ts   not  taken up, as they appear from 
incomplete data. Until 1972 t h e   s t a t i s t i c a l  yearbooks detailed 
the breakdown of monetary funds which the  enterpr ises   could,   in  
pr inc ip le ,   u t i l i se   f ree ly .  It was a t  that time possible  to 
link the  evolution of  self-financing arrangements t o  the actual 
u t i l i s a t i o n  o f  credits  allocated  within  the fi-wnework of these 
arrangements. It was noted that t he   r a t e  02 u t i l i s a t i o n  of these 
c red i t s  was low, i . e .  it ref lected  the  fact  tha t  the  enterprises 
in   quest ion were unable %O purchase the  equipment for  which they 
had arranged  finance.  Since 1973 only  credi-i; u t i l i s a t i o n  data 
are  published, and a link-up i s  no longer  possible. By contrast ,  
it may be  seen -that in   absolute   f igures  there i s  a tendency for  
a further dec l ine   i n   c r ed i t   u t i l i s a t ion .  

(2)  The re-tail   price  index  (official   data) 

42. It i s  scarcely  possible  to  attach any absolute  signifi- 
cance  inflation-wise  to changes i n   t h e   o f f i c i a l  price indices 
over a period of time since  the prices mask o r  d i s to r t   t he  
actual   s i tuat ion.  The table  a t  Annex III, which is  given  simply 
as  an exaqple, shows that  the  prices  charged  in 1975 are  very 
close t o  those  charged  ten  years ago. 

Net Material  Product - as  deduced by comparing current  price and 
cons tan t   p r ice   s ta t i s t ics ,  it w i l l  be found tha t   there  i s  a s l i gh t  
price  increase, This increase, which has averaged 0.8% per annum 
over  the  past   three  years,   differs  according t o  the  types of 
accounts  aggregates examined: It i s  apparently  only 0.3% i n   t h e  
case of consumer goods as compared with 1.796 for capi ta l  goods 
and stocks. 

43. If reference is  made t o  the implicit deflators of  the 
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44. These small adjustments i n  retail  price  index  generally 
resu l t  from mutually-offsetting price changes of specif ic  
commodities.  For instance, from 1965 t o  1372, reductions 
averaging between 15 and 3076 were introduced f o r  t e x t i l e  goods, 
medicines,  preserved  food and a number of  consumer durables,  such 
as te levis ion sets (reduced  several  .times),  cine'  cameras, e l ec t r i c  
Pazonr;washing  machines,  scooters akd motor bikes, as well as 
chemical goods and clothing, while the cos-i; of lwcury goods 
(caviar,  sturgeon, salmon, luxury  furs and the l i ke )  went up. 

(3)  Free  markets 

45. Apart from the   o f f i c i a l  markets, there   are  indeed 
various '!free  marketslq. 

46. Agricultural  products, grown  on individual  smallholdings 
and generally of  good quality,  are  sold on the kolkhoz  market. 
Prices  vary  according t o  supply and  demand(]-). Their average 
annual p r i ce   r i s e  seems t o  be  around 6.5%. In  1973 the  estimated- 
r a t i o  of these  prices t o  the   o f f ic ia l   p r ices  was 164:lOO (1965 = 
100 f o r  both series of pr ices) .   In  view OP -the marginal  nature 
of this market, the repercussion of  the increases on r e t a i l  
pr ices  is  very  limited. But the number of kolkhoz markets appear 
t o  be expanding (from 6,500 i n   t h e   l a t e  1960s t o  over 7,000 now). 

47. On the parallel market a re  found prac t ica l ly  a l l  the 
commodities that cannot be obtained a t  off ic ia l  prices. They 
range from everyday consumer goods t o  semi-durables and include 
domestic services  (painting,  repairs,  paper-hanging,  plunbing and 
e lec t r ic i ty)  and professional  services  (lawyers,  doctors,  private 
tu tors ,   e tc . ) .  This market sometimes enables  factory managers t o  
procure raw materials tha t  cannot be del ivered  in  time, if a t  a l l ,  
through o f f i c i a l  supply  channels. It i s  not, therefore, a passing 
phenomenon but, on the contrary, a covert   " inst i tut ionN of the 
Soviet   rè~ime,  whose operation is i n  f a c t  connived a t  by the 
authorit ies.   Officially,  it i s  strongly condemned by the Soviet 
l eade r s ,   bu t - i t  i s  tacit ly  admitted that myone is ent i t led  t o  
make use of it i n  so far  as he can afford -Lo do so.  The market 
is  too  divers i f ied f o r  any global  estimate o f  pr ice  changes t o  be 
possible(2) . It  is, however, believed tha t  on the  paral le l  
services market  -the rate of inflation  corresponds a t  l e a s t  t o  the 
increase  in  wages. 

T 1 
sold i n  this market, compared with t o t a l  production is  as 
follows: Milk 6%, e gs W%, vegetables 130/6, meat 17%, 
wool 18%, potatoes 3 % %. These are  onl-y average  figures 
however which vary  considerably from one region t o  the 
next . 
market. 

(2)  See Annex IV f o r  some examples of pr ices  on the   para l le l  
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(4) Family savings 

48. Family savings  are  large and are growing ra idly.  By 
nid-L975 overall  savings  accounts  holdin S "totalled 8 .4 mill iard 
foubles .(as against 53 m i l l i a r d s   i n  1971 As there   are  some 
LOO million  accounts in  existence,  the  average amount per 
lccount  appears t o  be over 800 roubles. Savings thus seem t o  
?epresent some 40% of the t o t a l  volume of m u a 1   r e t a i l  sales 
md 5 . 5 months of average  earnings; an aruotm-i; which i s  
s t r ikingly  large  in   the  context .of  a rather low standard o f  
Living and a lack of  household  equipment ( te levis ions,   cars)  . 

7 1 

49. T h i s  increase  in  Soviet  family  savings  cannot be 
xplained by reference  only  to Western c r i t e r i a .  The confidence 
in  monetary s tab i l i ty  and in   the  savings badss as a whole 
(securi ty  by comparison with cash  holdings) seems f a i r ly  wide- 
spread. This being so, the   in te res t   ra tes  (2% f o r  current 
3ccounts and 4% on money deposited for a year) are not as small 
3s they may seen and may provide  part of %he explanation, 
hrthermore,  confidence i n  money i s  currently  increased by the 
eact that people no longer  expect  recourse t o  forced  loans. 

50. Money will also be saved f o r  long-tern  purchases 
3articularly  since consumer c red i t  has hardly  got off the  
round: crash i s  therefore accumulated f o r  ezqensive  items 
housing, cars). On the  other hand there is also a tendency 

to save as a precautionary measure ( in   an t ic ipa t ion  of re t i re -  
Bent). But savings i n   t h e  Soviet Union are  undoubtedly a sign 
If a certain  surplus of  purchasing power f o r  which no use  can 
3 8  found. And the   fac t  that  increases are generally announced 

the  end o f  the day, t o  come in to   e f fec t  at midnight, may be 
reasonably interpreted as a means of  preveneing  mobilisation of  
Zvailable  purchasing power . 

T 

( 5 )  Rôle of budgetary policy 

51. State  budget (milliard roubles) 

1965 1973 3-975 1976 
L 

. .  - (forecast  1 
Receipts 102 . 3 187 , a 220 . 3 223.7 
Expenditure 101.6 184 . O 217.6 223.5 
Surplus 0.7 3.8 1.2.7 +0.2 

-* Source- See AC/127-W/449 p. 13, t ab le  updated on the basis of press  information 

52. The budget seems t o  be constantly i n  balance. But 
mdget  receipts  include  not  only  the  taxes  accruing  to  the  State 
3u-L a lso   sa les  OP government stock,  personal  savings, advance 
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tax on  income yet t o  be earned and even Central Bank loans t o  
the  State. This means that  monetary demand uay be created by 
inject ing  l iquidi ty   into  the system, In addition,  budget 
wqenditure  inclgdes major subsidies  designed  either t o  keep 
down increases   in   the  pr ice  o f  products o r  t o  or ientate  
production  along the l i n e s   l a i d  down i n   t h e  Plan(1). 

53. The increases   in   indirect   taxes   levied on cer ta in  
products  can be motivated by a number of different  reasons 
depending on whether o r  not  there i s  a concornittant  increase i n  
the  supply o f  these  products.   In  the  f irst   case,   the  price 
increases which they  tr igger o f f  w i l l  be designed to   centre .  
in f la t ion  on these  products  (luxury goods, including  leather, 
furs  and jewels) ;   in  the second case, it will. no longer be a 
matter of  soaking up purchasing power but o f  discouraging con- 
sumption of goods f o r  which there i s  no pr ior i ty  (motor cars). 

,- .. 

(6) Recogn-inflation 

54. Two recent  decisions may be i n t e q r e t e d  as an 
unofficial  recognition o f  underlying o r  po ten t ia l   in f la t ion .  

55. The price  revisions  applied t o  exports  to  the COPIECON 
countries  since  the  begiming o f  1975 and the new price  f ixing 
machinery (sliding  averages) must  no doubt be primarily  inter- 
preted both as a means of adjusting t o  the new world economic 
enviroment and. of  iaproving  the USSRls terms of trade,  which 
had sharply  deteriorated i n  previous  years. However, they must 
also be seen as precautionary measures  intended t o  fo re s t a l l  
foreseeable  shortages  in  the medim  term.  Nonetheless, the 
marginal vo lme o f  Soviet foreign  trade aac? the  need f o r  
po l i t i ca l  reasons t o  avoid  pressing t o o  f a r   t h e  advantages which 
the USSR possesses  over i t s  a l l i e s ,  .limit -%'ne impact of such 
price  revisions  in  the USSR. 

56, Furthermore, the  announcement that the growth r a t e   i n  
the NMP w i l l  be reduced  during  the Xth Five-Year Plan (1976-1980) 
and the f a c t  that greater emphasis has beea ?laced on improving 
the  quali ty of  goods whilst the  proportion  in Group B output w i l l  
be limited t o  2.796 annually - could be an indicat ion  that   the  
planners  are  anxious t o  reach a better  balance between supply 
and demand and %O avoid an increase   in  S-tocks of  non-marketable 
products. 

(7) Furth- 

57. The underlying  causes of inf la t ion  are   a lso t o  gain 
strength  over  the  next  years f o r  the following reasons. 

m m - m r e ,  vrhich in   the  USSR 
are  so large that they exceed the t o t a l  mil i tary 
expenditure, as shown i n   o f f i c i a l  budge-i;s 
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58. In  the first place,  supply  remains r ig id  and the 
factor cost  of  production  tends t o  gain momentum.  The 
harnessing of Siberia's  resources  appears t o  be especially 
beset by growing extraction  costs aad sharp increases   in  
infrastructure  expenditure,  while  the  marginal  productivity 
of cap i ta l  i s  tending t o  fa l l ,   cer ta in   shortages,   par t icular ly  
in   agr icu l ture ,  have  appeared recently  (especially as regards 
grain) o r  are  foreseeable (meat, because OP the  large-scale 
slaughtering  current1  in  progress t o  cu t  down on the  use of 
g ra in   for  animal feed 'S . 

59. In  addition, demand seems t o  be r i s ing  more strongly 
than hitherto:  Pressure on the available basic resources (raw 
materials and energy) is  r i s ing  as a consequence of  demand both 
a t  home and i n  the COMECON countries: The Soviet Union is no 
longer meeting almost a l l  the o i l  needs o f  i t s  a l l i e s  as in   t he  
past and it  i s  believed  that   the  lat ter 's   imports from the OPEC 
countries w i l l  rise fourfold  in volume between now and 1980; 
a t  t h e   f i n a l  denand stage  the  continuing  increase in the wage 
b i l l  i s  boosting  purchasing power. The Soviet consumer having 
developed more sophisticated  tastes,   the gap between purchasing 
power  and potent ia l  demand might increase and reinforce  the 
inf la t ionary  pressures   in  the coming years. 

PART II: THE OTHER EAST EUROPEAN COUNTRIES 

I. GENEPLAL IWLATIONARY TRENDS 

60. The domestically-generated  inflation a l s o  p reva i l s   i n  
the  other East European countries. These are also affected t o  
varying  degrees by foreign-generated  inflakion  since  their 
economies are  more sensit ive  to  outside  influences (some of them 
derive as much as 4 0 %  of their   nat ional  income from foreign 
trade,  a large part of  which is  carried on with the  industria- 
l ised  countr ies  o f  the Vest). A further  reason i s  that  economic 
reforms,  especially  in Hungary and Poland, have reintroduced 
cer ta in  market economy  mechanisms through which some pr ices  
respond t o  demand pul l .  A t  the same time  enterprises have 
greater  access  to  non-allocated  funds  than i s  the  case with 
the  Soviet model; this entai ls   greater   vulnerabi l i ty  t o  
inflationary  pressure.  

61. It i s  not  surprising,  then, that i n  general   inflation 
should be running at a higher rate i n  the East European countries 
than  in   the  Soviet  Union  and that the i r   l eaders   a re   l ess   re lu-  
c t an t   t o  admit i t s  existence. 

62. The twin  effects o f  in f la t ion  are a growing foreign 
t r ade   de f i c i t  and subsidies, which are weighing heavily on the 
budget. 
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63 .  The gradual opening-up of  many soc ia l i s t  economies t o  
world markets i n  recent  years, coupled wi-L;h t h e   r i s e   i n  the 
price o f  most raw materials  since 1973, led -to a revision of  
the intra-COMECOM price system from 1st January,  1975; as far 
as trade between the USSR and Hungary i s  concerned, Moscow 
increased  the  price of  raw materials by an average o f  52% and 
among  them o i l ,  by 135%. Further  informatlon  regarding  other 
East European countries i s  not  yet  available, 

64. The present  higher o i l  pr ices  which the  Soviet Union 
charges its allies are s t i l l  about  one-third-  lower than  the 
world.prices, alth,ough they  are  rising. . .For the  other  raw. 
materials and basic commodities (phosphate,  cellulose,  pig  iron) 
the world pr ices  would  seem t o  be  between two and  two  and a 
half  times  higher  than  those asked by the Russians(1).  Since 
the East European countries  (except Rumania) are  heavily 
dependent on the  Soviet Union for   the i r   suppl ies  (90% i n   t h e  
case of oi l ) ,   pr ice   r ises ,   a l though  smaller   than  those observed 
on the warld marke’c, are a s ignif icant  f a c t o r  i n   t h e i r   t r a d e  
ba laxe   def ic i - t s  ($1.8 milliard i n  1975) . 

65. Consequently world market  fluctua-Lions w i l l  have a more 
rapid - although muted - ef fec t  on COMECON raw material and o i l  
pr ices   than  in   the  past ,   s ince  the  la t ter  will be determined 
each year on the  basis o f  the  f lexible  world price  scale  over 
the  preceding  five years. 

66. Inflationary  pressures  are  aggravated  in Eastern Europe 
by three  additional  factors.  The East European countries have 
not  raised  the  prices o f  their   exports  t o  the  Soviet Union t o  
the same extent (perhaps 15%): the Soviet Union cannot cover a l l  
i t s  a l l i e s ’  energy  requirements so some ~f -the l a t t e r  w i l l  have 
t o  buy  more  and  more on the  world markets, and par t icu lar ly  from 
the Arab countries.  (a  develo ment. which must certainly  increase 
the i r   f i nanc ia l   d i f f i cu l t i e s  P ; the world-vide recession, by 
reducing  the demand for  Eastern  exports  (Farticularly as they  are 
often of  doubtful  quality),  has  further worsened the  balance o f  
payments s i tua t ion  of the  East European coua-i;ries. 

67. The East European countries  are  encountering growing 
financial  problems in   their   t rading  operat ions with the West. 
For the  period 1970-73 their  def ic i t . to taLled  $8 milliard, f o r  
the  single  year 1974 $4 milliard and f o r  l975 between $5 and 
$5.5 milliard. 

11. COUNTRIES SITUATION 

A. Hun- 

63. Hungary has a relatively  high per capi ta  income ($2,100). 
The r i s e   i n  incomes over the last  few years has been rapid (wages 
increasing  a t  a pace o f  14 t o  16%; pension  allowances a l s o  r i s ing  
:- ’I nrlz --A 
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69. The evolution  in t h e  purchasing power has gone  hand 
i n  hand with a satisfactory  increase i n  the-goods and services 
available. A sl ight   inf la t ionary gap has  nonetheless  appeared. 
The authori t ies  do, i n   f a c t ,  concede an increase   in   the   o f f ic ia l  
r e t a i l   p r i c e  index: An average of  1.9% up t o  1974, 3.5% i n  
1975 and an expected 4.53'0 i n  1976. 

'70'. The fac t   tha t   p r ices  have recently been r i s i n g   f a s t e r  
i s  due mainly t o  external  inflationary  pressure. A s  a r e su l t  
the tsade  def ic i t ,  which was around $600 mil l ion  in  1974, i s  on 
the  increase. For the first nine months o f  1975 it apparently 
reached around $775 million, 600 million of  it with the West(1) . 
The de ter iora t ion   in   the  terms of t rade   in  1975 (-8% with the  
CONECON countries and -6% with the  West)(2)  rather than the 
increase  in   the volume of imports explains this trend(3).  This 
could  lead t o  further  inflationary  pressures of  external or ig in .  

72. To meet these   d i f f icu l t ies ,   the  Kungarian Authorities 
have increased  res t r ic t ions with an eye t o  bringing domestic 
pr ices  i n t o  l i n e  with world prices.  Various measures have been 
taken t o  cur ta i l   the   ex te rna l   def ic i t :  The f o r i n t  underwent 
a 5% revaluation on 1st January, 1976 i n  re la t ion  to the dol lar  
(41.3 f o r i n t s  t o  a d o l l a r ,  as  against  43.5 previously), and this 
should  ease  the  position fo r  essent ia l  imports from the West. 
On the  other hand, the f o r i n t  has been devalued 5% i n   r e l a t i o n  t o  
the  rouble (1 rouble = 35 f l o r i n t s ) .  It is  Likely that  since 
it has become  more diff icul t   to   export  t o  the West, some exports 
will be redirected Eastwards. A t  the same time new taxes have 
been  placed on non-priority imports whilst cer ta in   enterpr ises ,  
which depend f o r  their   l ivel ihood on foreign  trade,  are t o  
receive  subsidies( 4) . 

73. Tbe cost of domestic subsidies will also be gradually 
reduced; a stage-by-stage  alignment o f  consumer prices on 
producer  prices and o f  producer  prices on international  prices 
i s  being  introduced. On 30th November, 1975 the government 
announced  a s e r i e s  of price  increases(5) which came into  effect  
Ti] Htagary has transacted a f a i r ly   l a rge  volume of  business 

with the  Soviet Union, Poland and perhaps  other CEMA 
states  in  hard  currencies.  Taking the  resulting  surplus 
into  account, Hungary's def ic i t   in   comer t ib le   cur renc ies  
was less   than $500 million 
Following a much stronger  deterioration  already  felt   in 1974 [g! An o f f i c i a l  Hungarian estimate pu t s  the  proportion  attribu- 
table  t o  the  deter iorat ion  in  the t e r a s  of  t r ade   a t  68% 

( 4 )  The non-commercial forint   (used by t ou r i s t s )   r a t e s  
20.65 f o r i n t s  t o  the  dol lar  

(5)  This i s  the third pr ice   r ise   s ince the beginning of the 

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



-17- 

on 1st January, 1976 o r  will be introduced  during  the  year 1976. 
On 1st December, 1975, the  pr ice  of  sugar went up 50% in   o rder  
I t t o  r e l a t e  consuner pr ices  as closely as possible t o  current 
cos ts  and producer  pricest1. On 1st January, 1976 there were 
price  increases f o r  certain  building  materials,  furniture and 
paper and office  supplies,  as well  as f o r  a number o f  services. 

10% and 15%. 

Buildin  materials went  up by about 2296, furni ture  b 
3% and &6 and paper and supplies  (except f o r  schools 

74. International  postage and railway  rates have also been 
adjusted;  the c o s t  o f  sanitation  services,  and even of.domestic. 
waste disposal, has been increased and the  prices of asphalt, 
motor o i l  and  dye products are  going up by between 10% and 15%. 

75. Lastly, it i s  planned t o  ra ise   the  cost  of  meat  and 
meat products by another 32% o r  33% on 1st July, 1976; f o r  
poultry and Tish t h e   r i s e  w i l l  be less  steep. 

76. To cushion the e f fec t  o f  these  increases on the  public, 
it has been o f f i c i a l ly  announced tha t  measures t o  improve wages 
and incomes w i l l  be implemented in   Ju ly  1976. But these wage 
increases  should  not compensate for t he   r i s e  i n  prices.  

77. There has been a s teady   r i se   in  wages and incomes i n  
Poland  over the  las t   three  years .   Salar ies  have in   f ac t   r i s en  
f a s t e r  than productivity and have also ou-%S-tripped the increase 
i n   t h e  goods and services  available(1) so  it is  reasonable  to 
speak of the  existence of cost-pus,)3 and demand-pull i n f l a t ion  
i n  Poland. ( A  f a i r l y  large proportion of foodstuffs  are 
purchased on the  parallel  markets.) 

78. Polandts  most serious  domestic  econonic  problems stem 
from sharply increased  l iquidity,  which has  not  been.fully . . 

absorbed by either  production o r  price  increases. 

79. The Level of  consumption is  h i  h and private  saving  has 
increased  sharply a t  ZA average r a t e  o f  f 4.556 during  the 71-74 
period.  Savings a t  present  represent two and- a half months of an 
average  salary. However, this development cannot be exclusively 
a-btributed t o  i n f l a t ion ;   t he   r i s e   i n  savings would  seem t o  stem 
ra ther  from the  ambition o f  more and more families  to  acquire a 
home o r  consumer durables, a motor caro  f o r  example. Since littlt 
consumer c red i t  i s  mailable,   they must have p r i o r  savings  to do 
t h i s  and these are deposited  for a while i n  the savings banks. 
k T i r a l i s e d  from 1973 

onwards. On the  other hand, pr ices   ere  s t i l l  managed  by a 
central   authority 
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80. The r e t a i l   p r i c e  index has jumped from 101,l i n  1973 
O 108.4 i n  September 1975(1). But t h i s  index i s  Itbiasedt1 aPzd 
robably  underestimates  the real r i s e ,  However, the  Polish 
o v e m e n t  seems t o  have accepted  the need f o r  a re turn  to  more 
e a l i s t i c   p r i c e s  and a t  the  Congress of World Communist Leaders 
n Warsaw i n  December 1975, Mr. Gierek s t a t e6   t ha t  !"the five-year 
I d  freeze on food pr ices  would be ended iy1 L9761t. In any casep 
t is  now considered  impossible t o  hold down the  pr ice  of basic 
ommodities t o   t h e i r   l e v e l  of f ive  years ago. The 1976-80 Plan 
n t ic ipa tes  price r i ses :  A 2% implicit   price  r ise  appears f o r  
976 along t h i s  l ine .  

81, The most important  factors  l imiting  Polandrs a b i l i t y  
O deal with inflationary  pressures  are the po l i t i ca l   s ens i t i -  
i t y  o f  wages and price  policy, which inhibits  the  attainment 
f a better  balance between wage and pr ice   l eve ls  and a 
eteriorating  balance of trade - Poland's  cumulative  foreign 
rade def ic i t   dur icg  the 1971-75 period was probab1.y $6.5 b i l l i on  
$7.5 deficit   vis-a-vis  the West and 1 bil-lion COPBCON). I t  
a les  a sharp  expamion of  exports highly desirable,  but t h i s  
ould r e s u l t   i n  domestic supplies  being  kept below the  desired 
evels 

82. Consequently i n  the new Five-Year Plan priority e11 
e given t o  increasing  production both f o r  the domestic and 
sreign markets (respectively +7% and +14?:). The au thor i t ies  
a in ta in   tha t   the  improvement o f  real liviylg  standards remains 
n essent ia l  aim and  would continue i n  sp i te  of the  price 
ncreases. However, as   s ta ted by Mr. Gierek "wages w i l l  r i s e  
SSS rapid1 than  during  the  period 1971-75 (16% to 18% as 
gainst 40% and w i l l  depend on increased  productivity", 

asources  (especially  imported) and t o  avoid  excessive  indebted- 
?SS which could be detrimental   to  the  capacity of the  country 
2 import  essent ia l   cap i ta l  goods in   the   fu ture ,  Mr. Gierek 
3lled f o r  "be t te r  work organization,  savings  in energy and raw 
3 ter ia l s  and an end t o  waste and a l l  forms of  negligencet1, I t  
3s also baen .announced that  a tax  olnimpor-ts w i l l  be introduced 
nort1.y . 

83. In  order t o  reach a be t t e r   u t i l i s a t ion  o f  the  available 

C. Rmania - 
84. Of a l l  the  CONECON countries, Rumaaia (along with 

>land) i s  the least dependent on the  Soviet Union for  energy 
Id raw material  supplies. A t  the same time, it is  one of the 
1st open to   t r ade  with the West and s o  bears  the  full   brunt of 
r l d  inflationary  pressures.  

t 2" ee U 
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85.  Although the government denies it, there  are  indications 
tha t   p r ice   r i ses  have taken  place  in  recent  years and that they 
were big enough t o  cause some discontent and even,  according t o  
reports from emigrds, t o  spark o f f  local   s t r ikes .   Pr ice  rises 
were announced by the au thor i t ies  as early as las t  summer and 
have been explained as result ing  inevitably from the  f loods  which 
reduced agricultural   output and the supply o f  cer ta in  consumer 
goods produced locally (mainly fuels ,  building  materials, 
leather and t ex t i l e s )  . 

D. German  Democra- 

86. O f  a11 the  East European countries,  the GDR i s  cer ta inly 
the one with the most manipulated and l eas t   r e l i ab le   s t a t i s t i c s .  
This makes it extremely d i f f i c u l t  t o  judge  -the actual economic 
s i tuat ion and the  degree of inf la t ion.  

87. It was announced tha t  wholesale pr ices  of basic 
commodities would be adjusted  as from 1st January, 1976. Off ic ia l  
assurances that  these  increases would no t   a f fec t   re ta i l   p r ices(1)  
sound very hollow, since  average  price  levels  are  steadily  creeping 
up a s  a r e s u l t  of  inexpensive goods being  quietly  replaced by 
almost identical   but more cost ly  ones of s l igh t ly   be t te r  qual i ty .  

88. Wages have been frozen a t  a fairly low level ;   the  
average i s  820 marks gross, 680 net  roughly, The  new Plan 
anticipates 2 very modest r i s e  o f  incomes (4$4) para l l e l   t o  the 
increase  in   the planned  supply of  consumer goods. 

89. The decision  taken a t  t h e   s t a r t  of the 1971-75 Five- 
Year Plan t o  give  pr ior i ty  t o  consumer goods and promote higher 
living  standards  thus seems t o  have misfired;  external  pressures 
appear t o  be largely  responsible f o r  this. 

90.  There  appears ‘Co be a big  t rade  def ic i t :  According 
-to OECD s t a t i s t i c s ,   t h e  GDR has accumulated a balance of payments 
de f i c i t  o f  3 bi l l ion   va lu ta  marks with the Vest since  1970(2). 
Only Western c red i t s  have made it possible f o r  the GDR t o  carry 
on trading with %he West, but this f a c i l i t y  is gradually  being 
run down i n  spite o f  the  unoff ic ia l   decis ion  to  stop importing 
Western consmer goods, In 1974 the GDR reached a trade  surplus 
of 400 valuta marks i n  i ts  COMECON trade. 

E. Czechoslovakia 

91, This comtry  has t o  face  certain dolslestic d i f f i c u l t i e s  
ar is ing from an antiquated  industrial  apparatus, a serious 
manpower shortage and -the uncompetitive na-hure o f  i ts  goods on 

ExCePt f o r  Certain  categories o f  consumer goods; furni ture ,  
carpets,  coloured  television, which are  considered non- 
essent ia l  

(2)  Other  sources put the deficit at. 10 Hl’ in* m-nbs 
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foreign markets (both COPECON and Western). However, there  are 
no signs of a serious  disparity between suQply and demand 
(except f o r  housing where the  shortage i s  severe).   Inflation 
i s  running a t  around 1%; since  productivi-by has r i sen   s l igh t ly  
fas te r   than  wages, there  i s  no cost-push inf la t ion .  The general 
retall. price  index is  remarkably s table;   pr ices   are  frozen a t  
the 1971  level. 

92. Several  times i n  November 1975 Hr. Husak  and 
Mr. Strougal  voiced  the  governnentts  intention t o  keep the 
general retail pr ice   l eve l  unchanged the beginning o f  next 
year". The 1976 Economic Plan is based on unchanged consumer 
prices.  According t o  "es-tern observers, the off ic ia l   declara-  
t ions  do not  exclude  the  possibility of subsequent  increases 
o f  pr ices ,  possibly during the Summer of 1376, f o r  although  trade 
remains in   ba lmce   there  i s  growing pressure from subsidies 
(with a l l  the risks o f  in f la t ion  stemming from budgetary  trans- 
fers and subsequent pr ice   r i ses ) .  

F. 

93.  Although e f fo r t s  have been made t o  speed  development 
ant! industrialisation,  Bulgaria seems to  be re la t ive ly  immune 
from inf la t ion .  This i s  probably  explained by the  special  
re la t ionship which ex i s t s  with the  Soviet Uaion, which gives i ts  
"least-developed" a l ly   subs tan t ia l  economic assistance and even 
seems prepared t o  boost i t s  aid suf f ic ien t ly  -to offse t  a l l  the 
increased cost of Bulgaria's  imports. 

94. Bulgaria i s  consequently  not knovm Lo have considered 
formulae fo r   r e l a t ing  domestic  producer o r  consumer pr ices  t o  
world o r  COMECON trade prices.  Nevertheless, the Bulgarian 
Communist Party !'Theses" on raising  l iving  standards up t o  
1990(1) s ta ted  that I f re ta i l   p r ices  of goods and services must 
still  further  correspond t o  necessary  social  labour  outlay,  to 
qua l i ty  and fashion  requirements": , This would appear t o  be a 
warning o f  possible cansumer price  increases, similar t o  that 
made by Party Leader Zhivkov i n  a Burgas speech i n  August 1975. 
The message seems t o  be t h a t   i n   t h e  medium-term, qual i ty  impro- 
vements w i l l  no longer be subsidised  but mus-% be paid for by 
the  public,  i.e.  increased  production  costs will be passed  along 
*O the  consumer. 

III. PROSPECTS 

95. Drastic economic measures are t o  be taken i n  a l l  these 
countries i n  order  to  diminish the growing burden o f  subsidies 
and to   r e s to re  more balanced  external accoun-iis. 

t L )  pu " 

blished on  22nd February. 19'16 subsequent to   the  
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96. Two of  them - Hungary  and Poland - having  reintroduced 
cer ta in  market mechanisms in  the  sphere o f  pr ices  and  wages have 
already  taken o r  unequivocally announced consumer price  increases. 
They are  aiming a t  establishing a more rea l i s t ic   re la t ionship  
between world, intra-COMBCON and domestic prices.  The other 
four which up t o  now try t o  s t ick  t o  centralised  planning and 

"to 'a 'void p r i ce   r i s e s  do not seem able t o  r e s i s t   i nde f in i t e ly ,  
the more so since  the  increased  costs o f  irqor-Led  energy, raw 
materials and capi ta l  equipment have no% y e t  made the i r  full 
impact, the USSR being  unable t o  meet a l l  the future energy 
needs of i ts  allies. 

97. Furthermore, i n   o rde r   t o  reduce their   external  
indebtedness, a l l  East European COMECON courTbries consider 
l imitat ions of im-ports o f  l e s s   e s sen t i a l  pi-oducts. However a 
curtailment of advanced technological imports from the West 
which  would 8 1 . 0 ~  economic growth w i l l  be delayed as l a t e   a s  
possible  especially  through  increased  recourse  to loans that  
the Western countries stand ready to   a l loca te   in   o rder  t o  
maintain  their  exports f lows.  

98. In  such conditions  the improvemen% i n   l i v i n g  
standards - theoreticall-y a fundamental aim o f  the 1976-80 Five- 
Year Plan - w i l l  not  only be jeopardised i n  "Le next few years 
but w i l l  a lso  indirect ly  depend more heavily on foreign  credits 
(whether they come from Moscow o r  from Westem assistance). 
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MONEY AND PRICE MANAGEPIENT I N  USSR 

I. MONEY MANAGEPENT 

1 . The domestic money supply - i .e.  notes  issued and the 
volume o f  deposits - i t s  ta i lored t o  remain i n  harmony with the 
development Plan, and kep t   i n  line with the  f inancial  needs o f  
produetion and consumption. Theoretically no overall  imbalances 
c e  a r i s e  through  the  build-up o f  surplus  credit. Above a l l ,  
tkiose two c i r c u i t s  are cut   off  from each  other. 

( i )  The bank money c i r m i t ,  i s  used f o r  transactions 
between enterprises,  and deposits,  under  the . .  

watchful  eye of  the  Central Bank, are   kept   a t   the  
minimum leve l  compatible with production  requirements- 
The ''rouble  controlt'  applied by the  Central Bank, which 
both implements and controls  the Plan ,  means that  the 
enterprises  are  only allowed  the  capital which they 
need f o r  their   investments.(?) The purpose o f  this form 
of  control is  t o  prevent  the build-up by the  enterprises 
of  i l l e g a l  raw material stocks o r  reserves. 

( i i )  The f iduciary  c i rcui t ,  which is  res t r ic ted  t o  private 
individuals  (workers - consumers) offers  a spending 
choice  l imited  in  principle by the  planning  system 
t o  an off ic ia l   assor tment  o f  goods and services. 

2. Production is  not guided  nor  prices  themselves  affected 
by consumers'preference. Consumer c red i t   ex is t s  as an in s t i t u -  
t ion  but i s  very l i t t l e  used as y e t  and i t s  s t i l l  not  authorised 
f o r  the  purchase o f  some items such as cars ;  consumers must 
therefore  save  upin advance f o r  the  purchase of the major 
durables.  Surplus  purchasing power, generated in   par t icu lar  by 
wage increases, has often been  absorbed i n  the pas t  ( t h i s  was 

i n  an increase  in  private  savings  deposits. 

3 .  L i t t l e  is  known of  t he   f i na l  use which .th*@ many 
"middle men" operat ing  i l legal ly ,  make of  their   prof i ts .   Their  
options  are  limited: no direct  investment  abroad,  occasional 
opportunities  (extremely few  and fa r  between) t o  acquire  foreign 
banknotes  (convertible  currencies bought from touris ts) ,   in-  
vestments i n  works o f  a r t ,   i n  gold 0.r in  jewellery.  Money is'" ... 
undoubtedly  invested i n  housing (it i s  believed tha t  one-third . 

of  all households own t h e i r  apar,tments which are obtained i n  

(l) E r i k  Egnell e t  Michel Peissik ; URSS, l 'entreprise   face à 

' l a s t  done - in  1956) .by forced  savings.  Currently it i s  .reflected . L 

l t E t a t  (USSR : the  enterprise and the   State)   (Seui l ,   Par is  . " C  

1974). * 

N A T O  U ' N C L A S S I F I E D  
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;t cases  through  production  co-operatives), i n  t'dachastt o r  i n  
tor cars.  I t  seems l ike ly ,  however, that  most o f  the proceeds 

rallel  markets . i l legal   act ivi t ies   are   re invested  in   s tocks t o  be so ld  on the 

4. The external   c i rcui ts   are   cut  o f f  from the domestic 
rcuits  to  ensure that  any i n f l o w  of  foreign  currency - wether .. 
3duced by a trade  surplus o r  by.borrowing .on the international 
rket - w i l l  not  create unwanted money. 

5. The tradit ional  non-convertibil i ty o f  the rouble, 
Ich was even maintained i n  1947 and 1965 when economic and 
netary  reforms were carried  out, makes for two pr ices  systems : 
lces f o r  the in te rna l  market and prices used i n  foreign  trade 
ntracts 

II. THE PRICE SYSTEPI (l ) 

6. Planned prices  are  not o f  the  basic components o f  
momic calculation and socialist  planning. They provide the 
m s  of implementing the  Plan  (expressed in   cur ren t   p r ices) .  
lces  are  planned  in such a way as to  ensure that commodities are  
lated  to  purchasing power; t h i s  must apply  not  only  generally 
t also for specif ic  groups of products and areas of consumption. 

7. Price  levels  f o r  essent ia l  commodities (macro-prices) 
e fixed with a view t o  achieving  certain  required  proportions 
the  process o f  d i s t r ibu t ion  of the  national income. A State  

nmittee,  formerly  connected with the Gosplan and now respon- 
ble t o  the Council of  Ministers  i tself ,   determines  these 
ices (the 1965 reform made  no fundamental a l te ra t ions  t o  this 
stem).  In  the  case o f  other  prices,   the Committee lays down 
neral  guidelines and leaves it t o  the  decentralised  bodies a t  
gional  level t o  take  decisions on an item-by-item basis. 

8.  Thus State   pr ices  encompass the whole range  of goods 
d services..  Their  control i s  regarded  .as a ."sine qua'  nontt f o r  
e (evelopment o f  planning and , fo r  economic balance. They are  
rmally  impervious t o  uncontrolled movements and remain extre- 
ly steady 

c.f Mahmoud Abdel Fadil,  Planification des pr ix  en Qconomie 
soc ia l i s te  (Price planning in   the  Soviet  economy) (WF 75) 
and a r t i c l e s   i n  "Le  Monde" (19th August, 30th September and 
16th December, 1975) 

N A T O  U N C L A S S I F I E D  
\ - 2 -  
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The progress  in  productivity i s  : 

ANNEX I t o  

- 

e i ther  used to   o f f se t  the  unavoidable r i s e  
o f  some fac tors  o r  o f  import p r i ces ;  

i n   cos t  

o r  used to  enable wage increases t o  be granted;. 

whose consumption is intentionally promoted f o r  social/  
po l i t i ca l  o r  economic reasons. 

- o r  passed on by reducing  the  selling  price o f  items 

I O ,  A s  sell ing  prices  usually  include  indirect   taxes as .  
well  as  the  manufacturers'  production  costs and p r o f i t  margins, 
it is  possible t o  peg them t o  some extent, even in  the  face o f  
increasing  costs, by reducing  the  tax on turnover  or, when t h i s  
tax  has 3een  reduced t o   n i l ,  by granting budget-funded subsidies. 

11. The wholesale  price  indices  reflect   industrial   sales.  
prices which a re   se t ,  f o r  each en te rp r i se ,   a t  a leve l  which 
normally  covers  production  casts and al lows f o r  a small mark-up. 
Since, however, the  prices o f  the inputs  are  themselves 
arbi t rary,  some being  subsidised,  the  wholesale  price  index 
cannot be read i n  the  same way as i n  a market economy  and i t s  
movement upwards o r  downwards over a period o f  time i s  an 
inaccurate  indicator of  in f la t ion .  

12. In  addition,  the  very  structure o f  the  wholesale  price 
index  mainly indicates  average  prices  calculated on the basis o f  
a fixed sample o f  goods which  have come into mass production and 
have therefore  decreased in   p r i ce .  For t h i s  reason, and fo r  
o the r s  too; a cautious view must be taken of  the methodology 
used in  preparing  the  index. 

13. The r e t a i l   p r i c e  index is  linked with the  wholesale 
price  index,  i .e.   in  principle,  with the  production  costs of  'the 
enterprises ,, I t  a l so  incorporates tldownstreamlt pr ice '   factors  
such as   t ranspor t ,   d i s t r ibu t ion ,   the   p rof i t  of the   d i s t r ibu t ing  
enterprise and, where appropriate,  taxes o r  subsidies. 

14. The index  has remained steady after showing a long-term 
downward trend betwwen 1950 and 1965. This overa l l   s tab i l i ty  
is  achieved by different  increases and decreases  in  individual 
items which are  intended  to  offset one another. Here again, 
however, the  index i s  heavily  slanted.  since it probably  over- 
estimates  the  value o f  tlfmproved qualityt1 and takes  account 
neither o f  pr ices  paid on the   para l le l  markets nor o f  the 
many price  violations which occur on the  official  markets. I t  
includes few new items (the l i s t  of  ar t ic les   has   hardly changed 
since 1950), and thus over-emphasises the  effect  o f  decreasing 
costs, nor is  it affected by price  increases  in goods which are  
reputedly new but remain basically  the same. Because of  the 
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?ease i n  income which averaged 4.6 %I between 1966 and 1970 and 
between 1971 and 1975, and which has had a market  impact on the 

tern of  concumption, the goods l i s ted   in   the   index  now account 
only 50 % a t  most of overall  household expenditure.  In  other 
is, t he   s t ab i l i t y  o f  the   off ic ia l   pr ice   index  re la tes  t o  only 
e the goods and services used by an average  household. 

III. LIMITATIONS ON OFFICIAL POLICY 

15. The Soviet   Authorit ies '   at t i tude towards inf la t ion  
'ers from that  o f  Western  governments : t h i s  i s  because the 
; and the means t h a t  can be enployed t o  combat it are not 
l t ical .  In  the  East ,   anti-inflation  policy  consists first and 
most i n  camouflaging the phenomenon and preventing it from 
ming  apparent, by  means o f  various  techniques l i k e  manipulations 
index, subsidies,  etc... When it comes t o  balancing supply 
demand  and combating excessive  purchasing power  (whose growth 
l o t  be controlled  indefinitely,  even i n  an authoritarian  system), 
act ion  the  authori t ies  can  take is s t r i c t l y  limited. 

16. First, it is very   d i f f icu l t  t o  cor rec t   in f la t ion  by means 
I general rise in   re ta i l   pr ices   without   jeopardis ing  the  inter-  
itions and the complet fabr ic  o f  the  Plan. Only limited changes 
;he pr ice  of specific  items  are desigmed t o  achieve a p a r t i a l  
ulce between supply and  demand. 

17. Second adjustments by increasing  the  supply of  consumer 
1s by real locat ing  factors  o r  comnodities  towards  automobile 
tstries, construction o f  dwellings,  etc..  clash with planning 
mi t i e s  given t o  the pr3duction o f  arms or   cap i ta l  equipment. 
the planners  production o f  consumer goods can  only  increase 
moductivity  in these sectors improves. But the  bureaucratic 
mandatory character o f  the Plan, as  well   as  the r i g i d i t y  
;he system,  prevent any lasting  increase  in  productivity and * 

:e o f  production. The disappearance of marghal  fims which, 
L l i b e r a l  economy, contribute t o  the optimum allocation of the 
;ors is re la t ively unusual i n  the USSR, although  perhaps more 
pent i n  Eastern Europe. The Gosbank plays an important role 
I a n  enterprise ge ts  into f inancial   d i f f icul t ies ,  normally.pro- 
ing additional funds and advice wbre necessary. In the last 
)rt, the  Gosbank can even declare an enterprise insolvent and 
?rally take  over,  reorganise and manage the bankrupt plant. 

18. Since it is  s o  d i f f i c u l t  t o  take steps affect ing  pr ices  
supply,   Socialist   Planners  l ike  the  authorit ies  in  the 

! recourse  to a th i rd  way i n  order t o  avoid inf la t ion  : they 
Ltantly try and adJust demand  by incomes,  budget and saving 
.c ies .  For instance,  they endeavour to re s t r a in  wa es rises 
.ncrease  the non-monetary element o f  remuneration 7 provision 
'ree  medical, social, educational and recreational  ,service,s) .  
A- "-I- I. - . .  ~. - 
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- 5 -  ANNEX I t o  

tangible commodity output to match the monetary demand. 

r a l l y  show a surplus. However, due t o  t he   f ac t  t ha t  budget 
receipts  include  in  addition t o  normal taxes  certain Treasury 
funds, some doubts can be raised as to   t he i r   t rue  meaning. 
Even  when the Budget i s  apparently  balanced, expanding  expenditure 
may increase  the money stock without a counterpart and thus 
be inflationary.   In  addition a balanced  budget may be infla- 
tionary with receipts  and expenditure  reaching  increasingly 
higher  levels, if the  higher  taxes which households are  
required t o  pay cause them no t   t o  spend less   bu t  t o  reduce 
their   savings,  

20. In  addition t o  that, subsidies - a means used from 
time Lo time t o  moderate the   r i s e   i n   p r i ces  - lead t o  an 
incorrect   d is t r ibut ion of the factors o f  production b o t h  in   the  
short-term and i n   t h e  medium-term. Their  effect  is  not neces- 
sarily inflationary  provided that  they  are  financed by higher 
taxes. 

19. The State  Budgets o f  the USSR, when implemented, gene- 

21. Fiscal policy  ( increase  in  income tax and VAT) i s  
currently  used i n  order to reduce the  pressure of the  pmchasing 
power o r  the  desire   to  procure cer ta in  goods which are i n  
short supply ” (cars, appartments) . ’ ’ .. 

disorganization of  the economy, the  freezing of savings  has 
also been frequently  used, for the  l a s t  tifie, i n  1956, Experts-- 
do not ant ic ipate  any fur ther   recouse  t o  such a technique o f  
soaking up the p . .  chasing  poww, which would be dramatically 
resented by the  population. 

,-  
? 

.22. Finally,   in  periods of  severe  shortage o r  of 

N A T O  U N C L A S S , I F I E D  
a - 

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



- 1  - ANNEX II ' to 

I_DJDUSTRIAL IMHOLESALE PRICES (including  turnover  tax) 

1965 - 1970 1971 II_ 1972 - 1973 

1 . Index (1949 = 100) 60 59 64 64 63 

2 . Btructure  (percentage) 
wholesale  price 100 100 100 100 100 

of which 
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2.00 
2.60 
0.10 

0.90 
3.30 
'l .50 

3.00 
4.50 

. .  

0.90 

O .'! 5 

1970 

2.00 

0.10 

0.90 
3.60 
1.80 

3 600 
4.50 
0.96 
0 *30  
2.90 

320 
'I O 0  

360 
0.15 
O .O5 

1972 

86 
320 

0.15 
0.05 

"" 
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- 1  - A N N E X W  to 

.-L PRICE OF BLACX NARIIET GGODS IN TKE SOVIET UNION 
T r T u m e s )  

" 

I TEN 

Skirt 
LaCies Tights  
Ladies Stockings 
(synthetic) 
Gent Shoes (Leather) 
I t a l i an  
Ladies Shoes (Winter) 
I t a l i an  
Leather Gloves 
Tape Recorder - Various 
t ypes  
lfes'cern Style Jeans 
Sports Jacket 

OFFICIAL 1 BLACK NARWT PR1 CE PRICE (1) 

15 
7.50 

75 
12 

140-500 
na 

70-7 O 0  

60-70 
20 

12 

200 

180-200 

30 

To 7000 
80 

200 

(c l )  These prices are given as mere instances because they 
are  based on very limited sample of observations. 
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AC7?27-D7533 

POLAND : Price  Index  for  Retail  Trade  Commodities (1 ) 
and  Services 

1970 = 100 

Total  price  index 
Total  price  index 
Commodities 
among them : Foodstuffs 

among them : 
Retail trade of the 
state and cooperatives 
Restaurants 
Free food markets 

Alcoholic 
beverages 
Other  commodities 

Services 

- 1 971 1972 
100.4 100.4 
100.4 100.3 
102.5 102.4 

- 

101.5  100.7 
101 b 5  99.6 
107.6 III .9 
100.0 100.0 

97.2 96.9 
100.5 101.2 

1 )  Including  restaurants and free  markets 
2) January  to  September 

Source : Biuletin  Statystyczny No .11/75 

1972 
101 b?  
100.6 
102.7 

100.6 
99.8 
114.3 
100.0 

97 .l 
103.4 

- 1974 
107 .l 
106.5 
109.1 

102.2 
117.2 
135.1 
124.6 

98,6 
109,5 

. .  

1975( 
108.4 
107.e 
109.1 

102.e 
119.2 
132.8 
127.3 

100.6 
111.5 

N A T O  U N C L A S S I F I E D  

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E


