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The attached noto has becn proparcd by tho Economics
Diroctorate; 1t takos account of & noto from the United Kingdom
Dologation tl) and various comments by the United Btates
DOIOgation-

2e In accordance with tho docision taken by the Sub-Committoo
on Soviot Economic Policy, at ite mocting on 28th March, 1962,
this paper is circulatod to the Committee of Economic Advisors
for information,

(8igned) A. VINCENT
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DEVALUATION © RIAN LEV

The Bulgarien leva was devalued on the lat January, 1962,
Like 1its Soviet counterpart (1) last year, the Bulgarisn Government
has gone to great lengths to obscure the real nature of the
ojeration br combining an effective devaluation of the leva 1in
terms of other currencies with an internal currency reform whereb:r
the old leva has been replaced by a new one at the ratio of 1 new i.v
to 10 old onesy - - - - - L L S I

-

2.  However, the gold contant of the leva (and thus its
value in terme of other currencies) has not been increascd
proportionately,. Previously, the leva was worth at the official
rato 0,13 grame of gold (ocquals H0.146 or 0,132 roubles). Had
the gold content of the currency been raised in proporticn to its
intornal vaiuve, i1.0., tonfold, it would havo been established at
1,3 grama, In fact, the gold content of the nouw leva is only
0.76 grama, so that 1 new leva is worth only #0.85 or 0,77 roublcs

(instoad of HAl,46 and 1.3 roubles). Thus, the leva has been
devalucd by L2%,. ' - g

. 2 For Wostern countrios tho now rates will apply to both
commerceial and non-commorcial payments, the 0ld non-commercial
ratcs now being abolished, With the athor Bloe countries, whoro
epecial agreocments are saild to- oxist; non-commorcizl rates will
rcmain in foreo, These, howevor, are eimply the old non-
commercial ratos- adjusted to take account of tho 10:1 intornal
roform but not tho dovaluation. Thus, tho formor non~commoercial
ratos of 1 0ld love = 0,112 roubles becomes 1 new lova = 1,12 roublos,
comparcd with thc now commorcial rate of 1 lcva = 0.77 roublos,
This would eppear to bo a considerablo disincentive to, tho Russicn
tourist intont on visiting Bulgaria, whilc thc purchasing powor of

‘tho Wostorn tourist is incroascd, sinco 1 now lova oquals only
' $0,85, whoroas 1 old lcva oqualled §0.10. . |

4. At tho boginning of 1961, tho Sovict authoritics carricd
through a similar oporation - an intornal oxchango of 1. nuw poublo
for 10 old onos, combined with a 4.4~fold incrcase in tho curroncy 8
official goid contont - cquivalono to a 55% dovaluation., = Buforu
1951, when it was duvalucd, tho roublc was overvaluod in torms of
moet eatollite purroncica; - after @ovaluation, 1t was olocrly sub-
ptantially undervalwed in rolation to all of thom, and Wostarn

COMECON,

' obsorvors prodicted-a genoral ro-~alignment of exchange rates within

5. 8o far Pulgaria is the only satollitc to have adjustod
tho roublo parity of her curroncy, and it should be notod thag%at
the now parity the valuc of the leva in torms of roublcs 18 32 1
higher than that cxisting bofore 1961 (i.e. 0,77 roubles compari, .
with 0,58 roubles). Prosumably, this parity is thought to rufive
accuratcly tho curront price levels in the two counirios.

(1) On the doveluation of the rouble sec AC/127-D/63 datod
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Ba The depreziction arpcere to have beon aimed mainly at
Fdringing foruign trade prices into line with internal prices in

rdor:
9

(1) to climinato somo of the bookkceping involved in the
cxtom ioe finnmeolal cqualisation operations (export
subivlois gad aport taxcs) madc necessary by the
Wrevioudiy ovarvalued lecvag and

(2) to facilitatc calculations of rolative profitability
of various cxyro~ts and imports (this is consistont
wilth the incroasing attention boing paid by dbloe
countrios to ways of improving cost accounting and

pricing).

In tho case of non-commercial rates, the deprociation was probably
mintondcd to stimulutic foreign exchange carnings from Wostorn
Ytourism. Tha simultancous c¢roation of a "hoavy" leva by dropping
S& Uro wos probably motivated by:
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(1) a dosirc to obscure the neod for a dcprecciation
from the Buigarian pecple; and

(2) prestigoe considorationa related to having a
basic currency unit with & value closoc to that
of the dcllar or rouble.

= Te As in the case of the Soviet Union the new rato structuro
~will have little direcet significance outside the Bloe (all trade
~1is on the basis of Westorn currencics) while intra-Bloc trede will
@"preamn’bly continuc to bc accounted in roubles on the basis of
=world prices, Although 1t i:c statod that Bulgarian financial policy
;is in harmony with Sovict finaneial theory and practice, the
ulgarian moeasurcs should prolably be considcred not simply a matter
—of following th» Beovict cx~rnic but as peart of a goneral move insido
8“0 Bloe towardas a more rational exchango rato structure,

- 8, With tho dcvelopment of COMECON, 1t is becoming incroasingly
Uimportant for Communiat planners to be abia to comparo costs and
—=pricos in the various mmm“or countriocs, end also with tho outside
=world, Such compr-~ison 78 almogt impossiblc unless oxchange rates
Rpofloct prices witi: ruascachic accuracy. This was ono roason for
~'the Sovict devaluation of the rouble last ycar. The Bulgarians
,havo now followed the Sovict cxamplc, and 1t scems logical to assumo

that within tho next yo-r or so we shall sco tho other Bloe countrios
eonforming to this pett.~r by rndjusting thoir own cxchange ratos
=and tho ultimato rosult may possibly be somc form of intra-Bloc
=~oconvortibility,
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_ At the rate prevaili At the rate pre-
b:ﬁoggelgztgtgzevaili 1 from lst Jenuary, 192% vailing since
| snuary, |until 1et January, 1962 [lst January, 1962
1 0ld leva a B0.146 = s B0.146 =
0,58 0ld roubles 0.132 new roubles
(= 1.32 old roubles)
1 new leva | = 20.85 =
(= 10 01d levi) 0.77 new roublesi
Z1 = 5,8 old levi = 6.8 old levi = 1.17 new levi
(= 11.7 old levi)
0ld rouble = 1.7 014 levi
new rouble = 7.55 old levi : = 1.30 new levi
— (: 13 old 13‘»’1)
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