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INTRODUCTION . ' :, ' : 
;. :, .: 

. .  , . .  . ~ ,  - . D$giised'  Inflation  in USSR, Katsenelinboigen, . - " 
. , ,  , . . , . ' , '  .,- . . D.. 101 e t  sea. 
,~ . 

. . .   . . .  , .. . . . .-L Impo&ed rrifiatlôn, , H . ,  Machomki. ' Note  submitted by the 
German Delegation (to be  pî-epored at  the meeting on 
15th January. 1976) 
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distribution and redistribution of national 
income  follows  the  desired  pattern and that 
allocated  purchasing  po:.ier  corresponds  to  overall 
availabilities of goods and  services. 

3. Nonetheless,  inflationary trends exist and this is 
acknowledged  not  only  by  economic  experts in the  Easterrr'ctjuntries, 

. .  t also . . oflicially. . . . .  

(i) In the USSR the  economist  Kronrod  (Gosfinidzat 
7960 p. 3 b d  recogjni'séd  the  existence  of  this 
phenomenon in the  early  sixties. On several 
terms  to  %nsatisfieC!  demand",  "latent  demandif 
occasions,  Federenko aud Atlas  refer in veiled 

and Ifforced  savingst1. I. Konnik  (Ekonomidzat 1963 
p. 243) also  expresses  concern  at  this  trend  and 

April 1975 reported in %e Mondefi  of 
only  recently Mr. Brez'mev  himself  (speech of 

16th  December, 1975) deplored  the  existence of 
tlrepressed  inflationti. 

.(Ai). 
. . " 

. ~. the other .Eastern.  countries,  the  limits and 
'%ortcominns of ~lannim are  not  admitted. 
inflation  ïïeing  âttribuEed to external cabes, 
and  especially  to  contagion  from  the  non-Communist 
countries. . The  highest  authorities  (Gierek, 
Iiusak) contend that inflation is unavoidable  as 
a result of the world-wide rise in prioes  and  are 
giving.notice  of  price  increases and 

. .  psychologically  preparing  the  public for them. 
Forexample, it is being  explained  that prices 

consulted  and  without  jeopardising  adequate 
in  Poland will go up after  the  workers  have  been 

~ ~~ 

.. 
~. increases in real  wages. 

he  imbalance  between  the  money 
e domestic'economic  level,  th? 

(i). in many cases,  the  dates  on  which  the  goals  set 
fo r  the  different  factors of production  are  actually 
achieved  ,differ  fron  those  laid  down  by  the 
planners; 

(il) ' actual  costs  may turn out t o  be  higher  than 
anticipated  as a result  of  inadequate  productivity 
or  poor  co-ordination  between  different  levels of 
a concern. In both  cases,  it  becomes  necessary  to 
accord  the  enterprise  affected  additional  credits 
without any corresponding  %rade-offsI1  in  the  flow 
of goods; 
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(iii)  at  the -ente rise  level,  there  is  also a measure 
of  autonomy. __??J__ Q particular,  decisions  regarding 
the  use  to  be  made  of  certain  surpluses  are  taken 

concerned( 1 ) ; 

services  enjoy a limited  degree  of  autonomy. 
Their.purchasing  power  produces  partial 
imbalances  between  supply and demand;  these 
become~more  pronounced  as  the  pattern of 
consumption  is  diversified  and  generate  pressure 

. ,  on a decentralised  basis  by  the  works  manager 

.,. ! (iv.)'  at  the  consuner  level,  purchasers  of  goods and 

. .  on  retail  prices; 
, .  ~. 

. ,  

. .  

(v) how ever^, there  also.appear.to be various 
, i  , 

e - '  disruRtinn  factors  inherent to the svstem itself: 
centralised  planning c m o t  be  completely  rid 
of certain  incongruities  or  inflexible  elements 
attributable  .to  economic and political  factors. 
For example,  investment  lanners  invariably  set 

. .  ~. go&l,s:that  are  incommensura %-T e W th available 

under-assessment 

. .  

. .  
~. 

completion;  owing t o  fears  of  shortages,  unneeded 
.~ .. , , ,  . , .  stocks..of.,materials  are  allowed  to  accumuinte  in 
. , .  , .  . .  different  concerns;  mobility, which is 

, .  .essential:'if  proper  to  be  made of the 
. .  , .  factors of production, 2s cramped.by 

administrative  measures  (bailing-out of I1lame 
.~ . , .  

, .  duçktl;conc.erns,  retention  on  the  payroll of 
: . ,  unneededFworkers and absence  of  rlfrictional . .  . . .  

. .. . .  wernploymentll ), . 
. . ,  , , .. . 

5. '. A&J4hAinterkational  level,  two  add.itiona1  factors 
~ . .  

lave .had a mere  signi.ficant  effect in recent  years and, in  the 
mesent  c'ontext of world  inflation.  have  made  the  Eastern 
:ountries'  economies  more  sensitive  than  hitherto  to 
foreign-generated  inflation: 

. . ~. . ,  , . . . .  
, .~ . .  . .  

[l) i.e.  the  allocation  for  deccntralised  investment  purposes 
of, certain  profits  .!Iachievad:'  in  excess  of  planeing goals 

relating  to  m0ne.y. - NATO Symposim 1973, p. 61 et seq. 

~. . 

, .  . (q965 Reform). c.f, ':George  Garvey:  Policies and mechanics 
. .  

. .  . . 
. .  

~. 

. , .  .. ' .  . ,  ' ' ~ ,  . , . . ,  . . .. . , ,  
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(i)  first,  the economic  reforms  that  have  taken  place 
in  certain Eastern  couatries  (particularlv  in 
Hungary and Poland)  have  led ti the  adoption 
of  control  machinery  similar  in  some  respects 
to  that  used  in  the  m'arket  economy  countries 
(rehabilitation  of  the role of  prices  and 
profits,  financial  decentralisation  in  enterprise 
management,  etc.). T h i s  machinery  has.  created 
a more  direct link between  foreign and domestic 
prices. As a result,  foreign  inflationary 
pressures  are  affecting  domestic price formation, 
at  least  for  certain  commodities; 

build-up in  the  Eastern countries' trade  relations 
with  the industrialised. countries, as a result of 

although an effort is being  made  to  prevent 
imported  inflation from directly  affecting 
Eastern  price  patterns. 

(ii) this  trend  is  being  fostered  by  the  Kradual 

.. . .which  they  are  being  subjected  to  pressure,  even 

. .  

These two factors are  more  apparent in the  Eastern 
countries  than in the USSR, which has undertaken  scarcely  any 

foreign trade (4$~of.national  income,-as  compared  with 20% to 
economic  reforms.and  whose  economy  is  much  less  receptive  to 

30% for the  Eastern  countries).  However, in all the COMECON 
c'ountries,  including  the USSR, transactions with the  West  are 
on  the  increase  (accounting  for  approximately 30% of  overall 
exports and imports, as against  less' than 20% in 1960). 

6. The true extent of the  imbalance  between SUDD~V and 
demand in. the Eastern  countries  cannot  be  gauged  exclusively 
by  reference  'to  official mice trends (a rise or a fall  in 
prices.does  not  necessarily  denote  inflation  or  deflation): 

c K ~~-.. ~~ ~ ~ 

the  authorities  systematically  distort  the  retail  price 
index  "barometerc1,  particu'rarly  by  granting  subsidies 
which  tend  to  conceal  the the rise  in  prices  or  to 
However,  this  policy cf subsidies,  too, is part of 
ensure  that  it  has  no  irnpact  at  the  retail  level. 

the planning  system  end  is  aimed at ensuring  that 
income is distributed  accordin'g  to  the  desi,red  pattern; 
the  lack  of a price  system  leads  to  phenomena 
characteristic  of a subsistence  economy  (queuing, 
rationing,  parallel  markets,  exclusively  cash- 
moklvated  savings, etc. ) ; 

result of  all - inflation in  the  Eastern countries finally - and this is no doubt  the  most adverse 
means  that  the  factors  of  production  are  badly 
distributed and, coupled  with  other  causes, is 
responsible  for low capital and labour  productivity. 
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Part  One: THE USSR 

I. JNSTITUT~ONAI, . .  :ACHINER~ 

A.' MO& MANAGEMENT 
. .  . 

7. ~ ' The, &pey supply is  t d l o r e d  t o  remain i n  harmony w i t h  
the bro.ad outlines ,of thë development plan, the'purpose  being t o  
ward'Off.any'overal1 imbalances  through the build-up of surplus 
credit .  k t  enterprise  level,   "the tvro fundamèntal variables of 
any monetary system,:note  circulatio?l and.the volume of deposits, 
are conditgon'al: .. ~ on, . .  production  planstr(l ) . 
o r  by borrowings"on the.international. luarket - will not  create 
inflow.  of  fo're gn ' currency,. - T e t h e r  pi-oduced  by a trade  surplus 

unwante'd'money..:.The:non-convertibility of the  rouble,  decreed 
i n  1928; 9 6  .:ag,ain.in' '19.47 and i n  1965 following the economic 

the internal market and.prices used i n  foreign  trade  contracts. 
and monetary~  refotqs, makes f o r  two prjce systems: pr ices   for  

the  Soviet  foreign  trade  authorities have no hesitation, when 
ltExport pr ic :es? 'are   f ixed  in   the  l ight  of commercial prospects: 

they  see openings f o r  given goods o r  equipment, i n  quoting 
suff ic ient ly   a t t ract ive  pr ices  t o  capture  the  markettt(2). 

. . .  ,~ .. . 
8. ' The, '$xI&nal"circuits are closed'  to,  ensure  that any 

~. ~ 

economy there  are  quite 
.~ .. 

.. . 
. .  

. -. 
' " '  (i)': Th'e, .bank money c i rcu i t ,  which is used fo r  trans- 
. .  ' .  ,actions between enterDrises and i n  which deposits, . .  

. .  . . ~' ~ under 'the  watchful ,eye ' of the  Central Bank,- are . 
. .  

, , " . .  . . .  ' . . . .$ . kep,t .. a t ,  .tho minimum level  ,compatible  with 

. ~ ..,. , . .  ~. ~  and :manages the  Plan, means that   the   enterpr ises  
. i :  . . , .  . . ":':qre.: Only :àllowed the capi ta l  which they need f o r  

productson  requirements. The lh?ouble controlt1 
applied by the   Cent ra  Bank, which both implements 

. .  

. ..,~..... . . . ., , . 
~ . . . ' . ~ .  , . , .  

' . The"purpose of thfs Porn ,of  control .is t o  prevent 
'. :..:..the.ir ~ investments  quantitatively  speaking. 

the build-up by'the  enterprises of i l l e g a l  raw 
. .  . . .  , material stocks o r  reserves. 

(ii) : The..',S;Lduciarv c i rcu i t ,  which is r e s t r i c t ed   t o  
~. 

. , .  

' '  . ,pripate  Individuals (worker - consumers) and which 

' . .t.h@.planning system t o  an o f f i c i a l  assortment  of 
. .  ,. , ' : ' .  o$f,ers .a,,spending  choice limited i n  principle by . .  

. ' I '  . ' , goods and' services. . . . 
. .  

. .. . ,  , .  
. .  , 

(l) . - . 'Er ik  Egnell e t  Michel Peissik: URSS, L'entreprise  face à 
1'Etat  (USSR: the  enterprise and the State)  (Seuil, 

. ., . ,.. paris~~..1974) .. .,. 
- 

. .  

(2) . Money, prices and salar ies  i n  the USSR. Foreign trade data, 
Bmssels,.  19th December, 1975 
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'duction or even  on  prices.  There is no hire  purchase and 
10. Consumer  preference  has no influence  on lines of 

.sumers  have  to  "save upr1 if they vrarrt to  buy  major  durables. 

11. Surplus purchasing  power,  generated in particular 
wage  increas$s,  has  often  been  absorbed in the  past by 
zed. savings."  Currently, it is reflected i n  an increase in 
vate  savings':  deposits. . .  

12.- Little is known of 'the finaluse which the many 
ddle men",  operating  illegally,  make of their  profits. 
ir .options  are  limited: .no direct  investment  abroad, 
akional  opportunities  to  acquire  foreign  banknotes 
wertible  cuirencies.bought  from  tourists?))  investments 
cold,. or in jewellery.  Money I s  uncioubtedly  invested  in 
sing (it-is believed  that  one-third of all households -own 
Lr.apvtments, which  are  obtained in most  cases  through  the 
luctlon:  co-operatives);  in  "dachasL1 or in  motor  cars. It 
ns-likely,  however,  that  most of the proceeds of illegal 
LvitSes.are  reinvested in stocks -to be sold on  the  parallel 
rets. : . ' ~  

. .  ' .  

B. . THE' PRICE SYSTEM(? ) 
13. Theoreticallv  sDeakinK, $Lamed prices  are one of the 

. .  

.c  component  features of economic  calculation and socialist 
Ding.,, They  provide  the  me.ans of implementing  the  Plan, 
le-wise'. Xt. is  true,  at.  least in. theory,'  that for the 
uiers,,as for Marx, goods  have a Value, viz. labour  value, 
there must "always  be a correlation  between  their  price and 
j~ value::  average  social  labour is therefore  the  objective 
S of. the . pric'e. 

: 14. , : In actu 
re tha% . commodlti 

'al fact,  prices are planned in such a way  as  to 
~ must,,apply,.not  oniy.generally  but also for  specific  groups 

es  :are  commensurate  with  purchasing  Dower; 

,roducts and' areas of consumption., . .  

15. In addition,  price  levels for essential'  commodities 
ro,-prices,) . are  fix.ed with. a view  to  achieving  certain 
ired  proportions in'the process of distribution and 
stribution'o?  the  national  income. A State  Committee, 
erly.connectsd  with  the  Gosplan and now  responsible  to the 
cil of Ministers-itself,  determines  these  prices (the 
reform  made  no  Fundamental  alterations  to  this  system). In 

:ase of~-other  .prices,  the  Committee  lay8  down  general  guide- 
s and leaves  it  to  the  .decentralised  bodies  at  regional level 
a e  decisions  on an item-by-item  basis. 

. ~ .  

~. 

. .  

C d .  ' MahmoU Abdel  Fadil,  Planification  des  prix n économ e 
socialiste ? Price n l a n e :  in the Soviet economv 5 (PUF 7 5  t 
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.", ", .._, ._-  

and services.  Their  control i s  regmd.ed as a "sine qua  non" f o r  
16. Thus, State   pr ices  encompass the whole range of goods 

tne development o f  planning and f o r  ccoilomic balmce. They are 
impervious t o  uncontrolled movements and .remain  extremely  steady. 

~Ormally  covers  pro&ction  costs ai1~5- allows  for a small mark-up. 
Since, however, the  pr ices  of  the  inputs  are  themselves 
wbitrary,  some being  subsidised, the wholesale  price  index 
:anncrt..-be read in ,  the same  way as i n  e market economy and i t s  
novement upwar.ds or.dovmwards over a per iod of.  time i s  
nehingless  ,from the.  standpoint o f  ilGl.ation. 

[page 5 ) ,  , t h e  ve,ry structure  of  the  vholesale  price  index 
aainly.  indicates  average  prices..calculated .0?1 the   basis  o f  a 
eixed'  sample.'of  goods. which have COW i n t o  mass production and 
1ave"therefore  decreased i n  price.  For t h i s  reason, and f o r  
)thers  :too, 'a  caiitious 'view must be taken  of  the methodology 
lsed in .preparing  the index. 

~ ".~ 

18. In  addition, as s ta ted  in the Udted  Kingd.m Note 

. .  

' ' 19.' ' The  retail'^ price  index i s  linked  with  the  wholesale 
r i c e  .index,. i.e. i n  principle,  with the  production  costs  of  the 
interprises.. It a l so   incorporat tes Cdownstreamil pr ice   factors  
i uch~as  t r a n s p o r t ;  'd is t r ibut ion,   the  m o f i t  of the   dis t r ibut ing 
:nterprise and, where appropriate,  t6:es  or  subsidies. 

ihowing a 1-ong-term downward trend between 1950 and 1965. 
?his overa l l   s tab i l i ty  i s  achieved by different  incrcass-s and 
iecreases i n  i.ndividua1  items which are  intended  to o f f s e t  one 
motlier., Here again,'however,  the  index  is..heavily  slanted  since 
!t .probably,'over-estimates the  value of "improved quality" and 
;&,e.s'.clccowt nei'ther of  'prices  paid on the   pa ra l l e l  markets 
1,o.r of .. the ..many. pqic.e,, vi.olations which occur .on the   o f r i c i a l  
otirkets,: ."It ,includes few 'new items  (the l ist  of   a r t ic les  has 
Wdly  ehm'ged'since'l '950), and thus over-emphasises the e f f ec t  
)f~.--decreasing  costs,  nor.-,is it aFfec*ked by. pr ice   increases-   in  
goods :vhi.ch. are reputedly new but r e m i n  basicall. the same. 
3ecuuse of   the  increase  in  income wMch averaged e ,6% between 
1966. and. 1970 and 4% between ,1971 mlcl 'i975, and which has had a 
narked impact on .the'  pattern of  consumption, the gocds l isted i n  
the. :index  now,.accowit .for  only 50Y6 a t  most of  overall household 
?xpenditure..:,In:'other words, t he   s t ab i l i t y  of the o f f i c i a l  
?r ice   index  re la tes  t o  only half the goods and services used 
>y an average  'household, 

... 
20,' The index has remained stea&y after  paradoxically 

. .  
, : 

21. In short,' ,the :Index  does no-i; accura te ly   re f lec t   the   t rue  
si tuation and tends t o  disguise a st&e  of  inflation which has 
nany causes. 
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II. THE CAUSES OF INFLATION(?) 

A. ENTERPRISE COST INFLATIOIT 

22. An analysis of price  trends between 1968 and 1973 i n  
industry,  agriculture and construction as well as in   t he  
armaments industry  sector  points t o  the  existence of moderate 
inflation: 

(i) the  increase  in   the 'extract ion  costs  of basic 
commodities (iron, manganese, bauxite, o r n a t u r a l  
gas and so on) is no longer  denied: it can be 

cost ly   infrastructure  in remote pa r t s  o f  Siberia; 
explained, i n   pa r t i cu la r ,  by the need t o  create 

( i i )   i n   c a s e s  where basic  materials and eauiDment have 
been  brought i n  from abroad, the  pressure o f  
imported in f l a t ion  seems t o  have  been insignif icant  
un t i l   recent ly :   a f te r  a cer ta in   de te r iora t ion   in  
the  terms of trade U!, -bo 1972, there  has been a 
r e l a t ive  improvement in   foreign  pr ice   ra t ios .   In  

re la t ion  t o  GNP (3.9:; in 1973) ac ts   as  a bar r ie r  
addition,  the small volume of foreign t rade  i n  

with the industrialised  countries of  the West 
t o  foreign  influence,   particularly  since  trade 

trade. The increase  in   the  pr ice  of equipment 
accounts  only for a cuarter of overall  Soviet 

from the West  may, hovever, affect   cer ta in   sectors  
of Soviet  industry which are  dependent on Vestern 
plant and technology; 

wage inbreases have  been larger   than shown by the 
o f f i c i a l   s t a t i s t i c s .  According t o  t h e   l a t t e r ,  
the wage index towards the end of 1975 stood a t  
14.4.5 as  compared with a terminal  figure o f  149.3 
provided for i n   t h e  1971-1975 Plan. These indices 
do not  appear t o  take.cccount of extra  money  and 

(1 ) We have referred mainly t o  f o u r  studies  provided by the 
United Kingdom and German Delezations: 
(a )  USSR - Myth and Reali  (United Kin *dom Delegation) 

&C/127-wp/435, dated 2 l th July, 197 fi . 
(b) Comments by Embass o f  the  Federal  Republic of Germany 

i n  Moscow, dated 2 x t h  September, 1975 (German 

(c)  Inf la t ion In the USSR (Myth and Reality). Note 
Delegation 94.29-5/75). 

(d) Imported inf la t ion  (German Delegationj. 
enkrg ing  on (a), dated 10th December 1975. 

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

bonuses  which  the  enterprises - concerned 
primarily  with  meeting  the Plan targets - are 
,rates-,in.order  to  offset  labour  shortages. 

Although  wage'  increases  have  exceeded  the  Plan 
level#:,.  productivity .Ilas not risen as  much  as 
anticipated. This mems that k i t  wage  costs 

. . . 1 .  increasingly  paying over and  above  the  legal 

. ,  are  rising  steadily  (particularly.  in  agriculture 
, . .  . .  and in- ;constructio,n). 

. . I .  
, , ,  . , ~. 

the  qualitv  of  goods or.the wishes 
of  consumer%.  We  have  here 

2.3.. Plkakg d,oes~not appear to-take  sufficient  account. of 

two reasons  for  the  failure of supply  to  satis y demand,  leading 
to  the  creation of ,large :stocks  of w o l d  oods. In an effort 
to m: down these  st.ocks~,  the  author - 'G es earmarked 2.4 milliard 
roubles in .the  State  ,budgets  for -197b1975 to  .subsidise  price 
cuts. This measure  does..not  appear  to  have  been  too  successful 
slnce  at  ithe end of  the.,,period, 1.3 .million  washing  machines 
and:120,000 refrigerators  were  still  unsold..  According  to 
oort.ain,So.viet  publications,  such  unwanted  items  accounted for 
some -15% of .:comme.rcial.  ,stock  in 1974. 

. .  

> '  B. ,~OÜSÊHOLD ,'DEMAND INFLATION 
. .  . . . ,  , 

.~ :. . .  , 
. .  . , ~ . . ,  . .  . . . . .  

24. Purchasing  power  ,has  increased  significantly  over  the 
years  as a consequence of the  steady'improvement  in  hourly  wage 
rates  and  the  increase  in  welfare  benefits.. In real  terms, 
growth  has  been  even  greater  than wage statistics  would  seem 
,to:.,show, :..given  .the  .underlying do!vnwa?d trend  recorded  in  the 
conswer,price lndex:(see  above). 

.. . .. . , , . 

Wages : 
-. .. . . .  ; .  . . . . ,  .. . 

, :, , 

, '. , 'I '(i ) ,,:The, system  of  minimum mges 'was  introduced  in  the 
Soviet  Union  in 1956. At  that'  time,  the  minimum 
wage  rate was fixed  ct 27 roubles a month in 

At  the.,present',tlrnt?, 'no-one earns less than 
70 roubles and the  average  wage is 140 to 

. .  
. . .  . . . .  . , .  . .  rural:.areas. and 30- roubles  in urban districts. 

. ,, : . .  750.. roubles  dependinS on the  industry  concerned. 
, ,  .Since.% 'husband and vdfe frequently  both  work, a 

. .  wage of.250.roubles is not  unusual  in a workers' 
household.  Engineers :<and technicians  earn between 

. . .  . , .  . . 220 and.250 roubles a rnonth  and  trust  managers 
. .  about 400 roubles. If account is taken  of  the  low 

cost of rents (5$ 02 illcome) and of  items  of 

. .  . 

- .  everyday  use,  nominal  purchasing  power is 
... . ' . relatively  high, 

. .  
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_. . _ _  -AV- 

(ii) Apart  from  wages,  households  receive  substantial 

3-7. The lat er mee 
benefits from the  socl S (89 milliard  roubles 

allowances,  holidays and student  grants,  They 
e cost of pensions, 

account-for  about 25% of general  resources 

. .  

F=F% 
.. 

. .  ' " distributed in khe'r"orm  of  wages. 

'25. These  various forms of income  generate  a  purchasing 
r which is undoubtedly  growing  faster  than  the  production of 
mer goods,  the  official  prices of which  remain steady. This 
5 so, the  question  arises  whether  there  is  excess  purchasing 
r in the  Soviet Union.. 

26. There  are no reliable  statistics  which  can  provide  a 
s for  calculating  the  volume of purchases .or their true 
e. . Among  the  things  we  do  not know is the exact  proportion 
vera11  purchases  accounted for by consumer  goods  obtained  on 
>arallel'market, trends in cash  holdings by the public,  the 
:ture..of  household  .expenditure and overall  savings, and the 
?rn.of .subsidies  designed to keep  down prices.  Consequently, 
interpretation o f  the  available  &ata  is  often  hazardous. 
3 certain,  however,  that  conditions  for  consumers  have 
wed significantly in recent  years,  as  witness  statistics 
?tail seiLes, progress  reported in the  manufacture of consumer 
3 and data  on domestic  appliances. 

.c. RECENT TRENDS (74-751 
27. 'The Economic'Survey of  Europe 1974 (Economic  Commission 
Europe - Geneva)  includes  a  number of statistical  series 
Ling the above-mentioned data to be updated. 

ation  have  gained  strength  over the past two years  for  the 
?wing  reasons: 

'(a) . I n  the. first  place, 
is'.borne'out by two 

has remained  rigid and this 

28. These  statistics  confirm that the  underlying  causes  of 

. .  

. .  

.. . . 
increases in the fac of production  have 
.:tended  to  gain  momen 
harneasing of Siberia's resources  appears  to be 

n recent  years:  the 

increases in infrastmcture emenditure. while  the 

"F 
, .  

' ~ beset by growing  extraction  costs and sharp 
. .  

I .  

marginal  productivity. of capitël is teniing  to f a l l ;  
- .  certain  shorta es, particularly  in  anriculture, 

have  atmeare + recentlv  (esoeciallv  as  regards 
grain)-&  are foreseeibie '(meat, because of the 
large-scale  slaughtering  currently  in  progress to 
cut down  on  the  use of grain for animal feed). 

~ ~~ -~ ~ ~ 
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' (b)  ' In  addition, demand  seems t o  be r i s ing  more s t rongly  
than  hitherto f o r  a number of reasons: 

pressure on the  available  basic  resources (raw 
materials and enernv) I s  rxsina. as a  conseauence 
of demand both a t  home and i n  %he COMËCON~ 
countries:  the Sov5et Union i s  no longer meeting 
almost a l l (1)   the  o i l  needs of i t s  a l l i e s ,   a s   i n  
the past, and it.is bel ieved  that   the   la t ter ' s  
imports from the OPEC countries w i l l  r ise   fourfold 
i n  volume between now and 1930; 

-" .  il^- ~~ ~ 

, ,  . 

- a t   t h e   f i n a l  
demand S b % ,  is  boos ing purchasing power 

the  continuing  increase 
. 

by  "ihe unfreezing of e a r l i e r  
the  increase i n  

. ,  

. .  
.De$pite greater  production and a steady  build-up 

. '  ' .:been no reduction in the  imbalance between supply 
in ' , the  volinne o f  r e t a i l . s a l e s ,   t he re   has  seemingly 

arid,demand. On the  contrary, and par t icular ly  as 
. . ~  . .  

:  regards consumer durables,  del.ivery  times  are 
' tending to lengthen; 

. .  
. - again a t  the   f ina l  demand s t a p  changes a re  

appearing i n  The paYceni of t e Soviet consumer 
purchases, which now r e f l e c t  more sophisticated 
t a s t e s ,  T h i s  develoLm?nt,  which  has  contributed 
t o  t he   r i s ing   t i de  of goor-quality goods l e f t  on 
the  shelves, is adding t o  inflationary  pressures.  

III. . .  SIGNS OF INFLATION 

29. ~ X t  is scarckly  'possible t o  'attach any absolute 
significance,  inflation-wise, t o  changes i n  of f ic ia l   p r ices  over 

true' situation, '  ~. 
a period of ti,me, since  these  prices  disguise or d i s t o r t  the 

. .  

30.' Inf la t ion revea ls   i t se l f  
.. .. . -. 

P?mFP the developmeni 
of Vree  markets",  increased subsid e s  rom e State budget, 
.increased  savings  coupled  with a scarcity of goods, in  short  a 
se ries^ of phenomena typical  o f  a subsistence economy. 

. ._ 

. .  . ,  

.. 31. . :Apart ,from the   o f f i c i a l  markets, there  are  various 
.'Ifreel' ,markets: . . . . . - . 

(I) i.e. 95% altogether.  
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(a) Agricultural  products,  genei-ally of good  quality,  grown 

market.  Prices  vary according to  supply and -[l ). on individual  smallholdings  are  sold  on  the  kolkhoz 

T h e u a l  price  rise for these  products is from 396 to 
5%. In 1973 the  estimated  ratio  of  these  prices  to 
the  official  prices  was l 6 4  to 100 (1965 = 100 for 
both  series  of  prices). 

(b) On -the  tarallel  market  .can  be.  found  practically  all  the 
commodi  ies than cannot be obtained  at  official  Drices. 
They range from  everyday  consumer  goods t o  semi-hurables 
and include  domestic  services  (painting  repairs, 
paper-hanging,  plumbi and electricity j and 
professional  services Y ~lawyors,  doctors,  private 
tutors etc.). This  market'even  enables  factory 
managers  to  procure  raw  materials  that  cannot be 
delivered,in time, if at &ly through  official  supply 
channels.  It is not,  therefore, a passing  phenomenon 
but, on  the  contrary, a covert  "institution"  of  the 

by the.authorities. Officially, it is strongly 
Soviet  régime,  whose operation  is in fact  connived  at 

condemned  by  the  Soviet  leaders, butit is  tacitly 
admi.tted  that  anyone is entitled  to  make  use  of  it 
in so far  as  he  can  afford  to  do so. The  market is 
too  diversified  for  any  estimate  of  price  changes  to be 
possible. It is,  howevery  believed  that,  on  the 
parallel  services  market,  the  rate of inflation 
corresponds  at  least  to the increase  in  wages. 

(c) The .."Berioska  circuittt 

The "Berioska  circuittt  is  another  example  of  official 
tolerance. It is possible  to  purchase  in  this  way  the 
majority  of  everyday  products  with  convertible  foreign 
currency(2),  prices  being  frequently  lower  than  in  the 
State  shops. 

~. 

Current  Prices  Berioska  prices 
;lack bread 18 kopecks 18 kopecks 
@ite  bread 7-43 kopecks 7-40 kopecks 
[e at 1.60-2 roubles 1.80-3.20 roubles 
lutter 3.60 rouble s~ 1.45-58  roubles/kg 

11) According  to  the  Soviet  press,  the  perceneoge  of  products 
sold ln tkis market, compared w i t h  total  production, is as 
follows:  milk 656, e 5s 125, vegetables 1356, meat 1796, 
wool 1856, potatoes 3 59 

:2) At  the  official  rate of $1 = 77 kopecks 
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[ i lk  
lugar 
offtie 
'e a 
lranges 
leer 
'OdkFl 

:efrigerator . 
'ashing. mûchine 
ladio set 
lelevisibn  set  
k-amophone record 
G i g u l i I i  car 
jacket; of oigarettos 

Ian's *lit 
ihirt 
>aiq 'o'f '.shoes. 
!an S :haircut  
:inema . , t icket 
'heatre  t icket 
:once& t i c k e t  . . .  . . ~ 

. .  . 

. .  

- I 2- 
Current w i c e s  

30 kopecks 
90 kopecks 
4.50 roubles 
50 kopecks 
1.40 roubles 
36 kopecks/bottle 
3; 50-4 roubles/ 
half  l i t r e  
300 'roubles 
120 roubles 
l O0 roubles 
300 roubles 
1-2 roubles 
5,500 roubles 
12-40 kopecks 

130 roubles 
8 roubles 
35-60 roubles 
40 kopecks 
40 kopecks 
1 .50 roubles 
.l .50. roubles 

.... .. 

.. : ; .  

" B. INCREASÈ IN, BUDGET SUBSIDIXS 
. 

nLI~ILf-wrl+z 

Berioska  Brices 

25-32 kopecks 
40 kopecks 
-1 .96 roubles 
16 kopecks/packet 
70 kopecks 
25 kopecksjcan 
l rouble/l l i t r e  
(same brand) 
100 roubles 
40 roubles 
40 roubles 
150 roubles - 
Î ,l 30 roubles 
24 kopecks 
(Marlboro  27) 
40 roubles 
L!. 50 roubles 
l 2  roubles - 

- 
- - 

. .  ... , , .  
, .  

-. 

. .  
, .   , .  , .  . .  STATE 'BUDGET ( m i l h r d   r o u b l e s )  

., , I. , .  : < .  , 
. ,  . . . . .. 

, .  . m ai2 a22 
. .  . .  . g e c a s t )  

iecoipts 102.3 187.0 220.3 ' 223.7 
~xp&&,ture 101.6 184.0 217.6 223.5 

Surplus ,, . , ' ' 
! '  0.7 3.a -1.2 -7 4.0.2 

source : See United Kingdom  Mote, pnfp 12,  table updated on 
the  basis of press  infornlation. 
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32. The  Soviet  State  budget,  which  regularly shows a surplus 

liquidity(?.), provides  large subsidies(2) which  are  intended  either 
and thus-does not contribute to  inflation by  injecting  additional 
to  orientate  production  along  the  lines  laid  down  in  the P l a n  o r  
t o  correct.price  increases.  The t o t a l  economic  subsidies  amounted 
to more  than 100 milliard  roubles  in 1975 but  it is not  possible 
to  distinguish  between  these  two  aims.  Such a policy  obviously 
means that the  factors  of  produc%ion are badly  allocated. 

C. INCREASE IN FAMILY SAVIWGi 

33. Paradoxically, family S avinps are large and are 
growing  rapidly. 
holdings  totalled 8 B4: .h mid-1 milliard  roubles  (as  against 53 milliards 

T 5 ,  overall  savings  accounts 
in 1971). As there  are  some 100 million accounts  in  existence. 
the  average  amount per account  appears  to  be  over 800 roubles.. 
Savings thus seem  to  represent  some 40% of  the  total  volume of 
annual retail sales and 5.5 months of average  earnings; an 
amount  which is strikingly  large  in  the  context of a rather 
low standard of living and a lack of household  equipment 
(television,  cars), 

34. The  payment of a small  interest (2% for  savings 
accounts) and the  accumulation  of  liquidity  for  the  purchase  of 
expenaive  items  (cars,  dwellings) do not appear  sufficient  to 

unknown in the USSR). It is therefore  probably an indication 
explain such a high  rate of saving  (although  hire  purchase  is 

of excess  purchasing  power  for  which  there is no existing  or 
foreseeable  outlet;  in  this  connection,  moreover,  the  planners 
are  apparently anxious t o  avoid  any  large-scale  mobilisation  of 
purchasing  power  during t h e  days or hours  preceding a decision 
to raise prices and it is for  this  reason  that  such  increases 
w e  generally announced a t  the  end of the  day and come  into 
effect at midnight, 

35. Two recent  decisions  may be interpreted as an 
unofficial  recognition  of  underlying o r  potential  inflation: 

(1) the.  rice revisip applied to exports  to  the  COMECON 
coun%ries  since e beginning of 1975 and the new 
ge  primarily  interpreted both  as a means  of  adjusting 
to  the  new  world  economic--environment and of  improving 

rice-fixinn  machinery  (sliding  averages)  must no doubt 

(l)' Subject  to  Samuelson's  remark on the  inflationary  effect  of 

:2) Particulrrly  subsidies to agriculture,  which in the USSR a r e  
increased  expenditure 

so large that  they  exceed  the ketal military  expenditure, 
as  shown  in  official  budgets. 
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 the .terms  of  trade,  vrhich  hftd  .sharply  deteriorated 
in previous  years.  However,  they  must also be seen 
as  precautionary measures intended  to  forestall 
foreseeable  shortages  in  the  medium term. 
Nonetheless,  the  marginal  volume  of  Soviet  foreign 

pressing  too f a r  the  advaitages  which  the USSR 
trade and ,the  need, f o r  political  reasons,  to  avoid 

price  revisions in the USSR; 
possesses  over  its  allies,  limit  the  impact of such 

(2) furthermore,  the announcement that  the  rowth  rate 
in  the ANP will be reduced  during  the  next \ar Five- 

the pimers W& have  to  limit  the  dangers  of 
seems to be a clear  indication  that 

increasing  inflationary  pressures  inherent  in  all 
rap.id:  economic  growth. 

m a n  19'fb I980 

IV. cf4EFIITATTONS ON OFFICIAL POLICY 

. .  36. .The  SovZet  authorities'  attitude  towards  inflation 
differ8  from:'that  of,  the.  Western governments: this is  because 
thè :alms.  an@^ the 'means  that  can be enployed t o  combat  it  are 
n0.t . ,identical. . ,  

. .  

.~ . , .  . 

.*. . . (a) ~ . c a m o u n ' ~  inna , : t a  
.. . 

foremost  in  camouflaging  the  phenomenon  and  preventing 
In the  East,  anti-inflation  policy  consists  first and 

it from  becoming:  apparent,  by  means of various 
techniques  referred  to  above. 

. .  (b) Correction of inflatioe 
On the  other  hand,  when  it  comes  to  balancing  supply 
and demand and combating  excessive  purchasing  power 
'(whose  growth  cannot be contsolled  indefinitely,  even 
in  an  authoritarian  systen),  the  action  the 
,,authorities can take  is  strictly  limited. 

37. Correction  of  inflation by neans of n reneral  rise in 
.. . 

. .  @ces 

. .  

products'  without  jeopardising  the  intcrrelations and the 
complex  fabric of the  Plan.  Thus,  changes  in  the  prices  of 
certain  products can be  designed  only  to  achieve a partial 
balance,  not  to  restore  the  overall  balance. 

It i s  very  difficult  to  adjust  the  prices  of  specific 
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38. Correction by incrcasinK .';ho suuplv of conaumer ~ooc ts  

(i) An administrative  reallocation of factors  or 
commodities  with a vier.{ to increased  consumption 
to  political  requirements  and  planning  priorities 
(more  cars,  dwellings,  etc.) is difficult,  owing 

which  give  the first ?lace to the  production of 

which  always  seck  to  naiatain  the  possibility of  
capital  equipment  (military or civilian) and 
high  future  growth. For the  planners,  production 
of consumer goods can  only  increase as 
productivity  improves. 

obligatory  character of the Plan, as well as  the 
rigidity of the system that  prevent any lasting 
increase in  productivib and hence of production. 
The  disappearance of marginal firms which, in  a 
liberal  economy,  contributes  to  the  optimum 
allocation of the  factors, is a phenomenon unknown 
in the East. Normally, a Soviet  undertaking 
which is in difficulty i s  speedily  assisted  by 
the State Bank which, if necessary, takes  over 
from the unsuccessful  managers. This practice, 
which  considerably  re&uces labour mobility,  leads 
to an inadequate  distribution ofthe factors of 

. .  

. .. 

(ii) It is, however,  precisely  the  bureaucratic;  and 

production, 

39. ' h 
~. . 

e .  d 

prices and supply,  the  correction of inMati.on  in  a socialist 
economy is mainly  based  on an incomes  policy, a taxation  policy 
and a savings  policy. 

Since  St is very  difficult  to  take  steps  affecting 

(a) Jncomes  Dolicv 
, .  

The  authorities  endeavour t o  restrain  wage  rises,  to 
increase  the  non-monetary  element  of  remuneration 
(provision of free  medical,  social,  educational  and 
recreational  services) and t o  extol  the  advantages of 

items, as this  does  not  enJmil an increase in 
corlsuming  intangibles ( e .  g. culture 3 or  collective 
taqglble  commodity  output t o  match  the  monetary  demand. 
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. .  "-, .-, *.- , -I" 
(b) Budretarv and fiscal  Do1j.q 

~. 

(1 ) In the '  USSR, the   S ta te  bu- regularly show a 
small surplus,, Thus, il0 mone ary issue takes 
place  without a couu1-h-part.  However,  a budget 
may be inflationary,  even when balanced, i f  
rec.eipts and expencliture reach increasingly 
higher levels and if %he higher  taxes which 
householcY8 are requii-ed t o  pay cause them t o  
save less. 

(2)  A.f iscal .   pol icy (a shnrp  increase  in income tax)  
. a n m f r e e z i n g  .of SmingS  are sometimes used 
during periods of severe  shortage o r  of 
disorganization  in  the  production machinery. 

from time t o  time t o  nodera e e r i s e   i n   p r i c e s ,  
result i n  an incorrect.clistribution  of  the  factors 
.of  production,  both i n  the  short-term and i n   t h e  
meaicn-term. 

(c)  ,Monetam and .credit uolicv 

(3)  The economic e f f ec t s  02 subsid es,  a means used 

. .  

 in a centralised economy, 'chc monetary  holdings o f  the 
public  sector - apart  from tinose carried  over from 
previous  years - simply reflect   the  planners '  
intentions. Monetary dernaml  by private  individuals 
has no e f f ec t   e i t he r  on profiuction o r  on the pr ices  
of  coneumer  goocls and services. 

An attempt might be made t o  verify  the  hypothesis 
that ,  under certain  circumstances and a t  specif ic  
periods,  the  system of controls might  have weakened 
t o  such an ex ten t   tha t  money could  play a dynamic 
r61e i n  the economy, as i n   t h e  West. According t o  
Garvey(l), however, there is  no evidence tha t  t h i s  
has  ever happened i n  the USSR on a s ignif icant  
scale  since the 1930s. 

V. PROSPECTS FOR 1976-1 W O  

40. 
(a) A t  the  present  time,  there in no of f ic ia l   ind ica t ion  

that  tbc  Soviet  authorities  arc  resolved t o  bring  about 

prices. &ch a S- ep WOU c. be inconsistent with the 
a reduction  in ccns 1 t on by sharp1.y increasing  ret811 --* 
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Plan’s o f f i c i a l  concepts and therefore  appears 
unlikely: any price  increases f o r  cer ta in   a r t ic les  
should,  therefore, be o n l y  marginal and have only a 
limited impact. 

(b) With regard t o  the  factors  o f  production, it seems 
l ike ly   tha t   there  w i l l  be-steeper  increases  than  in 
the  past  in the  prices charged t o  entenwises,   the 
nain  purpose  being t o  ecoaonise raw materials and 
energy. 

i n   t h e  1976-1980 Five-Yozr Plan is l i k e l y  t o  maintain 

t o  achieve a cost ly  s t a t e  0.T self-sufficiency i n  
a  permanent climate of iniyation, f o r  the  attempt 

this area  reduces  the  capital  resources,  including 
foreign  capital ,   necessary f o r  other  purposes. 

(c) The emphasis l a i d  on the  development of agriculture 

(d)  The r’ise Sn production  cos’ts,  especially  as a r e su l t  
of the  opening-up of resowces i n  Siberia,  and 
perhaps  also  because of the .inadequacy of overall  
capital.  resources, will inevitably become  more 
pronounced (c.f. Economic  Committee f o r  Europe: 
Report on the  Prospects f o r  1985) and may also 
Increase inflationary tenclencies. 
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- ly' AC /'l 2?-W/450 

Part Two: .THE OTHER EAST EUROPEAB COLFI'TRIES 
. .  

A. ' General  inflationarv trends 

.41. Although'the  other  East  hbropean  countries are also 

. ~. 

. .  

in connection with  the  'Soviet  Union, the main  pressures  come 
sub3ect"to  the domestically-generaked iDflation  discussed  above 

from foreign-generated  inflation  since  the  economies of these 
countries are.more sensitive  to  outside  influences. Some of 
them,  for  exanple,  derive  as  much as 30% of their  national 
income  from  foreign  trade, a large p w t  of  which is carried 
on,with the  industrialised  Western  countries. A further  reason 
is.that',economlc refoms, especial-ly'in  Hungary k d  Poland, 
have  reintroduced.certain  market  economy  mechasksms.  The 
money  circuits  are  no  longer  completely hemetic, some  prices 
respond to demand pull and the  enterjrises  have  greater  access 
to  non-allocated  funds  than is the  case  with  the  Soviet model. 
All  this  means  .greater  vulnerability'to  outsicle  inflationary 
pressure. ., ~ , . .  

running at a higher  rate in the  People*s  Democracies  than in 
the'Soviet  Union  and'that  East Euro~ean leaders  are more willing 
to admit- its  existence. 

' ' !43: The  twin  effects of inflation  are a growing  foreign 

heavily on the  budget. 
trade  deficit and subsidies,  which WC weighing  increasingly 

situation untenable. apd.must lead  sooner or later  to  general 
price  revisions. . .  

. .  

8 .  , 

42. It is'not.Éurprising, *-en; that  inflation  should be 

. .  

In some  cases,  these-  pressures,  are  making  the 
. .  

.. . 

44. httei-nal'.inflationarv  pressure 
. ., . .  
. , .~ 

,. 

. .  The  gradual  opening-up 09 -the  socialist  economies  to 
world,markets  in'recent  years,  couplecl'with  the  rise  in  the 
price-oje,.most  raw',materials  since 1973 led  to a revision of 
the  intra-COMECON  price'  system from l s t  'January, 1975; Moscow 
increaséd  the price.of  its  oil  deliveries  to  its  allies  by 135% 
ancl that of other  raw  materials  by an average of 5215. 

. .  

have.-a.more rapid - although  muted - effect  on COMEXON prices 
than  in  the  past,  since  the  latter  will be determined  each year 
on the,  basis of .the  flexible  world  price  scale  over  the 
preceding  five  years. 

World  market  fluctuations  after  1st  January, 1975 will 
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ts  a l l i e s   a r e  about  one-third  lawer than the world prices. 
Dr the  other raw materials and basic commodities (phosphate, 
sllulose,  pig  iron)  the world prices would seem t o  be between 
WO. and two and a half  times  higher khan those asked b y ,  the 
Issians(.l.). . However, since  the  East European countries  (except 
mania)  are  heavily  dependent on the  Soviet Union f o r  t he i r  
lpplies (90% i n  the  case of o i l ) ,  p r i ce   r i s e s  are a s ignif icant  
actor   in   their   t rade  balance  def ic i ts  ($1.8 milliard  in  1975). 

The present o i l  pr ices  which the  Soviet Union charges 

It must also be  remembered tha t :  

- the  East '  European countries have not  raised  the  prices 
of their   exports  t o  the  Soviet Union t o  the same 
extent ~ (I 590 only)  ; 

the  Soviet Union cannot  cever a l l  i t s  a l l i e s '  energy 
requirements so t h e   l a t t e r  will have t o  buy  more and 
more on the world markets, and par t icu lar ly  from the 
Arab countries  (a development which must cer ta inly 
.increase their financial d i f f i cu l t i e s ) ;  

Eastern  exports  (particularly as they  are  often o f  
doubtful  quality),  has  further worsened the  balance 
of  payments s i t ua t ion  o f  the  East European countries. 

Lastly,  the  East European countries  appear t o  be. 
kcountering serious  f inancial  probleins in   t he i r   t r ad ing  
)erations with  the West. For the  period 1970-1973, t h e i r  
? f i c i t   t o t a l l e d  $8 mill iards,  f o r  the  single  year 1974 
$ mill iards  and f o r  1975  between $5 and $5.5 milliards. 

mrse, do something t o  improve' the  'situation, but a curtaiiment - imports - especially  of advanced technological imports from 
Le 'West. - would slow economic grov~'G11. So, while  keeping a 
.ose  watch on import trends;  the East EWopean,planners have 
!tided. t o  es tab l i sh  more r e a l i s t i c  ratios between world, 
ltra-COMECON and.domestic  prices. Most of  them have announced 
l i t e   c lear ly  w h a t  are  often big increases   in  consumer prices 
suiting from the new relationship v i th  world prices. 

- the ,world-wide recession, by reducing  the demand f o r  

45. Drastic economy measures i n  these  countries  could, o f  

46. They are  all the more inclined t o  take  these measures 
; a time when  enormous pressures  are  being  exerted on the  public 
irse. The maintenance of a r t i f i c i a l l y  low pr ices  f o r  goods and 
?mices  is costing a crippling amount in   subsidies ,  

I ) Source: Le  Monde, 25th  February, 1975,  page 22 

N A T O  Ir P T. A S !>. T v T x! n 
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B. Countrv-bv-countnituatioi? 

(a) HunParv 

$2,100) m d  i s  therefore one o f  tnc better-off  socialist  
47. Hungary has a re la t ive ly  high per  capita income 

wntr ies .  The rap id   r i se  in. incomes over t h e   l a s t  few years 
>e.s.no$,.s~egg t o  have gone hand-ix-hmd with a corresponding 
ncrease in   t he  goods ' k ~ d ,  services  mailable.  The r e su l t ,  
mceded by the  authori t ies ,  is  an PnxTationary  gap; the 
f f i c i a l ~ r e . t a i l   p r i c e ,  index even poil?ts t o  a1 acceleration o f  
:be t rend .  (.a r i s e  of 1 .g$ i n  197L!.,  5.5;; i n  1975 and an expected 
.5%. i n  1.976). 

he  West in .  1974,, is on the  increase. In 1975, the above figure 
4s exceeded ,within.  eight  nonths &IC. f o r  the first time  there 
as a d e f i c i t  of 200 million  roubles i n  trade? with the  other 
OMECON countries. The deterioration i n  the  terms of trade, 
atherrthan  the  increase i n  the  vol~me of  imports, explains 
his::trend (-556 with. the COMECON couutries,  -l??; w i t h  the Wost, 
11% in :a l l ) (? ) .  

. 4 8 .  : The  trade defi-cit, which VRS about $600 million with 

, .  . ,  ~. 

49,. Subsidies   to~.offset   the   increased  cost  of imports 
. .  

re  nine  times  higher  'then i n  1973. 

50; To meet , these   .d i f f icu l t ies ,   the  Hungarian authori t ies  
ave somewhat. increased  restrictioas v i t h  an eye t o  bringing 
omestic  prices  into  l ine .with xvorld. prices. 

(i) Various  measures  havc  been  taken t o  cur ta i l   the  
. ,external   def ic i t :   the  f o r i n t  was revalued on 
ls t .January,  1976 (40 for in ts  t o  a do l l a r ,  as 
against 43.5 previously), and t h i s  should  ease 
the   s i tua t ion   as  regarcls essent ia l  imports. On 
the  other hand, new '~a:res have  been placed on 
non-priority imports a d ,  since it hns become 
more . d i f f i c u l t  t o  e q o r t  t o  the West, some 

. .  . .  
. ., exports w i l l  be redirected  eastwards. A t  the 

, same time,  certain  enterprises which depend f o r  
. .  their   l ivelihood on foreign  trade  are t o  receive 

subsidies. 

( i i )  Generally  speaking, tke  cost  o f  subsidies w i l l  be 
gradually  reduced; a stage-by-stnge  alignment of 

prices on international  prices is  being  introduccd. 
, ,  . . , .. .. consumer priceo on  pr-oclucer pr ices  and of producer 

. ,  . ,  

:l) An o f f i c i a l  Hungarian estimate puts  the proport ion 
a t t r ibu tab le  t o  the  deter iorat ioa  in   the terns of  trade 
a t  6856 

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



a se r i e s  of price  increases  effective from 
On 30th Piovember, 1975 the government announced 

1st January, 1976 o r  t o  be introduced  during 
the  year  1976(1). 
- On 1st December, 1975, the  price of sugar 

went  up 50% i n  orcler " to  r e l a t e  consumer 
pr ices  as closely  as  possible  t,o,.current 
costs and producer  prices". 

- On 1st January, 1976 there were price 
increases  for  certain  building  materials,  
furni ture  and p a p r  and office  supplies,  

Building  materials went up b about 52%, 
as   wel l   as  f o r  a number of services. 

furn i ture  by betveen 3% and 1: $ and paper 
and supplies  (except f o r  schools) by between 
10% alld 15%. 

- International  postage slld railway  rates have 
a l s o  been adjusted;  the cost  of  sanitation 
services, and evea of domestic  waste 
disposal,  has been increased and the  prices 
of asphalt, motor o i l  and dye products  are 
going up by behreeil 10% and 15%. 

meat and meat products by another 32s o r  333'0 
on 1st July, 1376; for fowls and f i sh   t he  
r i s e  will be l e s s  steep. 

- Lastly, it is planned t o  ra ise   the  cost  of 

(iii) To cushion  the  effect  of these  imreases  on the 
public, measures tc improve wages and incomes 
have  been o f f i c i a l ly  announced. 

(b) Poland 

Poland over  the las t   three  years .  The l eve l  of consumption is  
51. There has been  a steady rise i n  wages  and incomes i n  

already  comparatively  high and r iva te  saving has increased 

two and a half months of  an average scilary. 
sharply a t  an average r a t e  of ?E$. Savings a t  present  represent 

(1) This is :;he thi rd p r i ce   r i s e  s i m e  the  beginning o f  the 
year;  .the  other t w o  were i n  Jazuary an? August 1975 

fJ  A I E D  T 
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.", .-, ..- , ~.~~ 
It  is  by no means  certain  that  this  development  can 

be attributed  to  inflation;  the  rise iz~ savings would seem  to 

acquire a home  of  their own or own a notor car, for  example. 
stem  rather  from  the  ambition of more =and more  families  to 

'to  'do  'this and these  are  deposited  for a while  in  the  savings 
Since  there  is no consumer  credit  they  must  have  prior  savings 

banks. 

52. Little  is  known of recent  price  trends  or  of 

Communist-  leaders  in Warsaw in  Decerbci- 1975, 19. Gierek  stated . governmental  intentions.  However,  at  the  Congress  of  world 

that  the  five-year old freeze  on food. ?rices would be  ended  in 
1976. However,  he  added  that  ;'the  necessary  measures  will be 
taken only after  the  workers have been  consulted". 

hold  down  the  price of basic  commoCLties  to  their  level of 
five  years  ago. 

both  for the domestic .and foreign  iilarkets. 

. .  

In"any case,  it  is  now  cozsidered  impossible  to 

53. Priority will Clso  be given eo increasing  production 

, .  The'.authorities  are on record  as  stating  that  the 
improvement of  real living  standards  semained  an  essential 
aim @nd':would continue in spi-ke of the price  increases. 
"However, wages  will.  rise  less  rapiC,ly  than  during  the  period 
1971 to 1975 (I 6% to 1896 as  against LtOO;;) and will  depend  on 
increased  'productivitytt. 

Mr. Gierek callucl f o r  better work organization, 
savings  in  energy and raw  materials w-d =.end to  "waste 
and all forms  of  negligence".  It h m  also  been  announced 
that a tax on, .i.mports  will  be  introduced shortly. 

. ,  (c) 'Rumania 
54. Of all the COMECON coun.i;rLes,  Rumania  (along  with 

Poltqa) is,thé:least dependent  on thc Soviet Union for energy 
ana+aw-,material.  supplies. At the same time, it i s  one  of 
the most  open  to  trade  with  the Yient and so bears  the  full 
brunt of.world inflationary  pressures. 

as last  summer and have  been  e,qlainoc:  as  resulting  inevitably 
from  the f loods  which  reduced.  agriclllLura1.  output and the  sup 1 
of certain  consumer  goods  produced  locally  (mainly fuels, bu1 !x d ng 
materials,  leather  and  textiles). 

, I ,  

55. Price  rises were announccci by the  authorities as early 
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(d) German  Democratic  ReDublic 

56. It  has  been  announced  that  vholesale  prices of 

'icial  assurances  that these  increases  will not  affect retail 
ic.commodities  will be adjusted as from  1st January, 1976. 

ces  sound  very  hollow,  since  average  price  levels are steadily 
eping up as a result of inexpensive  goods  being  quietly 
laced b almost  identical  but more costly  ones  of  slightly 
.ter quaLty. 

rage is 820 marks gross, 600 net. 

The  decision  taken  at tine start  of  the l971 -1975 Five- 
r Plan to give  priority  to  conswder  goods and promote  higher 
.ing  standards  thus  seems  to  hzve  misfired;  external  pressures 
lem. to  be  largely  responsible f o r  this. 

Wages.have  been  frozen  a% a fairly  low  level;  the 

57. There is a big  trade  deficit: 
- the GDR has accunulatete8 a balance  of  payments  deficit 

in  spite  of  the  unofficial  decision  to  stop  importing 
of 10.5 milliard  valuta  marks  with  the  West  since 1970 

made  it  possible f o r  the GDR to  carry  on  trading  with 
Western  consumer goods; only Vestern  credits  have 

the  West,  but  this  facility  may  be ended; 
- in 1975,  the GDR ceased  to  have a surplus  in  its 

trade  with  the  other COMECOfT countries. 

(e)  Fzechoslovakia 

Several  times  in  November 7975 Mr. Hus& and 

.era1  retail  price  level  unchanged  "at  the  beginning of next 
rag . 
Strougal  voiced  the  government's  iatention  to  keep  the 

' ' ' These  statements  were  intended  to  scotch  persistent 
ours of.impending  increases  in  consumer  prices.  According 
Western  observers they.do  not e::clude the  possibilit  of 
sequent  increases,  probably duriq the  summer  of 197 g . These 
ervers  also  point  to ths growing  pressure  from  subsidies and 
external  deficit. 

N A T O  U N C L A S "  ~ J I F I E D  
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(f  ) Bulaaria 

and industrialisation,  Bulgaria  Seem “Co be re la t ive ly  immune 
from inflation,  This i s  probably  elqlained by i t s  r e l a t ive  

l inking East and West, and by the  special   relationship which 
i so la t ion  from the normal trade  circuits,   especially  those 

exists  with  the  Soviet  Union, which gives i t s  llleast-developedll 
a l ly   subs tan t ia l  economic assistance a d  even seems prepared 
t o  boost i t s  a id   suf f ic ien t ly  t o  o f f se t  a l l  the  increased 
cost  of  Bulgaria’s  imports. 

Although e f f o r t s  have been Kade t o  speed development 

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

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


