
m by conomic  Coumi-ktee . . .  . . .  

- I  

(e.g. nanipulation OP p i c e  iades ,  subsidies) ,   inf la t ion  exis ts  
i n   t h e  USSR and- -the East E;w-opan coun-iiries. 

2. On the basis OP zva.i,lsble evidence,  the  apparent rate 
o f  p3ce   i nc reases   i n  'c'nese countries i s  less than that  i n  
maioket  economy cowtr fos ;  bu-: G a n  accurate comparison i s  
im9osslble 3.s InPLation  does not wmi fes t  i t s e l f   i n   t h e  sane 

it by the  use O@ the  same yxdst icks .  The o f f i c i a l  indexes i n  
centrally plermed economies are somewhat unreliable and do not 
general?-y reflect  nod-ifications  in  pi-ices and costs. Off ic ia l  
price rises arc small; the 3 0 s - b  comon  signs OP i n f l a t i o n   i n  
Comcunist cow-tr ies   are  the physical shoi-tages and rationing, 
-the growth 02 pa:L-~12.el mcwkets, the  excessive  increase i n  
household  savings  and Vne budgetary  subsidies. 

v ~ û y  in <;he ;,Tes-: as il1 the  Gas-'- u t  nor is it Tossible t o  assess 

5 . Such phenomenz m y  b~ observed today throughout the 
C o m u n i s t  econonies, H o w v i z ,  -the si-buation ln   the  Soviet  
Union con-'cras-ts with t h a t  Ln the East European countries bo th  
2.s regerds  the  origins and thc  intensi ty  o f  inf la t ion.  

This document includ-es: 1 Annex 
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(Li) 1-epeated px-icc adjus"i;ments f o r  imported  basic 
. . materials ane- 2estern technology  (but as foreign 

trade s - l c i l l  mp!;?esen%s only a very small per- 
cen-i;ags of -i;o-tal Sovie-l; GNP, the  r i s e  i n  import 
y r ices  plays a minor rGLe in   Sovie t   in f la t ion) ;  

(iii) Troduc-t;ivl"i;r gains   fa l l ing short of wage 
mcreas3s. 

8, Off ic i s l  Fndfcators O P  r e t a i l   p r i c e s  show that these 
'nave  .=enainecl. s tsble  over  2 'tong period, However, this f ac t  
seem -to be in  contxdictLon with Soviet  national  accounts  data, 
which indica-Les a ysa@ly average in f la t ion  of 0.8% for the   net  
ma-Lerial product ovw the  last three  years, In  addition, 
another form OP ciisg-~~ised inf la t ion  i s  the tampering with 
re- ta i l   cr ices  which go up e'srea' if the goods -on s a l e  remain . - . 

basical ly  O:? the same quality. 

3. Trie Sovie-2 popula-2ion9 still  remembering the hypr -  
i n f l a t ion  o f  the in te r -mr  and post-war periods, is  not psycho- 
log ica l ly  prepared t o  accept over% pr ice  rises. In addition, 
2.s the  ava i lab i l i ty  02 Cons'LuLleT goods i n  no  way suff ices  t o  
a'ixoï*b excess  purchase  capA";y, the Soviet  population has 
Li - t t l e  choice but to accept shortages and t o  invest  h i s  surplus 
liqu.idi-ty i n  savings depo-ks , 

10, Disposable monc-2azy income o f  households is channelled 
i n  -three direct ions : official rnar2;ets (featured by shortages 
and poor qual i ty  goods), pa-i?alLel markets (much more expensive) 
and savings. 
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11. More precisely   th ex^ 31-8 increasing  signs of  a 
refuse?. by the  consrmer t o  accept raany o f  the shoddy goods on 
s d e  in t'he officic.1 ~narke-b; the  soglzis-tica-tion or" consumer 
tastes and the  diversii ' ication  in  purchasing  patterns  thus 
lead- t o  a increased pile-up O? mwanLed stocks. To avoid  the 
continuat5on .OP such an unsatLsfactory development ,, Soviet 
euthori t les  have decided ir, the  S r a e w o r k   o f  t'ne Xth Pl= t o  
pay no:-e at-kention t o  'c'ne qual i ty  0 2  consmer goods and t o  
adequate  production o f  staples. 

12. T';le existence O:? ! l P ~ e e  markett1 elements,  sone legal 
m d  some i l l e g a l ,   i n  the Sovie-!; economy (especially  the  collective 
fa~m roarl=e-i;s) seems t o  be coilsidered by %he au thor i t ies  as a 
necessary ev i l  which has to be germi'cted due t o  inadequacies of  
-khe State--run system. These paraLlel markets play a useful 
r6 le   in   t ak ing  up sone of the excessive  purchzsing power and 
alLeviaLing the  scaxi 'cies OP s tap les  and other basic corumodities. 

73. The very sttbslmtial rise i n  household  savings  can  only 
be pa-;.-tially explained by such  Sacto-, &-S as t h e  in te res t   ra tes  
(although modest) t he   accwda t ion  OP savings f o r  deferred buying 
02 consuner dumbles, precauJGlonary savings for instance  in 
anticix>a-l;ion of retirement. or -the hoardinn of  furds. A t  the  
core 09 this phenomenon li&s t h e  fact  that-purchasing power Ln 
the USST: exceeds by far  the a.vail&bil.ity of goods and services. 

I L  IdeolrJgy plsying i: doainant rôle in  Soviet  economic 
>olicy-m&ing, the Icaberahip' views sustained  inflation as ~i 
disease t p 3 l c a l  o f  caQi-kalisn, and a l ien  to a propzrly run 
!'Socialisttg economyp  Hence, ri-ts presence, t o  whatever extent 
is a n u n i t i o n  f o r  party alemernits -to attack exis t ing  econo~nic 
d-ccision-m.kers f o r  rtnisnanagemnttl o f  t he  economy. 

15. ,!'m open p r i ce   r i s e  would contradict   the   off ic ia l  
ideology,  jeopardize %lie c o ~ p 2 . e ~  fabr ic  of the  Plan,  appear 
ÜS evidence of failure,  and :^inally bring  disquiet among the  
population  shout -the value 09 -:be rouble,  In order t o  avoid 
t h i s ,  attempts are  made t o  WLdefl inflation  through  subsidies, 
%he burden of which beco~les heavie:? with each year. 

16. Hopping  up excess  l iquidity  in the economy by 
increasing  the supply of colismer goods appears d i f f i cu l t .  
A reallocation of  factors of  :g-oduction t o  consumer goods 
indvsk-ies ï w s  contrary -Lo the con-lcinued pr ior i ty   given  to  
araamen%s, ancl capital  ecpipnents 

~ F I D D N T I A L  N A T O " 
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17. it wx..ld seem, thereTo:-e, t ha t   t he  two principal 
n e m s  OS s teming  inf!-&.ioi1 vould  he through a ce r t a in   r e s t r a in t  
in wages and salai-y rises as t~e2-Z as m improvement i n  labour 
~x-oducLiviLy. In  the  new 1976-1 grJO Five-Year Plan labour 
productivity i s  indeed  intended- t o  account foi? €35-9076 of the 
illcrease i n  the net  material p::oduc-t. A s  far as income 
r e ~ L - z i n t  is  concerned, in 1976 per ca->ita income is  scheduled 
t o  increase by 3.756 (as c o u p r e d  with %. 2% i n  1975), but  during 
"ne same period %he inwease   in  conswile3: goods w i l l  not be more 
thcm 2.774 and the p:-ospec%s Poi: agriculture and meat production 
w e  n o t  par t icu lar ly  brigkt, -X-us thme i s  a d i s t inc t  risk t ha t  
i n  1976 the imbalance be-heen dispomble income and mai lab le  
goods will viden,  adding -bo %he exis t ing  inf la t ionary pressures. 

18, Another f ac to r   t o  be considered i s  tha t  the  r a t e  of 
growkh in pl-o&x9A.om f o r  the  1976-3930 period, as anticipated 
i n  the XYn Plan, will slow d o m  by compa-zison t o  past  
achievements, in par t icu lar  because of  an increase  in   factor  
costsp LOVT a@.cu1"kural oubput and especially  costly  exploitation 
02 Sibexaials natural ' L ~ s ~ u ~ " c ~ s .  A Curther element is the 
;-.eluctance on the pal-t OP -Kle Soviets t o  i n i t i a t e  a ser ies  of 
: ? i n a c i d .  reforms 'chat vovld lead to greater  ,decentralization 
of iavestment funds and inct?ease the efficiency of  the  Soviet 
econoay. ( C f .  KAT0 Co l loq~~ l iun ,  Zkkh-26th January, 1976, p. 72) . 
In such a contex-L, zqd. beaying i n  mind t h e  l a rge  volume O& 
accuror?lated l iqu. id  savir-gs, it seems veiy  l ikely that  in f la t ion  
will. increase i n  the next Teyr years. 

20. Kowever9 the  u p h e a d s  in world markets  since the end 
O P  j972 af fec t  these countries  diUerently,  according t o  the 
iapo;?-i;ance a d  s-t;ruc'cw?e O P  %heir  foreign  trade.  Since most are 
very dependent on externcl. energy sources, the increase i n  I974 
i n  Yne pr ice  O% 011 from the P.7;iddI-e Zast and since January 1975 
P?om the  USSR has had adverse e-FPecLs on t h e i r  terms o f  t rade 
and production cos-ts, thus hmpering  ful-ther  their  export  drive. 
!?-ornania - whose 013. consurqtion i s  l a r g e l y  met by d o ~ ~ e s t i c  
production - and Poland - vi-th surplus coal available f o r  
e2qor-i; - are less af:?ec-bed, But i n  a l l  East European countries, 
r e s t r i c t ions  a d  pyice rises (varying %rom 40 t o  100%) have 
been applied -Lo petyoleu.% a d  o-bher r e f i n e d  productss, 
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21, A consequence of -%hLs new si-tualion i s  the  increased 
TeLiLwce o f  -these  cormtries on extemal  2inance from the  West 
t o  Salancs  their l"o;,-.eign tr&k, on vrhicli they sre much more 
d.epend.2nt tast.n the Soviet U A ~ O ~ .  
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heevy industry and natural  resources exploitation - tf inflationll  
can, t o  a cekatain  extent,  provide a remon f o r  delaying somewhat 
the improvement i n   l i v i n g  standards which is theoretically a 
fundmental aim of  the 1976-1930 Five-Year Plans. 

26. The complete repor% on inf la t ion   in   the  USSR and the 

27. Tie Council is invited t o  t a k e  note of this report. 

Bast 1Wopea.n cow-tries is &%ached as an Annex. 

(Signed) J. BILLY 
Chairman 

NATO, 
11 I O  Brussels. 

F I D E N T I A L  
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INFLATION IN T m  USSR -THE EAST EUROPEAN COUNTRIES 

G E ~ G &  INTRODUCTION( I ) 

I .  In a centrally plemed economy,  money and prices-are 
tkQore-tically  managed  in  accordance  with  the  Plan. 

(i) Capital flow varies  in  line  with  actual 
movements in goods  and  services  (under  the 
tlbalanced appoachtt f o r  example,  anticipated 
consuption is geared  to  family  income: 
Aggregate  wages,  allowances,  pensions  etc. 
must be comaensurate,  in  fixed  price  terms, 
with  Lke value of the  goods  and  services  offered 
by  State shops and  co-operatives). 
L In Ykze production  circuit,  money  provides 

a passive indication  of  the  way  the  economy 
i S wOY.kj.i1$ 

In the consumption  circuit,  money  also plays 
this passive rQLe.  Prices  are not affected 
by demand in  the  State-controlled  sector  but 
only on the  parallel  markets and therefore 
to a vegy limited  extent, 

(ii)  Prices  are  controlled  to  ensure  that  the  distribu- 
tion and redistribution of nation21  incone  follows 
the  desired  pattern and that  allocated  purchasing 
power corresponds to overall  availabilities of 
goods and selTices. 

2, Inflation i n  the. COMECON countries  instead of taking 
the  basic form of sviC!esprend and overt  rises  in  prices and costs 
as  in t h e  West,  is  revealed by other  signs  such  as a growing 
voltme or" idle  savings,  shortages,  queuing,  etc.  which  in  the 
latter  case  represents a social  cost to be  added to the  advertised 
prices. 
1 1  Fenera1  sources: 

" ~ - Inflation  in the USSR, Note  by  the  United  Kingdom 
Delegation (AC/? 27-W/449) 
Soviet  Inflation,  Keith Bush, NATO Symposium,  January 

et seq. 

et sego 

P. 101 et  seq. 

- The  Soviet parElle1 narket,  Dimitri  Simes,  idem p. 91 

- Disguised  inflation  in USSR, Katsenelinboigen,  idem 
'I Imported inflation, K. Flachowski.  Note  submitted by 

the  German Delegabion (AC/? 27-D/522) 
i 

N A T O  R E S T R I C T E D  
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I-IISTORICAL BACKGROUND 

kmm t o  
’mm8 

3. After  the 1971 revolution,  the  Soviet Union  was 
subject  to  continuous inP!-a%ion - f o r  some years   a t  an 
enorr!zously high  rate - u n t i l  1947. (In the  smaller  East 
European. co.mtr ies  in f lz t ion  las ted-   unt i l  about 1953-54. ) 

4. This was followed by e period of deflation (1948-1964). 
Since 1365 prices  hsve been v i r tml ly   s t ab le .  

5. ’ Successive dov,mvard ÜdJustments i n   r e t a i l   p r i c e s  
between 1948 and 196G rechced  prices by about 30Y6 (on the  basis 
of 1950 = I 00, the  index has dropped t o  74 i n  1964) These 
reductions  occurred i n  connection- with various monetary 
manoeuvres (withdrawal 02 part OP the  purchasing power i n  
circulation slnd forced  savings). 

6. It i s  generally  considered  that  in  the  early 1960s 
the   o f f i c i a l   r e t a i l   p r i ces?  as ref lected by the  indexes, were 
correct  taking  into acc0m-c tine c o s t   y i c e  of  manufactured  goods, 
the  leve l  i n  indus t r ia l  cos% effectiveness and t ranspor t  costs. 

7. It was possible t o  argue a t  the time tha t ,   a f te r   the  
se-mre hardships o f  Yne ss’al: axl post-war rationing (which only 
end-ed i n  1947) , the   basic  1-equirements o f  the  public had been 
met, bewing  in  mind -the regu-1-a.r increases i n  pay, scholarships, 
pensions and various allovrances which accompanied the 
reductions in   t he   p r i ce  of essent ia l  commodities. 

8,  In  1962 a number of agr icu l tura l   p r ice   r i ses  (meat 
-t. 30”/6, butter  + 25%) were introduced i n  order t o  improve the 
incones of  the  kolk.hozni’i.;s, . b u t   i n   s p i t e  of  t he   r i s e  i n  the 
cost  OS agricul tural  inputsi t he   o f f i c i a l   s e l l i ng   p r i ces  have 
not since been  raised.. 

II. PRSSENT CAUSES OF 

10. Inflationary sti;;i.esses ex is t  a t  present   in   central ly  
planned economies and -this I s  ac’mowledged not only by the 
economists in  these  countries  but even by the  national 
authorit ies.  
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-il. In  the  Soviet Union as far back as 1960, Federenko 
' and Z, Atlas r e f e r   i n  veiled. t o  t tunsatisfied demandsf, 

i s la ten t  demand:! and If f o x e d  savings", I. Monnik (Ekonomidzat 
1963, p. 243) also expYesseG concern a t  t h i s  trend and only 
recently P k .  Brezhnev l?iiuse?,f (speech of  April 1975 reported  in 
IlLe  Nonde'! of 16th December, 1975) deplored  the  existence of 
"repressed  inflation".  

comings of planning are not  admitted,  inflation  being  attributed 
t o  external  causes, and espacially t o  cont2.gion from the non- 
Communist countries. The  highest  authorities  (Gierek, Husak) 
contend tha t  in f la t ion  is unavoidable as a resu l t  of the world- 
wide nl.i,se in   p r i ces  m d  are giving  notice or^ price  increases 
sad psychologically  preparing the  public for them. For example, 
it is  being  explained that p r i ces  in Poland w i l l  go up a f t e r  
the  workers have  been-  consulted and without  jeopardizing  adequate 
increases   in  real  wages, 

f low and the  goods flow. i ts  reasons are both domestic and 
external. 

14, At the domestlc economic level there appear t o  be 
various d i s r u p t i n m s  b u i l t   i n  the planning  system i t s e l f ,  
Centralized planning cannot Se conpletely r i d  of cer ta in  
incongruities o r  in f lex ib le  elements a t t r i bu tab le   t o  economic 
and-  g o l i t i c a l  factors.  

a r e  incornensurate with available resources and the   resu l tan t  
s t resses  are accentuated by %he systematic  underassessment o f  
forecasted  costs. Del-ays i n  production  actually  achieved  are 
frequent, The factors  of pi-oduction i n  many cases are 
inef f ic ien t ly  o r  inadequately used: Plant  capacity i s  
a&versely affected by poos maintenance and shortages of spare 
pa r t s ;   a f t e r  work has begun on new installations,   lengthy  delays 
occur before completion; owing t o  fears of  shortages, unneeded 
stocks OP materials a re  allowed t o  accumulate in   d i f f e ren t  
concerns. 

12, In  the  East Europem countries  the limits and short- 

13,  Inf la t ion  steins f;-ou the 'imbalance  between the  money 

15. For example  inves-Lznent planners  often  set  goals that 

16* Actual  costs may also  turn  out t o  be higher  than 
anticipated  as a result  of.inad-equate  productivity o r  poor 
co-ordinatLon  between different   levels  of  a concern. In both 
c8ses it becomes necessaq  t o  accord  the  enterprise  affected 
addi t ional   credi ts  withou-b any corresponding  "trade-off st! i n   t h e  
:?lour OS goods. 

N A T O  
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17, As far as labour is  concerned, there i s  a determination 
t o  meintain compulsory f u l l  employment a t  a l1   costs  by various 
administrative  rescue measures, including  bailing  out iflame-duck" 
concerns, retention on the  payro l l  of non-essential workers and 
absencè- 09 f r f r ic t ionz l  unea@oymentrf , Labour turnover  in  the 
Soviet Union i s  currently  running a t  20 per  cent a year i n  
industry md 30 per oent a year in  construction, figures whicn 
arc h i  h by Western standads and are  usually bemoaned  by ' .  

Sovie -+ economists. A t  present, however, when dismiasal f o r  
infract ion o f  mles i s  re la t ive ly   ra re  and other employment is 
c?lvmys Îreely  available,   there is  l i t t l e   i ncen t ive   fo r  a worker 
t o  m&e greater  efPort bu t  much f o r  him t o  change occupations 
for the most t r i v i a l  02 masons. As a resu l t ,  any enterprise 
manager who proves t o o  eiiYnusiastic f o r  beating  production 
ta rge ts  may f ind   tha t  a la rge  number o f  h i s  staff   are  leaving 
t o  work f o r  2 l e s s  demanding boss. 

18. A t  the  consumer level  purchasers o f  goods and services 
enjoy a limited degree o f  autonomy. Their  purchasing power 
produces partial.  imbalances between supply and demand which 
become  more pronounced as the  pat tern o f  consumption i s  more, 
diversified,  

79. The Eastern European economies have become  more 
sensi t ive  than  hi ther to  t o  external  inflation. Indeed, the 
economic reforms t h G t  have taken  place  in  certain  Eastern 
countries  (particular3y  in Xungary and' Poland)  have l ed   t o   t he  
adoption o f  control machineyy s imi la r   in  some respects t o  t ha t  
used in the market economy countr ies   (par t ia l   rehabi l i ta t ion 
of the r61e of pr ices-  and ??refits, financial   decentralization 
in   en te rpr i se  management, e-h,). This machinery has created 
a mom d i rec t  link between foreign and domestic prices.  A s  a 
result ,   foreign  inflationary  pressures which have  been 
par t icular ly   high  dwing ' the  las t   f ive  years   are   affect ing 
domestic price  formation, a t  l e a s t  for certain  comodities;  
"chis trend is  being fostered by the  gradual  build-up i n  the 
Eastern  countries8 trade re la t ions  with the  industr ia l ized 
countries. 

20. These two f a c t o r s  a re  more apparent i n  the Eastern 
countries than i n  the  USSX, which has  undertaken  scarcely any 
econonic reforns and whose economy i s  much less receptive t o  

4-09; for' the  Eastern coun-k-ies) , However, i n  a l l   t h e  CONECON 
countries  including  the USSX, transactions with the West a re  on 
the  increase  (accounting 20% approximately 3096 of  overall  
exports and imports, as  against  less than 20% i n  1960). 

- foreign  trade (8% of national Income as compared with 20% t o  
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N A T O  2 . E S T R I C T E D  

21. The true  extent OP -Une inbalance between supply and 
demand i n  the Eastem  countries  cannot be gauged exclusively 
by reference t o  o f f i c i a l  p-rj-ce trends. The o f f i c i a l   r e t a i l  
prices  index, Por instance, does not  reflect; actual price trends, 
especially  bacause it only 'cakes account of  transactions on the 
o f f i c i a l  mzr2;e-i;. 

22. Apart from the  question o f  doctrine, t h a  authori t ies  
are spurred on by the  at-Li-kude or" the people o f  these  countries 
who have  been conditioned by the  period of extremely  high 
inf la t ion  between the %WO wars and seem t o  prefer  the  present 
system t o  one providing be-%-ter dis t r ibu t ion  of  resources  through 
pr ice  changes. 

Inf la t ion   in   recent  

23. Inf la t ion  in the USSR a t  a noderate  rate i s  a permanent 
fea-t;ure as evidenced by "cle analyses,  given  in Annex I, of money 
and prices mechznisms. 

24. The foZlowing analysis  deals with specific  causes a r d  
manifestations  characterizing the las t  decade. It is only  part 
of a long-tem development of inflationary phenomena. 

I. THE CAUSES Or I 

26. The increase in the  extract ion  costs  of basic 
comodi-Lies  (iron, manganese, bani-te,  oil, natural  gas and s o  
on) is explained by the increased  ut i l izat ion o f  a costly 
infrastructure  i n  remote. parks o f  Siberia. 

, .. . 
. .  

( l  ) cf. (a) Inf la t ion in  the USSR (Myth and Reality) 
(AC/I 27"lsP/l!.l+g of 10th December, 1975) 

(b) Imported inf la t ion  (AC/I 27-D/522 02 22nd  December, 

(c )  Inf la t ion i n  the USSR and Eastern h,"urope 
(AC/12?-1W/451 o f  9th  January, 1976) 

1975 1 
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-7- m t o  

27, Repeated pr ice  adjus-trnents for imported basic  materials 
'And equipment has  also resub-ked i n  some inflationary  pressures,  
Ilowcver, t h e  sroal.1 volume OS %he Soviet  Union's  foreign  trade 
shields it from marked- foreign  Fnfluence(1 ), Since  trade with 
the  industr ia l ized coun-Lries o f  the Vest consti tutes almost one- 
t lr ird.of $he overall USSR i z p o r t s ,  a r i s e  i n  pr ice  of the 
equipment from the West r?lc?y affect   cer ta in   sectors  o f  Soviet 
industxly which are d~p~~de- f l -k  on Westem  machinery and 
technology( 2 )  

ofPic is l l  s t a t i s t i c s .  According t o  the  l a t t e r ,  the  wage index 
t o w r d s  Ync end OP 1975 stood a t  l 1  9.7 ( :g70 = 100) as compared 
with a terminal f igure  O% S 22.4 provided f o r  i n   t h e  1971 -75 
Plan(3). These incices  do not apw,ear to  take  .account o f  extra 
nonq v,hi.ch the enterprises - concerned primarily with meeting 
the  Plan t a rge ts  -. &re ixcrmsingly paying in  order t o  oTfset 
1-abour shortages. in soue sectors it is  not, however, the  case 
f o r  industry, where, on avex-age, productivity seems t o  have 
increased more than wages dwing  the las t  Five-Year P l m .  Phen 
productivity has Pallen short of wage increases  unit  wage costs 
have risen  steadily.  T h i s  pl.renomenon i s  particularly  noticeable 
In   agr icul ture  and i n  cons-Lruclion. 

23. Planning does n o t  appear t o  take suz'ficient  account 
OP the   qual i ty  of  goods o r  the wishes of  conswers, %Je have 
here -imo reasons f o r  the failure of  supply to   s a t i s fy  deinan& 
leading t o  the creation O:? Large stocks of unsold goods. In 
ELI e2Por-t to run down 'chcse stocks, t h e  authori t ies  earmarked 
2.4 milliarcl roubles i n  "ihe Sta te  budgets f o r  1374-75 t o  
subsidize  price  cuts. T h i s  measure  does not  appear t o  have been 
too  successful  since a t  t h e  end OP the  period, l . 3  million 
washing machines a d  120,000 re f r igera tors  were st i l l  unsold, 
Acco~ding t o  cer ta in  SovSc-i; publications, such unwanted items 
accon-Led Î o r  sonle 15% of conmercial  stock  in 1374'. . 

28. %Tage increzses seem t o  be,  larger  than shown by the 

B, Excessive househola- holdings 

30, Wchas ing  powex' has increased  signizicantly  over -the 
years a s  a consequence o f  'ihe improvement in hourly wage ra tes  
and the  increase  in velfare benefits ,   In r e a l  terms, growth has 
been even greater than vage s t a t i s t i c s  would seen t o  show, g ivm 
the  underlying downward -i;~*..c.nc~ recorded i n   t h e  consumer pr ice  
index  (see above). 

only e f rac t ion  of 1 :i a year  during 1974 end 1975. 
(2)  On the other hand it 2s possibLe i n  E, central ly  planned 

' econony t o  shield  en-tcqn-ises from a rise i n  i n p o r t  pr ices  
by using' tne revenues  deriving from higher  export  prices 
d i rec t ly  to pay the  increased import b i l l .  

respectively 1 46 an& l L:9 3 roLfbles 
(3 )  These indices  corresnond t o  m- average wage f igure o f  

N A T O  E E S T R I C T E D  
-7- 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



M A T O R E S T R I C T E D  

31. The system of rninLmm wages was introduced  in the 
Soviet Union i n  1956. At that time, the minimm wage r a t e  was 
fixed a% 27 roubles a montil i n  rural  areas and j0 roubles  in 
twban d i s t r i c t s ,  A t  the  gresent  time no-one earns  less  than 
70 roubles and the  average wage i s  I40 t o  150 roubles depending 
on the indusix-y  concerned. Since a husband and wife  frequently 
both work, a wage of 250 roubles is not  unusual i n  a worker's 
household.  Bngineers and technicians  earn between 220 and 250 
roubles a month m d  tmrs'c managers about 400 roubles. If 
account i s  t&en 09 the  low cost of ren ts  (5% of income) and of 
i t e n s  of  everyday  use,  nonins1  purchasing power i s  re la t ive ly  
high. 

32. Apart from wages, households  receive  substantial 
benefits fï-oa the   soc ia l  funds (SS, milliard roubles i n  1975) (1 ). 
T'ne lat-ker meet the  ccrs-i; OP pensions,  allowances,  holidays and 
student grants. They account for about 259; of 'general   resources 
d i s t r ibu t ion   i n  the form 02 wages. 

33.  Al1 tbese revenues a re   re f lec ted   in  the existence o f  
a growing purchasing power t.li?ich, together with the   ava i lab i l i ty  
OP earlier forced  mvings, would appear t o  exceed the growth of 
iIispossb3.e goods Glnd services. Hooever, the  eqer-bs are  not 
in coxqQlete agreement i n   t h e i r  conclusions on this issue, 

34.  Certain  experts  believe that  the inf la t ionary gap 
should tend t o  narrow in- t h e  l i g h t  of  the substantial   increase 
in comxmei- goods (Group B); the   ava i lab i l i ty  of such goods on 
-:he o f f i c i a l  market in   increasing  quant i t ies  has improved 
l iv ing  standards. Moreover, there  i s  no doubt t ha t   i n   t he  
longer term the  Soviet consmersr needs have  been increasingly 
net, especially  during the  1960s. 

35. "rends  during  the  Ninth Five-Year Plan (1971 -75) 
however seem less clear,  Tie Plan provided for an upturn i n  
Group B outpxt of 48.60,k T i a s  t a rge t  was far from achieved, i n  
contrast  -%O tke   quasi   real izat ion 0.f the planned  progression of 
1-evenues. Looking a t  the  Plan i n  aggregate  terms, it may be 
infel-red that the  lag i n  consumer goods output coupled with 
shortconings  recorded.in the housing sector  and with two poor 
harvests, on ly  fur ther  cont;*ibu-i;ed t o  the imbalance  between 
supply i n  goods and services and household demand. Nevertheless, 
although  developing l e s s  rapidly than planned, i n  1974-75 output 
of consmer goods grew a t  a faster  rate  than  the  evolution of 
purchasing power. 

36. On the  Fdnole a substant ia l  gap remains between 
household needs and the   l eve l  o f  sa t i s fac t ion  of the  conswller, 
This gap is doubt2.e~~  even..sore  quali tative  than  quantitative.  
7?TTo- i ;  a m  ese m e  d e v m o  cash allowances, m, . .  - .  

part being granted i n  the form o f  free ,perquis i tes  
(educa-Lional,  healtlz a n c l  cu l tura l  services,  etc, ) 
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37. Additionally, it should  be  noted tha t  poor 
t ransyor ta t ion   fac i l i t i es  are st the  basis of  a number o f  
i l local  inflation" phenomena: In  certain  areas  the  consmer, 
unable to  f ind  the  foodstuffs  they wish on the   S ta te  markets, 
are obliged t o  turn t o  -&Ale para l le l  market f o r  over 20Y6 of 
t he i r  food purchases as agalast  an aveTage estirilated a t  around 
2 e 25* 

38, The wholesale index silovrs a smoothly rising  trend, 
which is only a p a r t i a l  -i;;-.ibute paid t o  overt   inflation, The 
re-tail price  index, on the  other haad., has been prac t ica l ly  
cons-tant for the  Last decade, ( C f *  Narodnoe Khozyaistvo SSSR, 
1974, p, 654). Repressed  inP1,ation a t  t h e   f i n a l  demand stage 
manifests i t se l f   ua in ly  -Llwough the  increase  in  savings f o r  
which there are  no out le t s ,  the  growth of f ree  markets and the 
increase  in  the  subsidies budget ( o r  the  reduct ion  in   cer ta in  
Piscal  recei2ts) 

39. On the  basis  02 -i;lle industrial  wholesale  prices under 
evolution, it appears t h a t ,   i n  real terms, unit  output  costs 
were about 4% higher i n  1973 than  in  1965 (see Appendix 2) , 

40. There m e ,  ho:rever, s t a t i s t i c a l  shortconings i n   t h e  
wholesale price  index vtaich suggest that  t h i s  f igure might be 
-too lowJ., The relative s t a b i l i t y  of  the index i s  due t o  the  
fac t  tha% p r i c e   r i s e s   i n  mosJc branches of  industry  are said t o  
have been of fse t  by pr ice  cutting in  engirxering(1).  Given the  
adrai-tted increase  in   the  pr ice  o f  fue ls  and metals, as well as 
OP wages, t h i s  supposed dotmward trend seems t o  be due mainly 
t o  the methodology used by the  Soviets when calculating  the 
ind-ex. The Central  Statistical  Administration  apparently 
ignores a l l  machines intro6uced  since 1961, including those 
which are modifications 02 existing t y y e s  and produces i t s  
figures on the basis O% a fixed smple  of goods ava i lab le   in  
that  year, A s  these  items have cow  into mass production  their 
prices have f a l l en  and s o  p s h e d  the  index dowfiwards, Western 
procedures would probably indicate l2ss of  a f a l l ,  and perhaps 
a rise, i n  engineering  prices and so suggest a s teeper   ra te  o f  
overall inf la t ion  than sl-20vm in   the  Soviet   f igures ,  

41 In the  production  sector  the  inflation  diagnosis is 
based on  +;he increase i n  enteei-prise prof i ts   not   a l located and 
the  increase  in  credits  not  taken up, as they  appear from 
inconple-Le data,  Until 1972 t h e   s t a t i s t i c a l  yearbooks detailed 
the brealrdown or" rnonctûry Pmds which the  enterprises  could, i n  
pr inciple ,   u t i l ize   f reely,  It was a t  tha t  -time possible t o  

(l ) In Soviet  terminology %lachine building and metal working 
industry" 
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N A T O , .  J L E S T K I C T E D  
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Iir& the  evolution of self-financing  arrangements ' t o  the  act1 la1 
u t i l i za t ion  o f  credits  al located wienin tnë framework o f  these 
arrangements, It was noted. -that  the rate of  u t i l i za t ion  of 
Ylese credi t s  was low, i, e.- it ref lected t h e  fac t  that  the 
enterpr ises   in   quesl ioa were unable t o  purchase  the equipment 
>-irr which they had arranged  Piname.  Since 1973 only  credit 
uti l ization  data  are  published, and a link-up i s  no longer 
possible. By contrast, i.-b nay be seen that  in   absolute  fi,wes 
there  i s  a tendency f o r  c ::ur%her dec l ine   in   c red i t   u t i l i za t ion ,  

~ 

-I .. " 

The r e t a i l - p r l c e f i c i a l  datal 

42, It i s  scarcely  possible t o  a t tach  any absolute 
significance  in-flation-wise  to changes i n  the   o f f i c i a l   p r i ce  
indices over a period of -time since -Yne pr ices  mask or d i s t o r t  
the actual  si tuation. Tho t ~ b l e  at Appendix 3, which i s  given 
siraply as an example, shor.rs that the  pr ices  charged i n  1975 are  
very close to   those charged ten years ago, 

4-3. If refereme i~ rnc6.e t o  the  implici t   def la tors  of the  
Met Xaterial Product - as'dcduced by comparing current  price and 
cons tan t   p r ice   s ta t i s t ics ,  it will be  found that  there  i s  a 
slight ?rice increase, This increase, which has averaged 0.87; 
p e r  a,nnm over the pc?& three  yeam,  differs  according  to  the 
types 02 accounts  aggrega-les examined: It i s  apparently only 
0.37: in   the   case  of consumi- goods as compared with 1,736 f o r  
ca?ital goods and stocks. 

44, These sna l l  adjustments i n   r e t a i l   p r i c e  index  generally 
r e su l t  2roni mu-l;u~lly-of~"se-;;'i;in~ price changes of  specif ic  
coruuodities. &or i n s t a c e ,  2ron 1965 to 1972, reductions 
averaging between  15 and 30% were introduced- for t e x t i l e  goods, 
medicines,  preserved food a-n-d a number o f  consumer durables, 
su-ch as television  sets  (reduced  several  times),  ciné  caneras, 
e l ec t r i c  razors, washing  machines, scooters and motor bikes, as 
well as chernical goods and clothing,  while  the  cost of  luxury 
goods (caviar,  sturgeon,  salnon, 1uxw-y Turs and the   l i ke )  went 
WC. 

.- 

( 3 )  Dee  narke ts  

45. Apart from the  o$ficial  markets,  there ar.e indeed 
various f ree  marketsr1. 

46, Agricultural piWdUC-%S, grown on individual  small- 
holdings and generally OP good quali ty,  are sold on the  kolkhoz 
raarl;et, Prices vary according t o  supply and deriland, The 
average annual r i c e   r i s e .  seetils t o  be  around 6.5% (Off ic ia l  
s t a t i x t i i  avemge yearly rise during  the 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



-11- ANNEX t o  
!ziEEaz 

period 1965-1974. ) TI view of  the  marginal  nature of  t h i s  
market(1 ), the  repemussion of  the  increases on r e t a i l   p r i ces  
Ls very  liniteed. But the  number o f  kolkhoz  markets  appear 
t o  be expanding  (from 6,500 i n  t h e   l a t e  1960s t o  o v e r  7,000 
now) Q 

h7. On the  paraY"1 market are found pract ical ly  a l l  the 
co-m..odities t h a t  cmn0-b be obtained a t  of f ic ia l   p r ices .  They 
r m g e  f r o m  everyday consumer goods t o  semi-durables and include 
domestic services (pail.,t.ing, repairs ,  paper-hanging, plumbing 
and e l ec t r i c i ty )  and. pyofessional  services  (lawyers,  d.octors, 
pL-iva.te tutore,  etc. ) This market sometimes enables  factory 
namgers t o  p rocux  1w;7 materials tha t  cannot be del ivered  in  
time, i f  a t  a l l ,  t'mou& o f f i c i a l  supply  channels. S t  i s  not 
therefore, a passing phenomenon but, on the  contrary, a covert 
ninst i tut ioni l  o f  the  Soviet  rQgime, whose operation i s  i n   f a c t  
connived a t  by the  authorit ies.   Officially,  it i s  strongly 
condemned by the  Soviet leaders, but i s  i s  tacit ly  admitted 
that smnyone i s  en t i t l ed  %O make use  of it i n  so  fa r  as he c m  
a f fo rd  t o  do so. The market i s  t o o  diversified for any global 
estimate o f  pr ice  changes t u  be possible(2). It i s ,  however, 
believed  that on the   paml le l   se rv ices  market t he   r a t e  o f  
inflation  corresponds at l e a s t  t o  the  increase  in  wages. 

( 4 )  s a v a  

48. Pazaily savings  are  large and are  growing ra  idly. By 
mid-1975 overall  swings  ûccounts  holdin S to ta l led  8 ,4 milliard 

100 rrillion  accounts  in  existence,  the  average  mount ger 
account  appears -to b e  over 800 roubles,  Savings  thus seem t o  
represent some 40;': o f  the total ,  volume o f  annual r e t a i l   s a l e s  
and 5.5 raonths or" zvemge earnings;  -an amount which .is I 

s t r ik ingly   l a rge   in  'cho context; o f  a ra ther  low standard OP 
l iv ing  c?nd a lack o f  household equipment (televisions,   cars) . 

roubles  (as  against 53 n i i l i a r d s   i n  1971 7 . A s  there are some 

49. This inci-ease in   Sovie t  family savings  cannot  be 
explained by refereme  only t o  Xlestcrn c r i t e r i a .  The confidence 
i n  monetary st&ili.%y and in   the  savings banks as  a whole 
(security by couparison wit11 cash  holdings)  seens  fairly wide- 
spread, This being so, t he   i n t e re s t   r a t e s  (276 for current 
accounts and 4-9: OE money de13osited f o r  a year)  are  not as small 
2s they may seein and may provide  part o f  the  explanation. 
LFur-iihennore,  confiC3?ence i n  money i s  currently  increased by the  
Pact  -that  people no Longer expect  recourse t o  forced  loans. 
m c c o r d l n g  t o  T A C  Sov7"et press ,  the percentage o f  products 

so ld  i n  t h i s  maxC':et, compared with total  production is  as 
fo l lows:  Kill: G$, eggs 1232, vegetables 13Yi, meat 17:'6, 
wool 187;, pol;e%oes 36;;. These are  only  average  figures 
however  which vary considerably f rom one region t o  the  next. 

(2)  See Appendix 4 f o r  sone examples o f  prices on the   para l le l  
market . 
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Nonev w i l l  a lso be  saved f o r  long-term Durc :hases 
particularly  since  consmer  credit  h2s haraly g o t - o f f  the  ground: 
cash is -therefore accumulated f o r  expensive items (housing, cars), 
On the  other  hand, ’there is also a tendency t o  save as a 
precautionary measure ( in   a i t i c i2a t ion  of retirement). But 
s w i n g s   i n  the Soviet Union are  undoubtedly a sign of  a cer ta in  
surplus o f  purchasing power f o r  vhich no use  can be found. And 
the f a c t  th& increases ûre generally announced a t   t h e  end of 
the day, t o  corne in to   e f fec t  at midnight, may be reasonably 
interpreted as a means o f  preventing  mobilisation of available 
purchasing power. 

c 

bac- 
51 State  budget (n i l l i a rd  rouLles) 

9.965 7 973 1975 1976 - m - 7 
Receipts 102.5 187.8 220.3 223.7 
E2qeenditure l0:.6 184.0 217m6 223.5 
Surplus 0.7 3.8 +2m7 +0.2 

Source: See AC/127-W/449 p. 13, tab le  updated on the  
_u_L_ basis of  pess  information 

52. The budget s e e w  to be constant ly   in  balance.  Eut 
budget receipts  include n o t  only  the  taxes  accruing t o  the   S ta te  
but also sa l e s  OB goverment s tock,  advance tax on  income y e t   t o  
be earned- and even Central Bank loans -to the  State. This means 
that mone-tary demand may be created- by inject ing  l iquidi ty   into 
the system. In  addition, budget expendi-Lure includes major 
subsidies  designed  either t o  keep down increases   in   the  pr ice  
oil” proeucts or t o  orienta%;e yrocluction along  the  l ines   la id  down 
i n  the Plsm(1). 

53. The increases -in ind i rec t  taxes levied on cer ta in  
products can be motivated by, a nurber of different  reasons 
depending on whether o r  not %here i s  a concornittant  increase 
i n  the  supply O?” these  products,  In  the first case,   the  price 
increases which they  tr igger o f f  will be  designed to   centre  
if if lation on these  products (luxury goods, including  leather, 
PUPS and 3ewels): i n  the second case, it will no longer be a 
matter OP soakink up purchasing powe5 but of  discouraging 
consumption of goods %oï> which there  i s  no p r i o r i t y  (motor cars).  

v 

( 7 7 r t l c u l a r L y  s u m o  a g m t u r e ,  which i n   t h e  c 
=e s o  large t h a t  they exceed the t o t a l  m i l i t a r y  exTenditure, 
as shown i n   o f f i c f d .  budgets 
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-1 3- ANNEX t o  

( 6 )  -lation i 

54, Two recent  decisions may be interpreted as an 
unofficial  recognition OP underlying o r  potent ia l   inf la t ion,  

55. The pr ice  revisLons aplplied t o  exports t o  the  COPIIECON 
'countries  since -the beginning o f  1975 and the new price  f ixing 
machinery (sliding  averages) ruust  no doubt  be primarily  inter- 
preted both as a means o f  adjusting t o  the  new world economic 
envii?oment and o f  inproving the  USSIi*s terms of  trade, whicn 
had sher2ly deteriorated- i n  -grevious ycars. However, they .must. 
also be seen as precautionary weasures intended t o  fo re s t a l l  
foreseeable shortages i n   t h e  mediwn term. Nonetheless,  the 
irrarginal voLme OP Soviet Torreign trade and the  need f o r  
political, reasons t o  zmicl pressing t o o  f a r   t h e  advantages which 
the USSlX possesses over i t s  a l l i e s ,  limit the impact of such 
pr ice  revisions in t'ne USSR. 

56. Furthermore, the announcement t ha t   t he  growth r a t e   i n  
the  IDP will be reduced during the  Xth Five-Year Plan (1976-1980) 
and the  fact   that   greatel-   csjhasis has been placed on improving 
the qual i ty  of goods whils-k the  proportion  in Group B output w i l l  
3e Limited. t o  2.77; annualLy - could  be an indication that the 
p l m e r s   a r e  arxxicrus -60 ?each a better  balance between supply 
mid deinand and to avoid an lncreasc  in  stocks o f  non-narketable 
products. 

( 7 )  . .  ;' 

57. The underlying ceusss of in f la t ion   a re  also t o  gain 
strength over the next years for the following reasons. , 

58, I n  the first plase, supply remains r ig id  and the 
factor cos-i; OP production tends to gain momenturn. The 
halvessing OP Slberiazs  resourc'es  appears t o  be especially  beset 
by growing extraction cos"cs and sharp  increases  in  infrastructure 
excenditu-e, whihc the marginal productivity o f  capital i s  tending 
t o  fa l l ,  cer ta in  shortages,. 9articuLarly  in  agriculture, have 
appeared recently (especially as mgards  grain) o r  a re  
foreseezble (meat,  because OP the  large-scale  slaughtering 
currently  in  progress t o  cut down on the use o f  grain  for  animal 
feed). 

59. In  addition, demmd seems t o  be r i s ing  more strongly 
t i~an  hi-therto:  Presswe on the  available  basic  resources (raw 
na ter ia l s  m d  energy) i s  rising as  a consequence of  deruand both 
a t  h i n e  and i n  the COXZCON countrics: The Soviet Union i s  no 
longer meeting a l u o s t   a l l  the  oil needs o f  i t s  a l l i e s  as i n  
the past  and it is belfcved 'chat t he   l a t t e r ' s   i npor t s  from the 
OPEC cowltries . .  will rise f o w f o l d  i n  volume between now and 
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1980; a t  the f ina l  deraand stage the  continuing  increase  in the 
wage b i l l  i s  boosting :pumhasing power. The Soviet consumer 
having  developed more sophisticated tastes, the gap between 
purchesing power and polxnt ia l  demand might increase and 
reinforce the. i n f l a t i o n a y  gressures i n   t h e  coming years. 

60, The domestically-genemted  inflation also greva i l s   in  
the  other  East European co~v"llries~ These are also affected -to 
vzrying  degrees by foreign-generated  inflation  since  their 
economies are more seiisi-i;ive t o  outside  influences (some of them 
derive as much as 407; of their  national income from foreign 
trarte, a la rge  pûrt of  which is carried on with the industria- 
l i zed  countries of the  West). A fur ther  reason is that economic 
reforms, espec ia l ly   in  Hungary and Poland,  have reintroduced 
cer ta in  rnax4;e-k  economy  rnec:hmisi.ns through which some pr ices  
resnond t o  demand pull ,  A t  the  same time  enterprises have 
greatep access t o  non-,illocaCed funds thar.1 is the  case with 
-;;he Soviet model; th i s  entai ls   greater   vulnarabi l i ty  t o  
in%lakionary pressure. 

6j, It is not surprising, then,   that   in  general in f la t ion  
should be sunning at; a h.ighep r a t e  i n  the East ,%opean countries 
than  in  the Soviet Union ancl tha t   the i r   l eaders  are l e s s  
reluctant -to a&it i t s  existence, 

62. The twin  effects of in f la t ion  a re  a growing foreign 
t r ade   de f i c i t  and subsidies, which a r e  weighing heavily on the 
budge%. 

G3, The gradmal opening-up of many soc ia l i s t  economies t o  
.world mzrkels in   recent  years, cougled with the rise i n  the 
pr ice  02 lizost 1-m xnateriaLs since 1973, l ed  t o  a revision of 
-%he inLra-COPECON pr ice  system from 1st  January, 1975; as fax- 
as trade between the USSR a d  Eungary i s  concerned, Moscow 
increased -the pr ice  o f  raw materials by an average o f  5256 and 
among thew. oil, by 13576.. lW-l2ler information  regarding  other 
East European countries i s  not  yet  available. 

640 The present higher oil prices  which the  Soviet Union 
charges i ts  z l l ies  are s';il1 &bout one-third  lower than the 
world prices,  although  they =-e rising. For the  other raw 
materials and "Dsic  conmodities  (phosphate,  cellulose, p ig  iron) 
t he  world pr ices  yrould seca t o  be between two and two and a 
half times  higher  than thosa' asked by the Russians(1). Since 
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-1 5- ANNEX t o  
IE?!Imz 

the East European courrtrics  (except  Rmania)  are  heavily 
dependent on the  Soviet Union f o r  their   supplies (90% i n   t h e  case 
of o i l ) ,  price  r ises,   al though smaller than  those obsei-ved on 
-khe world market, a re  a s ign i f i can t   f ac to r   i n   t he i r   t r ade  balance 
def i c i t s  ($I ,8 rnillialqd in 1975) , 

65. Consequently world market fluctuations w i l l  have a 
more rapid - although mrked. - ef fec t  on COT4ECON raw material and 
oil prices   than  in   the past, since the  l a t t e r  will be determined 
each year on the basis o f  -bhe f lex ib le  world pr ice   scale  over 
the  preceding  five years. 

66. Inflationary pressures are aggravated in  Eastern 
Europe by three  additiond.  Tactors, The East E u r o p e a  countries 
have not  raised  the  prices of their  exports t o  the Soviet Union 
t o  the scmo estent  (perhaps 15$); the  Soviet Union cannot  cover 
all its all ies '  energy  requirements so  some of  the latter w i l l  
have t o  buy more and  ore on the world  markets, and par t icu lar ly  
from the  Arab countries (a development which  must cer ta inly 
increase  their   f inancial  difficulties); t h e  world-wide recession, 
by reducing  the clemancl Bor Eastern  exports  (particularly as 
they  are of ten  o f  dotrb-tful quality), has further worsened the 
balance of pqments situation of the  East European countries. 

67, The Zast Europeari countries  are  encountering growing 
f inancial  problems in their trading  operations with the  West, 
For the geriodl 1970-73 their  de f i c i t   t o t a l l ed  $8 milliard, for 
the  single year 1974 $4 n i l l h r d  and f o r  1975 between 565 and 
$5 , 5 milliard, 

JI ,  COUNTRIES SITUATION 

A, m 
68. I-lungary bas a reXa-tively high per capita income 

($2,100). The rise i n  -incones over t h e   l a s t  few years has been 
rap id  (wcgcs increasing a t  a pace OP 14 t o  1696; pension  allovrances 
a l s o  r i s ing  in 1975 and 4974), 

69, The evolut ion  in  the  purchasing power has gone hand 
in hcnd with a satisfac-koz.?r increase in the  goods and services 
available. A s l igh t   in f la t ionary  g ~ p  has  nonetheless appeared. 
The au-khori-ties do, i n  fact ,   concede.=  increase  in   the  off ic ia l  
retail  pr ice  index: h average of  l .g?; up t o  19'74, 3.5% in 
1975 and an expected 1+,5?; 112 1976, 

70, Yhe Pact that  pr ices  have recently been r i s ing  faster 
i s  due nalnly t o  external  in19ationary  pressure, As a r e su l t  
Lne t rade   def ic i t ,  1~7hich vas  around $600 mil l ion   in  1974, is 
OU t h e  increase. For the Z'irst nine months of  1975 it apparently 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



ANN?X to -1 6- 

reached around $775 million, GOO million of  it with the West( 1 ). 
Tne deterioration h .the terns of t r a d e   i n  j975 (-8% with the ca4!fEc0N countries and 4;; with the Wcst(2) rather  than  the 
increase i n   t h e  volme o f  Lnports explains t h i s  trend(3). This 
could  lead t o  fuï-ther  infla-bibnary pressures of  external origin. 

72. To meet these  di2fictl l t ies,   the Hungarian Authorities 
have increased  res t r ic t ions wi$h m eye t o  bringing  douestic 
prices i n t o   l i n e  t:Jitl? world prices.  Various measures  have  been 
taken t o  cur ta i l   the  esrtomal def ic i t :  The fo r in t  underwent 8 
5:; revaluation on 1 s t  Jm-imry, 1976 i n   r e l a t ion  t o  the  dollar 
(41.3 fo r in t s  t o  a dollar,  as against 43.5 previously), and t h i s  
should case the  posit ion for essent ia l  imports froin the West. 
On the other hand, the ZoAnt has been  devalued 5% i n   r e l a t i o n  t o  
%lie rouble (1 rouble = 35 forin-bs). 1% is  l ike ly   tha t   s ince  
it has become more difficult t o  e,xport t o  the West, some exports 
will be redirected Eastwards, At the same time new tzxes have 
been placed on non-priority i q o r t s  whilst certain  enterprises,  
which depend for. their   l ivel ihood on foreign  trade, 2re t o  
receive subsidies ( 4 ) .  

73. The cost  o f  donestic subsidies w i l l  also be gradually 
reduced; a stage-by-stage aU,menl of consumer prices on 
producer  prices and o f  producer  prices on international  prices 
is being  introduced-. CE 3OYn Novenber, 1975 the government 
announced a se r i e s  of  price increeses(5) which came in to   e f fec t  
on 1 S% January, 1976 o r  vi23, be introduced  during  the  year 1976. 
On 1 S% December, 1975, the   pr ice  o f  sugar went up 50% i n  order 
l l t o  relate  consmer  prices as closely as possible t o  current 
cosbs and producer  prices*g. On 1st Jcnuary, 1976 there were 
price  increases f o r  certain  building  materials,  furniture and 
p q o r  and office  supplies, as well as  f o r  a nuaber o f  services. 
.Buil&ng  matarial-s vent up by about 22$, furni ture  b between 
3% end 4"/5 and paper and s t ~ p ~ l i e s  (except f o r  schools Y by between 
10% and l!j$. " . 

i n  hard currencies.  taking  the  resulting surplus into 
account, Hungary's deficit  in  convertible  currerrcies was 
less than $500 million 
Following e much stronger  deterioration  already  felt i n  1974 
h official  Hungarfan,es-timate puts the  proportion  attribu- 
t ab le  t o  tine deter ionv3on i n  the  terms o f  trade a t  68$ 
The non-commercial fo r in t  (used by t o u r i s t s )  r a t e s  
20.65 f o r i n t s  t o  the dol lar  
T M s  i s  the t h i rd  pr ice  rise since the beginning o f  the 
year: The other two were i n  January and August 19715 
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T h ,  International postage and railway ra t e s  have also been 
ad$..wl;ed; the  cost  of sani ta t ion  services ,  and even of domestic 
waste disposal, has been increased and. the   pr ices  of asphalt, 
motor o i l  and dye produc-ks are goiag up by between 10yS and 1576, 

75. Lastly, it is  planned t o  raise the  cost  of meat and 
Iliea-E jjrôdticts by another 32:: o r  33% on 1 s t  July,  1976; for 
poultry and f i s h  the rise v1211 be l e s s  steep. 

76, To cushion the  e:?fect of these  increases on the public, 
it has been ofPicial ly  announced tha t  measures t o  improve.wages 
and incomes will be  inpl-enented In  Ju ly  1976. But these wzge 
increases should no t  compensate f o r  the   r i se   in   p r ices .  

77. There  has  been a steady r i s e   i n  wzges and incomes i n  
Poland over   the  las t  t3iLY1ce years. Salar ies  have i n   f a c t  risen 
faster  than  productivity and, have a l s o  outstripped -the increase 
i n   t h e  g0od.s and services  available(1) so  it is  reasonable t o  
speak of -the existence o f  cost-push and demand-pull i z f l a t ion  
i n  Poland. ( A  f a i r l y  la-ge proportion of foodstuffs are 
purchased on t h e  para l le l  mzrlrets 1 

78. Polandrs most SCi-iOUS domestLC economic problems stem 
2ron  sharply increased  l iquidity,  which has not been fully 
absorbed by e i ther  produc"iioa o r  price  increases. 

79* The Level 02 consmption i s  high and private  saving 
has increased sharply a t  an average raJ;e o f  44.595 during  the 
71-rj'/+ period,  Savings a t  present  represent two and 3 half 
nonths of  m average s a l aq~ ,  Eowver, t h i s  development  cannot 
be exclusively  Ûttributed ?O Inf la t ion;   the   r ise   in   savings 
would seem -bo stern rcther 2:rom the  ambition of  more and nore 
families t o  acquire a hone Oi- consmer  durables, a rnotor c m ,  
f o r  example. Since If-ktle consumer c red i t  i s  available,  they 
rmsL have priol? savings  to do this and these  are  deposited  for 
Q while in   the  szvings bmks. 

80. The r e t a i l   p r i c e  index has jumped from 101.1 i n  1973 
t o  108.4 i n  September 1975(2). But t h i s  index i s  %iased" and 
probably  vnderestimates the Teal r i se .  However, the  Polish 
Goveimwnt seems t o  have  accepted  the need f o r  a re turn t o  more 
L-ealis-iAc pr ices  and a t  t'ile Congress o f  Vorld C o r n m i s t  Leaders 
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in Warsaw j-n December  1975. XI?. Gierek s ta ted  that l'the  five-vear 
old Îreeze on  food pi-iccs-bould  be ended i n  1976as  In any c&e, 
it i s  now considered  impossible t o  hold down the pr ice  o f  basic 
commodities t o  t h e i r   l e v e l  02 five  years ago. The  1976-80 Plan 
ant ic ipates   pr ice  rises: A 2% implicit   price  r ise  appears for 
l976 &mg t h i s  l ine ,  

81, The most irnpor-tant factors l imit ing Poland's a b i l i t y  
%O deal with inflationaq7'  pmsswes are  the  po l i t i ca l   s ens i t i v i ty  
of wages and price  policy,  which inhibits the attainment of 
a better  Salance between wage snd pr ice  levels and a deteriorating 
'ualmce OP trade - Polandts cumulative Toreign t rade   def ic i t  
during -Yne 1975-75 period was probably $6.4; bil l- ion ($7.5 def i c i t  
vis-&-vis  the West and I b i l l i on  COTJD~CON). It makes a sharp 
oxpmsior?, of  exports  highly  desirable,  but t h i s  would r e s u l t   i n  
domestic sqp l i e s  being k q - t  below -the desired  levels. 

') 82. Consequently i n  the new Five-Year Plan pr io r i ty  will 
be. given t o  increasing  production  both f o r  the domestic and 
foeeign marlzets (respectively "7% and +14Y6). The au thor i t ies  
na in ta in  that the  iragrovement of  real l iving  standards remains 
en essent ia l  aim and wotrl-d continue i n   s p i t e  of  the   p r ice  
inc;-ieases, However, as stated by Ivfr. Gierek "wages will r i s e  l e s s  
i-Epidly th= during  the  period 1971-75 (1  696 t o  18% as against 40%) 
and i v i l )  depend on increased  productivity", 

resouryes  (especizl ly   iqorted)  and t o  avoid  excessive  indebted- 
ness which  could be detr inental  t o  the capacity of the  country 
t o  import   essential  capi-kalr, goods i n   t he   fu tu re ,  W.!, Gierek 
ca l led  foi- i*bet ter  work organization,  savings  in energy and raw 
n e t e r i a l s  Sind an end t o  vaste and all forms of negligence1$. It 
has also' been announced "?aL a tax on imports w i l l  be introduced 

! 

q 3 .  In  order  to  mach a be t t e r   u t i l i za t ion  of the a ra i lab le  

short ly ,  *$\> 

C, ?<mania 

84. 02 a l l  the  CGICECOX countries; ' Rumania (along with 
- 

Toland) i s  t h e  least. dependent on the  Soviet Union for energy 
and raw n a t e ~ i a l  supplies. A t  the sane time, it is  one o f  the  
most open t o  trade with 'Che Vest and s o  bears   the  ful l   brunt  o f  
tlorlc?, in f la t ionary  presszmes. 

85. Alth,ough  .the government denies it,. there   are  
in6ica"cions th$-% price x3"cs have taken place in  recent  years and 
that % ~ e y  Vicie big  enough %O cause some discontent and even, 
according t o  reports Îron emigrbs, t o  spark off local   s t r ikes .  
P r i ce   r i s e s  were announced by the au thor i t ies  as early as las t  
s m e r  and have  been  explained as resul t ing  inevi tably from the 
floods which reduced agricultural output and the  supply o f  cer ta in  
consumer goods produced Locally (mainly fiels, building  materials, 

1. l ea ther  and textDles). 
T R I C T E D  
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-1 g- ANNEX t o  
-8 

D. German Democr- ". 

86. Of a l l  tine East European countries,  the GDR i.s 
certainly  the one with the most mcnipul-ated and l eas t   r e l i ab le  
s t a t i s t i c s .  Th i s '  makes it extremely d i f f i cu l t  t o  judge the 
actual economic s i tuat ion and the  degree of inflation. 

cornoditics would be adJus-ted as from 1st January, 1976. 
Official  'assurances  that  these  increases would not, a f f e c t   r e t a i l  
prices(1) sound very hoLLow, since werage price levels are  
steadily  creeping up 8 s  e. r e s u l t  of inexpensive goods being 
quietly  replaced by almos-8 ident ica l  but more' costly ones of 
@.gh.tl.y be t te r  quali-by. , 

average is 820 Marks gross, 680 net  roughly. The  new Plan 
anticlpates a very modes3 rise of  incomes (L$) parallel t o  the 
increase  in  the planned supply OB consumer goods. 

87. It was annou~lced t h a t  wholesale prices or^ basic 

I t  

. . .  

88. Wages have been frozen at a f z i r l y  low level ;   the  

89, Tlne decision taken at the s t a r t  of the 1971-75 Five- 
Yezr Plan t o  give  priori-ty to consurner goods and promote higher 
Living standards thus seems %O have misfired; external pressures 
appear t o  be l a rge ly  responsible f o r  this. 

90. There zppears t o  bo a big t rade  def ic i t :  According 
"eo OECD s t a t i s t i c s ,  the GDIi has accumulated a balance o f  payments 
de f i c i t  O P  5 bi l l ion   va lu ta  Harks with the Vest since 1970( 2) . 
Only Vestern credi ts  havé nade i L  possible f o r  the GDR t o  carry 
on trzding with thhc West, but this f a c i l i t y  is gradually being 
run dom i n  spi te  o f  the rumiXicial  decision t o  s top  importing 
Vestern  consmer goods. In 1974 the GDR reached a trade surplus' 
of  400 valuta Marks i n  its CO!!IIECON trade,  

E. Czechoslovakia 

91. This country has t o  face  certain aomestic d i f f i c u l t i e s  
ar is ing from sn'ciqmtcc? industrial  apparatus, a ser ious 
nanpower shortage and %he uacompetitive  nature 02 i ts  gooZs on 
foreign markets (both COXECOR and Western), However, there  are 
no sS.@s of  a serious d i s p a r i t y  between supgly and demand 
(exceyt f o r  housing where the shortage is severe).  Inflation 
i s  rwaing  at c?roun& 1%; since  p-oductivity  has  risen s l i g h t l y  
2as%er th= %ia.ges, there is no cost-push inf la t ion,  The general 
re ta i l  price index is  rornar~rably stable;  prices are frozen a t  
%be 1971 Xevel. 

POT c e r ~ o 1 * ~ e ~ c ~ n s m e r  goods; furniture,  
c c ~ e t s ,  coXoursd Lolevision, which are considered non- 
essentLial 

(2)  Other sources put t h o  -6eTici.t at 1 O b i l l i o n  Harks 

-l g- 
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b ceneral 'xwtail pr ice   level  unchanged Ifat the  beginning o f  next 

-20- 

92, Several times LE Novem3er 1975 14.r. Husak and 
Nr, Strougal voiced the government's intent ion t o  keep the 

yearft. Tho 1976 Economic !?lm is based on unchanged consmer 
9rlces. According t o  Xcstei3 observers,   the  official  
Lzlarat ions do nct exclude -t'ne poss ib i l i ty  of subsequent 
increases O% prices,  possibly during  the Summer of 1976, for 
although t rade remains i n  balznce  there i s  growing pressure 
from subsidies (trith a l l  %he risks of in f la t ion  stemming from 
budgetay  transfers and subsequent p r i ce   r i s e s )  

F, m 
93. Although ef2orts have  been ruade t o  speed  development 

and industrialization,  Bulgzria seems t o  be re la t ive ly  immune 
Pros inflation. This is probably  explained by the  special  
re la t ionship which exists with the Soviet Union, which gives 
i ts  itlezst-developedi: ally substant ia l  economic assistance a d  
even seems prepared? t o  boos-k i t s  aid suf f ic ien t ly  t o  o f fse t  
all the increased c o s t  of BÛLgaria's imports. 

94, Bulgaria i s  consecpnt ly  not knotm -t;o have considered 
fomulae for relating donestic -producer or  consumer prices to 
world- or COl@,COP.J trade prices, Nevertineless, the  Bulgarian 
Comuï>ist  Par%y Vhesesff on raising  l iving  standards up t o  
1990(1)' stated that i tretail  pr ices  of: goods and services must 
s t i l 2  further correspond t o  necessary social  labom  outlay,   to 
quality and fashion requirementsit: T h i s  would appear t o  be a 
warning of  possib'l-e consmeï- price  increases,  similar to that  
made by Party Leader Zhivkov i n  a Burgas  speech i n  August 1975, 
The message seem t o  be -khat i n  the mediw-tei-n, quality 
-improvements will no longex- be subsidized  but  aust be paid SOP 
by the public,  i.e.  increased  production costs  will be  passed 
along t o  the consumer. 

III. PROSPECTS 

35. Drastic economic Measures are t o  be taken i n  all these 
count r ies   in  order +O diminJ,sh the  growing  burden of subsidies . 

and t o  restore more balznced extema% accounts. 

96, Two of then - Eungary and Poland - having  reintroduced- 
cer ta in  mail!ret mechanisms in -the sphere o Î  prices and wages 
have already taken.or  unecuivocally announced consumer price 
increases, They a re  aiming a t  establishing 8 more r e a l i s t i c  
re la t ionship between world, intra-COICECON curd domestic prices. 

UI 

. .. 

ubsequent t o  the 
experts meeting 
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The other four which LIP to now try %O stic! 

t o  

L t o  centralized' 
planaing cul" t o  avoid prfcc r ises-do not seem able t o  resist 
indcPfniteIy, the U O F ~  so since the , increased  costs of 
i~~por- tcd  eneqg, L - ~ I V  malerials and! .  cap i ta l  equipment have not 
yet nade their $3111 fu~ac';, the USSR being unable to meet all 
the :tu%ure energy needs of i ts  allies. 

. ,  
97. LFurthemore, in order %O reduce t h e i r  external 

indebtedness, al1 East Ewopean COMECON countries  consider 
limitations of iupor-ts 09 Zess essential products. However a 
cu:Az-ilment of advLxncod techcological imports from the West 
which would slov? economic growth will be delayed as l a t e  as 
possible especially thh-rbough increased  recourse t o  loans tha t  
the Western covntries stand ready to allocate in order t o  
rnain-%c?in their exports f1otzs. 

-kheomtically a fundmental aim of the 1976-80 Five-Year Plan  - 
will not only be jeopardized i n  the next few years but will also 
indirect3.y depend more heavily on Poroign credi t s  (whether they 
come f r o n  ji4oscow o r  1;estern a s s i s t a c e )  . 

98. I n  such conditions the iraproveuenl; in l iv ing  s-kmdards - 
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l '  

. . . 1,  . . The  domes-i;ic  money supply - %,e. notes  issued and the  
volume of deposits - i ts  -Lailored'to remain i n  harmony with the 
development Plan, and kept i n   l i n e  with the  f inancial  needs o f  
production and coAlsmption. Theoretically no overal l  imbalances 
can m i s e  through the build-up o f  surplus  credit, Above a l l ,  
t hose  t w o  c i r cu i t s  8i-e cu'i; o f f  from each other, 

(i) The bank money c i rcu i t ,  is used f o r  transactions 
between enterprises,  and deposits,  under the 
watchful eye of  the Central Bank, are  kept a t  the  
minimum level- compatible with production 
requiwmm-bs. The ['rouble  control"  applied by the 
Central Bank ,  which both implements and controls 
the Plan,  mans that Yne enterprises  are  only 
allowed the  capital vJirricl? they need fos t h e i r  
investmen-ks(1). The puqose  o f  t h i s  form of  
control is 'Co prevent the build-up by tha 
enterprises ors" i l l e g a l  raw material  stocks o r  
reserves, ..% 

(ii) The fi22rrciaay c i rcu i t ,  which is res t r ic ted  t o  
privaLe  individuals (workers - consumers) offers 
a spending choice  United  in   pr inciple  by the  
planning system t o  an official   assortment of goods 
and  service^. 

2, Produc-tion is  n o t  ,@.ded nor  prices  themselves affected 
by consumers~  preference, Consumer credi t   ex is t s  as an ins t i tu t ion  
but is very- l i t t l e  used as y e t  arAd it. is  still not authorized f o r  
the purchase o f  some i%eas such as cars; consumers must therefore 
s ~ v e  up i n  advance for the  purchase o f  the  major durables. 
Surplus purcheising power, generated i n   pa r t i cu la r  by  wage 
increases, .has .often been absorbed h the .past (this was l a s t  
done i n  1956) by forced  savings,  Currently it i s  r e f l ec t ed   i n  

increase  in  private  savings  deposits,  

3e L i t t l e  is  finom 02 the f inal   use  which the many 
%iddle mengo operating i l l ega l ly ,  make of t h e i r  p ro f i t s .  Their 
op t iom are limited: no direct investment  abroad,  occasional 
OpportmPtfes  (extremely few and far between) to  acquire  foreign 
banlvlotes (convertible  currencies bought fron tour i s t s ) ,  

VT'TZE ~ g ? i ? ï s ,  r~entreprise   face a 
l*EtaL-(USSli: the enterprise and the  State)  (Seuil ,   Paris 
W741 
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N A T O  U M C E R S S I F I i 3 D  
"" 

4 3 -  APPENDIX 1 t o  
KFRIEX30 

investments i n  works of  a r t 9  i n  ..old o r  i n  jewellery. Money is  
undoubtedly invested  in  housing sit is believed  that  one-third 
o f  all households own %heir apax-tnenls), i n  fldachasit o r  i n  motor- 
cc?rs, It elso seems 1i:rel.y that sone of the  proceeds o f  i l l e g a l  
ac t iv i t i e s  are reinvested i n  stocks t o  be so ld  on the parall-el 
~arkets, bu-i; obviously there  is  not much benefit   in  reinvesting 
il2 stocks t o  make ye t  more money which i s  useless  unless one 
wishes t o  pride onesel:? on being a %-ouble  millionairett,   In 
short ,  %he benePits f r o n  vast i l l ega l   p rof i t s   a re   l imi ted  and 
leads one to suspect t h a b  s o w  of  the  mecdotal  evideace on . 
black  Earkets shovJ-d be -2rcated with  caution, 

4. The external   c i rcui ts  are cut o f 2  from the  domestic 
c i rcu i t s  -to ensure 'chat any InS.ov;r of  foreign  currency - whether 
p-oduced by- 8 trade surplus QI- by borrowing on the  international 
r;zarl-re+, L. b~ill not create ~unmn-ted money, 

5 ,  Tile tradit ional  non-convertibil i ty o f  the  rouble, 
vrkich was even maintailled i n  A947 and 1965 when economic and 
monetaqr x-cforrns were cwr ied  oxt ,  nakes for two prices  systens: 
pr ices  f o r  the   internal   uarket  and pr ices  used in   fore ign   t rade  
contracts, 

6, Planned pr ices  m e  not  of  the  basic components of 
econorilic calculation and socialist   planning, They provide  the 
mems of  imgolementing the Plan (ezp-ecsed in   current   pr ices) .  
Prices w e  planned i n  such a way as t o  ensure  that  comoàities 
w e  related -to purchasfng 201rer; this uust apply not  only  generally 
bu% also f o r  specif ic  groups o f  products and areas of  consumption, 

7, Pr ice   levels  20%- essential  cormodities  (macro-prices) 
are Pixed wit11 a view t o  achieving certain required proportions 
i n  -t;he process of dis t r ibu t ion  OP the  national income. A State 
ComQitLee, formerly connected with the Gosplan m d  now responsible 
'Co the  CounciLl OP 1U.nisters i t s e l f ,  deterraines  these  prices 
(Che 1365 reform 1-nüde no x%idarnental a l te ra t ions  t o  t h i s  system), 
In  t h e  case OP o-ther prices,  -the Comi-ttee lays down genera.?, 
guidelines and leaves it t o  the decentralized  bodies a t  regional 
level t o  take d e c i s i o ~ s  on L-kefi-by-item basis. 
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W 1  F I E D 

APPhmlX 1 b œ24- W. 
3. The progress i n  productivity is: 

, e i ther  used t o  offse- t  the unavoidable rise i n  cost  of  
some factors  01- 02 import prices;  

-.) ' . or' used t o  ewJ$.e wage increases t o -  be granted; 

- o r  passed on by reducing  the  selling  price of items 
whose consmption i s  intentionally promoted for 
soc ia l /po l i t i ca l  o r  economic reasons. 

I O .  As sell ing  prices  usually  include  indirect  taxes as 
well as the manufacturerst  production  costs and profit margins, 
it i s  possible t o  peg thcm t o  some extent, even i n  the face of  
increasing costs, by redcrcl'lig Yl-re tax on turnover o r ,  when th i s  
tax has been redwed t o  nil, by granting budget-funded subsidies. 

pr ices  which are s e t ,  %or  each en terpr i se ,   a t  a level  which 
normally  covers  production  costs and allows f o r  a small aark-up. 
Since, however, the  prices 09 the inputs are  themselves 
&cdtrary, some being st.bsi&ized, the wholesale price  index 
cmnot be read i n  the sane way as i n  a market economy and its 
movenen-t upvm-8.s o r  davm~rards over a period of tirfie is an 
inaccurate  indicator o f  ini"!-ation. 

11. The vholesale prLce ind ices   re f lec t   indus t r ia l   sa les  

12. In addition, the v e q   s t r u c t u r e  of the wholesale price 
index mainly indicates aveilage prices  calculated on t b a  basis o f  
a Sixed smple  o f  goods which have come in to  mass production and 
have therefore  decreased in price. For t h i s  reason, and f o r  
others  too, a ccutious vkew ~ m s t  be taken of the methodology 
used i n  prepEi*i.lng the index. 

'13, The r e t a i l  price index is 'linked with the  wholesale 
pr ice  index l e e .  i n  principle,  with tne production costs o f  
the  enterprises. It also '  incorporates  ttdownstremtl  price 
factors  such as transport, ais t r ibut ion,   the  p r o f i t  03 the 
dis t r ibut ing  enterpr ise  a d ,  where appropriate, t a e s  o r  
subsidies. 

. .  

14, The index has rcnained s teady  af ter  showing a long- 
tern downward trend be%ween 1950 and 1965. This overall  
s t a b i l i t y  is nchieved by different increases and decreases i n  
ind iv idua l   i t em which are intended to o f f s e t  one another. Here 
again, however, tile  index is heavil-y . s l a n t e d  since it probably 
overestima-kes the  value 09 ftimproved quality" and takes  account 
neither OP 3Ei.ces paid. on the parallel  markets. nor o f  t he  many 
pr ice  violations which occur on . t he   o f f i c i a l  markets. It. 
includes few new items (tbc l i s t  OP a r t i c l e s  has hcrdly changed 
since 1950) , end thus ovcua-emphasizes the   eÎfect  of  decreasing 
costs,  nor is it affected by price increases i n  goods which w e  
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reputedly new but r emi=  basLCally the sane, Because of  the 
increase in incom whLc11 avcpaged. 4.6% between 1966 and 1970 
a d  Q 6  betwaon 1971 and 19?5, aad which has had Û rrlarket impact 
on the  pat tern of  conswp-h.onp the goods l i s t e d   i n  the index now 
account f o r  only 50% a t  nos% of  overal l  household  expenditure, 
In  other words9 the s-i;.zbFlity of the  oi"ficia.1 pr ice  index r e l a t e s  
to only helf %he goods anfi services used by an average  household, 

15. The Soviet Irlu2;horities * attLtude tovlrards inf la t ion  
diSe;-s  from tha t  of 1JesCel;"il govermnents: th i s  is because the 
aims aYrd the means tha t  can  be erllployed t o  combat it are no'c 
ident ical ,   In   the East, anti-inflation  policy  consists first 
and Por mst i n  ca;nou:?lagfng the phenomenon and preventing it 
f ~ - o s  becorning appcrcnt, by mans of  variotls techniques  like 
rn,mlpulakions of  index, subsidies, etc. . . IlIIen it comes t o  
balmcfng supg3.y and demand and cambaling excessive  purchasing 
power (v~hosc growth c m o t  be controlled  indefinitely,  even i n  
m auIAo;-itnrj.m system), the action the authori t ies  can take 
is  s t r i c t l y  limitecl, 

16, First, it is ve-ry d i f f i cu l t   t o   co r rec t   i n f l a t ion  by 
m a s  of a general rise i n   r e t a i l   y r i c e s  without jeopardizing 
'&e ini;errela"cions md  t h e  coxplex f sb r i c  o f  the  Plan. Only 
l-irnited chmges i n  the price OS specific  i tems are designed t o  
achieve a p a r t i a l   b a l a c e  between supply and demand. 

17. Second adjustments by increasing  the  supply of  
consumer goods by real locat ing  factom o r  commodities towards 
autoxobile  industries,  construction o f  dwellings,  etc.,  clash 
with p l a . l n g  p v i o r i t l e s ,  glvcn t o  the  production of a m s  o r  
cap i ta l  equipnent. For %ho plLamers production of consunle?? 
goods cCw onlf  increase as productivity i n  these  sectors 
improves. But the bvreausra-lic and  mandatory character o f  the  
P~AZI, as we31 as %he rigid3.ty of  the system, prevent any 
lasting  increase  in  produc-tivity and hence of  production. 
The disappearznce o f  margin& firms which, in a l ibers1  ecbnony, 
contribu'ce t o  the optirnw  aLLocation of t h e  factors  ' i s  
re la t ive ly  musual  i n   t h e  USSXL, although  perhaps more frequent 
i n  Zastern Europe, The Gosbznk plays an important r81e when an 
en@eqr ise  g e t s  i n to   B inac ia l   d i f f i cu l t i e s ,  normally providing 
additional funds and advice where necessary.  In  the l a s t  resort, 
the Gosbmk can even dec lwe an enterprise  insolvent and generally 
take over, reorganize and nanage the bankrupt  plant. 
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N A T O  . U N , C L k S S I F I E D  

18, Since it i s  so d iPf icu l t  t o  take  steps  affecting  prices 
and supply,  Socialis-t P l amers  l i ke   t he   au tho r i t i e s   i n   t he  have 
recourse t o  a th i rd  way in order t o  avoid  inflation:  they 
constantly  try and ad-just demand by incomes,  budget and saving 
policies,  For instance,  they endeavour t o  res t ra in  wages r i s e s  
t o  increase  the non-monetary element o f  remuneration  (provison 
of  f ree  medical, social,  educational and recreational  services) 
and t o  extol  the advantages of consuming intangibles  (e.g. 
cul ture)  or col lect ive items, a s . t h i s  does n o t  en ta i l  an increase 
in   tangible  commodity output t o  match the monetary demand, 

r a l l y  show a surplus, However, due t o  the fac t   tha t  budget 
receipts  include  in  addition t o  normal taxes  certain  Treasury 
xZlnds, some doubts  can be raised as -to their  t rue  meaning. 
Even  when the Budget i s  agparently  balanced, expanding 
expenditure may increase the money stock  without a counterpart 
and thus be inflationary,   In  addition a balanced  budget may be 
inf la t ionary w i t h  receipts  and expenditure  reaching  increasingly 
higher  levels,  i f  the  higher  taxes which households are  
required t o  pay cause them no t   t o  spend less but t o  reduce 
their   savings , 

19, The Sta te  Budgets of the  USSR, when implemented, gene- 

20. In   addi t ion  to  Y~la-b, subsidies - a means used from 
time t o  time t o  moderate t h e   r i s e   i n   p r i c e s  - lead t o  an 
incorrect   d is t r ibut ion o f  the  f x t o r s  of  production  both i n   t h e  
short-term anil in  the  rnedim-tem~  Their  effect  is  not 
necessarily  inflationary  provided  that  they  are  financed by 
higher  taxes. 

21, Fiscal  policy  (increase  in income tax and VAT) i s  
currently used i n  order t o  reduce  the  pressure o f  the  purchasing 
power o r  the  desire  to  procure  certain goods which a r e   i n  
short  supply (cars , apartments ). 

N A T ' O  U-IIJ.C L A S S I F I E D 
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N A T O  U N C Z A S ~ I F & ~  

2. Structure (percentage) 
T;r;?olesale p r i c e  100 100 100 IO0 100 
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Refrigerators (Dnepr) 
Wzshing nachines 
Television sets  
Rents (per sg.m) 
Bus fares  

.. -." 

-l 970 

2.00 
- -..._ 

0.10 

Q* 90 
3.60 
l .80 
3.00 
4.50 
0.96 
O. 30 
2.90 

320 
l Q0 
360 

O. l 5  
0.05 
- " 

1972 
_."" . 

3.10 
o. 10 

O. 87 
3.60 

3.00 

O. 30 
2.90 
q.20 

85 
520 
0.15 
O. 05 
" 

" 

-."" . , ... 

2.00 

3.20 
o. I O  i 
O. 87 
3 .  GO i ! 
1.70 i 

4.50 i 

i 

2.80 I 

0.30 l 

l 
i '80 

0.15 
O. 05 I 

I 

I 
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c 

. iw 

p... 
b 

PRICE, OF BJLCR PWCET GOODS IN THE S 
""TFO" 

."_I.""- 

ITEM 

.L"*) 

Skir t  

Ladies Tights 

Ladies Stockings 
(syntI1etic) 

Gents Shoes (Leather) 
I-Lalian 

Ladies shoes (Winter) 
Italian 

Lea-thex* Gloves 

Tai3e Recorder - Various 
types 

Western Sty le  Jeans 

Spor ts  Jc,?.cket 
" "" 

.- 
OFFICIAL 

PRICE 

7.50 

2.50-3.00 

4-5 

75 

12 

60-70 

20 

$ 2  

200 

IE)O-200 

j0 

To 7,000 

80 

200 
."-. 

(1 ) These prices ai-e given as meye Instances because they 
are based on very l imited sample of observations. 
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Totd. p 3 c e  index 

Total price  index 

among them: Foodstuffs 'i02.5 102.4 102.7 109.1 109.1 

anon5 th.ern : 
RetaalJ- -brade o f  the 
s t a t e  m d  co-opera- 
t i ves  IOl.5 100.7  100.6 102.2 102.8 

Free food markets 107.6 111.9  114.3 135.1 132.8 

Alcoholic 
beverages 

Other 
commodities 

100.0 100.0 100.0 124.6 127.3 

97.2 96.9 97.1 98.6 lOO.6 

U I L C .  - -...L5w 

Irncluding restaurants and free markets 
January t o  Septembe!: 

Source: Biuletin  Statystyczny No. 11/75 
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