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Note by the  Economic Directorate(1) 

GENERAL INTRODUCTION " 

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

( i )   Capi ta l  flow var ies  i n  l ine  with  actual  movements i n  
goods and services  (under  the  "balanced  approach",  for 
example, anticipated consumption i s  geared t o  family 
income: aggregate wages, allowancesp  pensions  etc. 
must be  commensurate, in   f ixed   pr ice   t e rns ,  with the 
value of  the goods and services  offered by Sta te  shops 
and co-operatives). 
- In   the  product ion  c i rcui t ,  money provides a passive 

- In the consumption c i r c u i t ,  money also  plays  this  
indication of the  way the  economy i s  working; 

passive  role.   Prices  are  not  affected by demand i n  
the  State-controlled  sector  but  only on the   pa ra l l e l  
markets and t he re fo re   t o  a very  limited  extent. 

11) Sources: 
. . .  

In f l a t ion   i n   t he  USSR, Note by the  United Kingdom 
Delegation (~C/127~WP/449) 
Soviet Inf la t ion ,  Keith Bush, NATO Symposium, 
January 1973, p .  97 e t  seq. 
Consumer Goods Availabil i ty and Repressed I n f l a t i o n   i n  
USSR: Gertrude  Schroeder, NATO Symposium 1975, p.  37 
e t  seq. 
The Soviet   Paral le l  Market, D i m i t r i  Simes, idem p. 91 
e t  seq. 
Disguised  Inflation  in USSR, Katsenelinboigen, idem ~ ~ 1 - 0 1  
e t  seq. 
Imported Inf ia t ion ,  H. Nachowski. Note submitted by the 
German Delegation (AC/127-D/522) 
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( i i )   Pr ices   a re   cont ro l led  t o  ensure t h a t  the   d i s t r ibu t ion  
and redis t r ibut ion o f  national income follows the  
desired  pattern and that  allocated  purchasing power 
corresponds t o  ove ra l l   ava i l ab i l i t i e s  o f  goods and 
services. They play no pa r t ,  however, i n   t h e  income 
distribution  process which i s  t h e  exclusive domain 
o f  the  Plan. 

2. Inflation  therefore,   instead o f  taking'   the  basic form 
o f  widespread and over t   r i s e s   i n   p r i ces  and costs  as i n   t h e  
West, i s  revealed by other  signs (a ,growing volume o f  idle  savings, 
shortages,  queuing,  etc. ). These .often  represent a social   cost  
which should be added t o  the  advertised  price of the  goods and 
services on offer. 

I. HISTORICAL BACKGROW.  

3. However t rue   the  economic model i s  i n  theory,  actual 
Soviet  p r ices  have alternated up and down by wide margins, 

(i) After the  1917  revolution,  the  Soviet Union was subject 
t o  continuous in f l a t ion  - f o r  some years a t  an enor- 
mously high  ra te  - u n t i l  1947. (In  the  smaller  East  
European count r ies   in f la t ion   l as ted   un t i l  about  1953-54). 

This was followed by a period o f  def la t ion (1948-1964). 
Since  1965  prices  have  been  virtually  stable. 

1948 and 1954  reduced pr ices  by about 3096 (on the  basis  
of: 1950 = 100, the  index  has.  dropped t o  74 i n  1964). 
These reductions  occurred i n  connection  with  various 
monetary manoeuvres (withdrawal of  pa r t  o f  the purchas- 
ing power in   c i rcu la t ion  and forced  savings). 

In  the ear ly   OS, it may be  considered  that the index 

as the  cost   pr ice  o f  rnanufacturéd  goods, the l eve l  o f  
industrial   cost-effectiveness and transport   costs,  t o  
which should be added the  bonuses and pay  increases made 
necessary by the  general   desire for bet te r   l iv ing   s tan-  
dards 

(ii) Successive downward adjustments i n   r e t a i l   p r i c e s  between 

. .  has reached  the limit imposed.by economic fac tors  such 

It was possible t o  argue a t  the  t ime that ,  a f t e r   t he  
severe  hardships of the war and post-war  rationing 
(which only ended i n  1947), the  basic  requirements of  
the  public had been met, bear ing  in  mind the  regular 
increases   in  pay, scholarships,  pensions and various 
allowances which accompanied the  reductions  in  essential  
commodities. 
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-3- AC/127"?/450( Revised) 

( i i i )   I n  1962, a number of   agr icu l tura l   p r ice   r i ses  (meat 
+ 30%/o, bu t t e r  + 25%) were introduced in   o rder  t o  
improve the  incomes o f  the  kolkhozniks,  but i n   s p i t e  
o f  t he   s i s e   i n   t he   cos t  o f  agr icul tural   inputs ,   the  
o f f i c i a l   s e l l i ng   p r i ces  have not  since  been  raised. 

( iv )  From 1965 t o  1972 further  reductions  averaging between 
15 and 3@4 were introduced f o r  t e x t i l e  ~ B O ~ S ,  medicines, 
preserved foods and a number o f  consumer durables  such 
as  television  sets  (reduced  several   t imes),   cin6 
cameras, e l ec t r i c   r azo r s ,  washing machines,  scooters 
and motor-bikes as well   as chemical goods and te-x-kiles 
(clothing);  while  the  .cost of luxury goods (caviar, 
sturgeon, salmon, luxury  furs and the   l ike)  went up(1). 
These pr ice  changes  have been m u t ~ a l l y - o f f s e t t i ~ ~  with 
the  off ic ia l   index (1950 = 100) remaining a t  74-75 
since 1955. 

. .  . 

II. PRESENT CAUSES OF INFLATION 

4. Inf la t ionary  s t resses   exis t   a t   present   in   countr ies  
with a centralised economy and this  i s  acknowledged not  only by 
the  economists in  these  countries  but even by the  national 
authorit ies.  

(i) In the Soviet Union as far back as 1960,  Federenko and 
Z. Atlas  refer  in  veiled  terms t o  Wnsatisfied demand", 
" la tent  dzmandlt and $'forced saviacgsll. I. Konnik 
(Ekonomidzat 1963, p. 243) also expresses  concern a t  
t m - a n d  only  recently Mr. Brezhnev himself 
(speech o f  April 1975 reported  in IlLe  Monde" of 
16th Decembers 1975)  deplored  tne  existence o f  
"repressed  infut ion".  

( i i )   In   the   o ther   Eas te rn   count r ies   the  limits and short- 
comings of planning.are  not.admitted,  inflation  being 
at t r ibuted  to   external   causes ,  and especially t o  con- 
tagion from the non-Communist. countries. The highest 
aathorit ies  (Gierek, Husak) contend t h a t   i n f l a t i o n  i s  
unavoidable as a r e s u l t  of  the world-wide r i s e   i n  
pr ices  and are  giving  notice o f  price  increases and 
psychologically  preparing  the  public f o r  them. For 
examplep it i s  Seing  explained that  p r i c e s   i n  Poland 
will go up a f t e r   t h e  workers have  been consulted and 
without  jeopardising  dequate  increases  in  real  wages. 

71) T h i s  i s  also. t r u e  o f  motorTars  (not  included  in  the  index! j 
.- 

The main purpose of these  increases was t o  discourage con- 
sumptioxl o f  these goods o r  t o  absorb what  was considered 
t o o  high a l eve l  of  l iqu id   asse ts  
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5. Inf la t ion  sterns from the imbalance between the  money 
flow and the  goods flow. I ts  reasons  are  both  domestic and 
external.  

(a) A t  the  domestic economic level  there  appear t o  be 
var ious   4 i smpt ing   fac tors   bu i l t   in   the   p lanning  
planning  system itself .   Centralised  planning cannot 
be  completely r id  o f  cer ta in   incongrui t ies  o r  inf lexible  
elements  attributable t o  economic and pol i t ical   factors . ,  

For exaaple  investment  planners  invariably  set  goals 
t h a t   w e  incommensurate with available  resources and 
the  resul tant   s t resses   are   accentuated by the  syste-  
matic  under-assessment o f  forcecast   costs.  Delays i n  
production  actually  achieved  are  frequent, The factors  
of production  are  inefficiently o r  inadequately  used: 
plant  capacity is adversely  affected by poor naintenance 
and shortages of spare parts; a f t e r  work has begun on 
new installations,   lengthy-delays  occur  before comple- 
t i o n ;  owing t a  fears o f  shortages, un-needed stocks 
of materials  are allowed t o  accumulate i n   d i f f e r e n t  
concerns. 

Actual  costs may turn out t o  be higher  than  anticipated 
as a r e s u l t  of  inadeqcate  productivity o r  poor co- 
ordination between d i f f e ren t   l eve l s  o f  a concern, In  
both cases it becomes necessary t o  accord  the  enterprise 
affected  additional  credits  without any corresponding 
" t rade-offs"   in  the flow of  goods. 

A t  t he , en te rp r i se   l eve l   t he re  i s  a l so  a measure o f  
autonomy: i n  particular,   decisions  regarding  the  use 
t o  be made o f  certain  surpluses  are  taken on a de- 
centralised basis by the  works manager concerned(l), 

A s  f a r  as labour i s  concerned,  determinatim t o  maintain 
compulsory f u l l  emplop-ent a t   a l l   c o s t s  by various 
administrative  rescue measures (bailing.-out OP "lame 

: duck" concerns,  retention on the  payro l l  of non-essen-. 
. t i a l  workers and absence, o f  . " f r ic t iona l  unemploymentGt) 

5ampers labour mobil i ty ,  which is  essent ia l  i f  proper 
use i s  t o  be made of  the  factors o f  prodwtion. 

A t  the  consumer level  purchasers of  goods and services 
enjoy a limited degree of  autonomy. Their  purchasing 

4 power produces p a r t i a l  imbalances between supply and 
(,il i .e .   the   a l locat ion  for   decentral ised ihvestrneni; purposes 

o f  c e r t a i n   p r o f i t s  "achievedfr i n  excess of planning goals  
(1965 Reform) c. f George Gamy: Pol ic ies  and mechanics 
r e l a t i n g  t o  money - NATO Symposium 1973, p.  51 e t  seq, 

. J  
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demand; these become  more pronounced as   the   pa t te rn  
of  consumption i s  divers i f ied and generate  pressure 
on r e t a i l   p r i c e s .  

A t  the   internat ional   level  two additional  factors have 
had a more s ignif icant   effect  i n  recent years and, i n  
the  present  context of world in f la t ion ,  have made the 
Eastern  countries'  economies more sensit ive  than 
h i ther to  t o  foreign-generated  inflation. 

f irst ,  the economic reforms t h a t  have taken  place 
in   cer ta in   Eastern  countr ies   (par t icular ly   in  
Hungary  and Poland)  have led  t o  the  adoption o f  
control machinery s imi l a r   i n  some respects t o  
t h a t  used i n   t h e  market economy countries  (re- 
hab i l i t a t ion  o f  the   ro le  o f  pr ices  and p r o f i t s ,  
f inancial   decentral isat ion  in   enterpr ise  manage- 
ment, e tc .  ). This machinery has  created a more 
d i r ec t  link between foreign and domestic  prices. 
As a resul t ,   foreign  inf la t ionary  pressures   are  
affecting domestic price  formation, a t  l e a s t  f o r  
cer ta in  commodities; 

t h i s  trend i s  being  fostered by the  gradual  build- 
up in   the  Eastern  countr ies t   t rade  re la t ions with 
the  industr ia l ised  countr ies9 as a r e su l t  o f  which 
they  are  being  subjected t o  pressure, even  although 
an e f f o r t  i s  being made t o  prevent  imported  infla- 
t i o n  from direct ly   affect ing  Eastern  pr ice   pat terns .  

These two fac tors   a re  more apparent i n  the Eastern 
countr ies   than  in   the USSR, which has undertaken  scarcely any 
economic reforms and whose  economy i s  much less   recept ive t o  
foreign  trade ( 4 %  of national income as  compared with 20% t o  
30% for the  Eastern  countries). However, i n  a l l  the  COPlECON 
countries,  including  the USSR, transactions with the  West.are 
on the  increase  (accounting  for  approximately 30% of overall  
exports and imports, as against l ess  than 20% in  1960). 

demand in  the  Eastern  countries  cannot be gauged exclusively 
by reference t o  of f ic ia l   p r ice   t rends .  The o f f i c i a l   r e t a i l  
prices  index, f o r  instancep  does  not  reflect   actual  price  trends,  
especially  because it only  takes  account o f  transactions on the  
o f f i c i a l  market,  Apart from the questictn o f  doctrine,  the 
authorit ies  are  spurred on  by the   a t t i t ude  o f  the  people o f  
these  countries who have  been conditioned by the  period of  
extremely  high  inflation between the two wars aad seem t o  prefer  
the  present system t o  one providing better d is t r ibu t ion  of  
rescurces  through  price  changes. 

7. The t rue  extent  of  t he  imbalance between supply and 
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In view of the  very low capital and labour  productivity 
from which  these  countries suffer, it  might  paradoxically  be 
argued  that  official  acknowledgement o f  overt  inflation by a 
more  realistic  application of the  law of  supply and  demand and 
a reduction of the  "gimmicksf1  which  shroud  economic  developments 
in mystery  for  the  planners  themselves is more a sign of health 
than a weakness. 
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Part  One: THE USSR 

8. The domestic money supply - i .e.   notes  issued and the  
volume of  deposits - i s  t a i lo red  t o  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 consumption. Theoretically no overall  imbalances - 

can a r i s e  
those two 

through  the-  build-up o f  surplus-  credit .  Above a l l ,  
c i rcu i t s   a re   cu t  o f f  from each  other. 

The bank money c i r c u i t , i s  used f o r  t ransac t ions  
between enterprises,and deposits, m e r  t,he 
watchful eye o f  the Central Bank, are kept a t  the 
minimum level  compatible with production  requirements. c 

The "rouble  control"  applied by the  Central  Bank, which 
both implements and controls the Plan, means t ha t   t he  
enterprises  are  only allowed the   cap i ta l  which they 
need fGr their  investments,  quantitatively  speaking(1) 
The purpose o f  t h i s  form o f  control is t o  prevent  the 
build-up by the  enterpr ises  o f  i l l e g a l  raw material 
stocks o r  reserves. 

The f iduciary  c i rcui t ,  which i s  r e s t r i c t ed  t o  pr ivate  
individuals  (workers - consumers) offers a 
spending  choice  limited in   p r inc ip le  by the  planning 
system t o  an official   assortment of goods and services. 

Production i s  not  guided  nor  prices  themselves  affected 
by consumersi preference. Consumer c red i t   ex i s t s   a s  an i n s t i -  
tut ion  but  i s  very l i t t l e  used as yet and i s  s t i l l  not  autho- 
r i sed  f o r  the  purchase of some items such as   cars ;  consumers 
must therefore  save up i n  advance f o r  the  purchase of  the major 
durables.  Surplus  purchasing power,, generated in   pa r t i cu la r  by 
wage increases, has often been  absorbed in   t he  past ( t h i s  was 
l a s t  dorie in  1956)'by  forced  savings.  Cvlrrently it i s  ref lected 
i n  an increzse  in  private  savings  deposits.  

10. L i t t l e  i s  kmvm o f  the   f ina l   use  which the  many 
"middle menE' operating  iillegalZy, make of  t h e i r  p r o f i t s .  Their 
options. are  l imited: no dire&  investment  abroad,  occasional 
opportunities  (extremely few and f a r  between) t o  acquire  foreign 
banknotes  (convertible  currencies bought from t o u r i s t s  ) 3  in- 
vestments i n  works o f  ar t ,  i n  gold o r  in  jewellery.  Money i s  
undoubtedly  invested i n  housing (it is believed.  that  one-third 
of all households own their  apartments  ;which"dre  obtainea In v) E r i k  Egnell e t  Michel Peissik: . IEiSS, L'entreprise'  face a 

1rEtat  (USSR: the enterpr ise  and' the  State)(Seuil , .   Paris 
1974) 
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nost cases  through  production  co-operatives), i n  "dachas" o r  i n  
no-tor cars .  It seems l ike ly ,  however9 t h a t  most of the  proceeds 
)f i l l ega l   ac t iv i t ies   a re   re inves ted   in  s t o c k s  t o  be so ld  on the 
?arallel   markets.  

11. The external   c i rcui ts   are   cut   off  from the domestic 
5 rcu i t s   t o   ensu re   t ha t  any inflow  of  foreign  currency - whether 
?reduced by a t rade su rp lus  o r  by borrowings on the  internat ional  
narket - w i l l  not  create unwanted money. 

12, The tradit ional  non-convertibil i ty o f  the  rouble, 
vhich was even  maintained i n  1947 and 1965 when economic and 
nonetary r e foms  were carr ied  out ,  makes f o r  two pr ice  systems: 
? r ices   for  the in te rna l  market and pr ices  used in  foreign  trade 
x n t r a c t s .  "Export pr ices   are   f ixed  in  the l i g h t  o f  commercial 
?respects: the Soviet   foreign  trade  authorit ies have no hesi ta-  
tion, when they  see  openings  for  given goods o r  equipment, i n  
zuoting suf f ic ien t ly   a t t rac t ive   p r ices  t o  capture  the  market"(1) 

II. THE PRICE SYSTEM(2) 

13. Planned pr ices   a re  one o f  the basic component features 
If economic calculat ion and socialist   planning. They provide 
the means of  implementing the  Plan,  value-wise.  Prices  are 
?lanned i n  such a way as t o  ensure tha t  commodities are comen- 
;urate with purchasing power; t h i s  must apply  not  only  generally 
)ut also for   specif ic  groups of  products and areas of consumption. 

14. Price leve ls   for   essent ia l  commodities  (macro-prices) 
we  fixed w i t h  a  view t o  achieving  certain  required  proportions 
in the  process o f  d i s t r ibu t ion  o f  the  national income. A State  
:ommittee, formerly  connected with the Gosplan and now respon- 
sible t o  the  Council of Ministers  i tself ,   determines  these 
) r ices  (the 1965 reform made  no fundamental a l t e r a t i o n s   t o   t h i s  
system). In  the  case o f  other  prices,   the Committee lays down 
general guidelines and leaves it t o  the  decentralised  bodies  at 
oegional leve l  t o  take  decisions on an item-by--itern basis .  

15. Thus State  .prices encompass the whole range of goods 
md services.  Their  control i s  regarded as a "sine qua nont1 f o r  
:he development of  planning and for  economic balance. They are  
impervious t o  uncontrolled movements  and remain  extremely  steady. 
l 

b Money, pr lces  and sa la r ies  i n  the  USSR. Informations a-u. 
Cornerce ex-bérieur, B ~ ~ 6 s t i ? l s ,  19th December,. 1975 

:2) c. f e Mahmoud Abdel Fadi.1, Planif icat ion  des   pr ix  en  bconomie 
social is te   (Pr ice   planning  in  the Soviet economy)(WF 75) and. 
a r t i c l e s   i n  IlLe  Monde" (19th August, 30th September and 
15th December, 1975) , .  
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-Y - w ~ / ~ z . / - ~ ~ ~ / ~ ? w t ~ ~ v l s e a )  

The progress  in  productivity is: 

e i the r  used t o  affset  the unavoidable r i s e   i n   c o s t  
~f some factors  o r  o f  import pr ices;  

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

o r  passed 03 in   the   se l l ing   p r ice  o f  items which 
are  intentionally  boosted f o r  sociaï /pol i t ical  o r  
economic reasons. 

A s  sell ing  prices  usually  include  indirect   taxes as 
well as the manufacturers*  production  costs and p r o f i t ,  margins, 
it i s  possible t o  peg them t o  some extent, even i n  the face of  
increasing  costs, by reducing  the  tax on turnover o r ,  when t h i s  
tax  has been  reduced t o  n i l ,  by granting  budget-funded  subsidies. 

l e ,  The wholesale  price  indices  reflect   industrial   sales 
pr ices  which are   set ,   for   each  enterpr ise ,   a t  a leve l  which 
normally  covers  production  costs and al lows  f0r .a  small mark-up. 
Since, however, the  pr ices  o f  the  -inputs  are  themselves 
arbi t rary,  some being  subsidised,  the  wholesale  price  index 
cannot be read i n   t h e  same  way as in a market economy and i t s  
movement upwards o r  downwards over a period of  time i s  meaning- 
l e s s  from the  standpoint o f  in f la t ion .  

19. Lr addition,  the  very  structure of the wholesale  price 
index  mainly indicates  average  prices  calculated on the  basis o f  
a fixed sample o f  goods which  have come in to  mass production and 
have therefore  decreased  in  price. For this reason, and f o r  
others too ,  a cautious view müst be taken of the methodology 
used i n  preparir,g  the  index. 

20. The r e t a i l   p r i c e  index i s  linked with the  wholesale 
price  index,  i , .e,  in  principle,  with  the  production  costs of  the  
enterprises. It a l s o  incorporates "downstream1t pr ice   factors  
such as t ranspor t ,   d i s t r ibu t ion ,   the   p rof i t  o f  the   d i s t r ibu t ing  
enterprise and, where appropriate,  taxes o r  subsidies. 

21, The index  has remained' steady  after showing a long-term 
downward trend between 1950 and 1965. This ove ra l l   s t ab i l i t y  
i s  achieved by different  increases and decreases  in  individual 
items which are  intended t o  o f f se t  one another, Here again, 
however, the  ineex i s  heavily  slanted  since it probably  over- 
estimates  the  value of  ''improved. qualityu and takes  account 
neit'ner o f  pr lces  paid on the   pa ra l l e l  markets  nor of  the  many 
pr ice   violat ions which occur on the   o f f i c i a l  markets. It includes 
few  new items  (the l i s t  o f  a r t i c l e s  has hardly changed since  1950), 
and thus  over-emphasises  the  effect o f  decreasing  costs, noir i s  
it affected by pr ice   increases   in  goods which are  reputedly new 

 MAT^ T T N C T . A S S T B T R ~  
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t remain basical ly  the same. .Because of the  increase  in  income 
ich averaged 4.6% between  1966 and 1970 and 4% between  1971 and 
75, and which has had  a  market  impact on the   pa t te rn  o f  consump- 
on, the goods listed i n   t h e  index now account f o r  only 5096 a t  
s t  of overal l  household  expenditure.  In  other words, the  
a b i l i t y  of t he   o f f i c i a l   p r i ce  index  relates  to  only half the  
ods and services used by an average household. 

In short , '  the index,  does  not  accurately  reflect.  the  true 
tuation and tends t o  disguise a s t a t e  of i n f l a t ion  which has 
ny causes D 

I. THE CAUSES .OF INFLATION(1) 

ENTERPRISE COST INFLATION 

22. A n  analysis of  pr ice   t rends between 1968 and 1973 i n  
dustry,   agriculture and construction  points  to  the  existence 

.. . 

moderate inf la t ion:  "' 

(i) the  increase  in   the  extract ion  costs  of  basic commo- 
dit ies ( i ron,  manganese; bauxite, o i l ,  natural  gas and 
so on) i s  explained by the   increased  ut i l izat ion o f  a 
c o s t l y  infrastructure  i n  remote par ts  o f  Siber ia ;  

( i i )  repeated  price  adjustments f o r  imported basic 
materials and equipment has   a lso  resul ted  . in  'some 
inflationary  pressures.  However, the  small volume 
of the  Soviet Union's foreign  trade  shields it from 
foreign  influence.  Since  trade with the   indus t r ia l i sed  
countries of  the West nevertheless  const.itutes  almost 
one-third  of  the  overall  figure, a r i s e   i n   p r i c e  o f  tne 
equipment from the  West may af fec t   cer ta in   sec tors  o f  
Soviet  industry which are dependent on Western  machinery 
and technology; 

c . = f .  .five  studies  provided by the  .United Kingdom,. German ,and 
United  States  Delegations: 
(a )  USSR - Mflh and Realit  (United Kin dom Delegation) 

AC/127--7E'/435, dated 1 1 t h  July, 197& 
(b) . h m e n t s  by  Embassy of the  Federal  Republic of Gemany 

i n  MOSCOW, dated  24tk.September,  1975 (German 
Delegation  94.29-5/75) 

IC) Inf la t ion   in   the  USSR (Myth and Real i ty) .  Note 
enlarging on (a) , dated 10th December 1975 
Imported in f l a t ion  (German Delegationj l:] Inf la t ion  in   the USSR and Eastern Europe  (United States  

.~ 

Delegation (AC/127-d/522,  22nd  December, 1975, 
AC/127-W/ 51, 9th  January, 1976 
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( i i i )  wage increases seem t o  be 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 he   l a t t e r ,   t he  
wage index towards the  end o f  1975 stood a t  114.5 
as compared with a terminal  figure of 149.3 provided 
for i n   t he  1971-75 Plan .  These indices do not  appear 
t o  take  account o f  extra  money and bonuses which the  
enterprises - concerned  primarily with meeting the 
Plan  targets - are- increasingly paying i n  ord-er t o  
offset   labour shortages. 

Yhen productivity  has  fallen short o f  wage increases 

i s  par t . icular ly   not iceable   in   agr icul ture  and i n  con- I 

s tmc t ion .  

. .  un i t  wage costs  have r isen  s teadi ly .  This phenomenon 

23. Planning  does  not  appear t o  take  suff ic ient  account of  
the  quali ty of goods o r  the  wishes of consumers, IYe have here 
two reasons for the   fa i lure  of supply t o   s a t i s f y  demznd, leading 
t o  the  creation o f  large stocks o f  m s o l d  goods. In  an e f f o r t  
t o  run down these  stocks,   the  authorit ies  easaarked 2.4 mil l iard 
roubles  in  the State budgets for 1974-75 t o  SubsiCflse p r i c e  
cuts.  This measure does  not  appear t o  have  been t o o  successful 
since a t  the end of  the  period, l. 3 million washing  machines 
and 120,000 re f r igera tors  were still unsold.  According t o  
certain  Scviet   publications,  such unwanted items  accounted f o r  
some 15% of  commercial stock  in 1974. 

FET>'JNDAIV HOUSEHOLD PURCHASING POVER. 

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

The system  of minimum wages wzs introduced i n  the 
Soviet Union i n  1956. A t  that time,  the minimum 
wage r a t e  was fixed at 27 roubles a month i n   r u r a l  
areas and 30 roubles   in   u rban   d i s t r ic t s .  A t  the  
present  time, no-one earns   less   than 70 roubles and 
the  average wage i s  140 t o  150 roubles  depending on 
the  industry concerned.  Since a husband and wife 
frequently both work, a wage of 250 roubles i s  not 
unusual i n  a worker% household.  Engineers and 
technicians  earn between 220 and 250 roubles a month 
and trust managers about 400 roubles. If account i s  
taken o f  the low cost  o f  ren ts  (536 o f  income) and of 
items of  everyday  use, nominal. purchasing power i s  
relat ively  high.  

" " " -  
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( i i )  Apart from wages, households  receive  substantial 
benefits   from'the  social  funds (89 milliard  roubles 
i n  19'/5)(1) ' The l a t t e r  meet the   cos t  o f  pensions, 
allowances, holidays and student grants; They account 
f o r  about 25% o f  general   resources  distributed  in  the 
form o f  wages. 

25. These various forms of income generate a growing 
purchasing power which, buttressed by the  un'freezing o f  e a r l i e r  
forced  savings, seems t o  b e  i n  excess o f  the  actual supply of 
goods and services. 

The conclusions  reached by different   experts   are ,  
however, f a r  from unanimous. Some of  them believe that i n f l a t ion  
has weakened during  the l a s t  years of the  present Five--Year Plan. 
They ar t icu lar ly   po in t  out that  production o f  Group B (consumer 
goods P has increased by 80% between 1965 and 1973, more quickly 
than the purchasing power. Other  experts, on the  contrary,  draw 
a t ten t ion  t o  the  lagging development o f  agricultural   output and 
the lack o f  f l e x i b i l i t y  i n  the  supply o f  services. In addition 
they  note some "local"   inf la t ion due t o  the  poor organization of  
transport .   In some areas consumers  have t o  turn t o  the p a r a l l e l  
markets f o r  20% of  t h e i r  food purchases (compared with an average 
o f  2.25) i n   t h e  absence of supplies on the   o f f i c i a l  ma.rket a 

26. Definite  conclusions  cannot be arrived  at,.-because of  
lack o f  basic  information. For instance, we  know nothing about 
the s t ructure  of Soviet  consumption,  about the volume o f  morzey 
i n  householdersf  hands o r  about  subsidies  sl lotted  in  order tc? 
keep pr ices  down: i n  general a l l  monetary o r  f inancial   data  are 
incouplete o r  published  with a time  lag. 

27. The  Economic Survey o f  Europe 1974 (Economic  Commission 
f o r  Europe - Geneva) includes a number o f  s t a t i s t i c a l  series 
enabling  the above-mentioned data t o  be  updated. 

ir?flation 
following 

( 4  In   the  f irst  place,  supply has remained rigid and this 
i s  borne  out by two developments: 

- increases i n  the f ec to r  cos% o f  productlon have 
tended t o  gain momentum in  recent  years:   the 
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harnessing o f  Siberia's  resources  appears t o  be 
beset by growing extraction costs and sharp  in- 
creases  in  infrastructure  expenditure,  while  the 
marginal  productivity of  cap i t a l  i s  tending t o  
f a l l  ; 

cer ta in   shortages,   par t icular ly   in   agr icul ture ,  
have  appeared recently  (especially  as  regards 
grain) o r  are  foreseeable  (meat,  because o f  the 
large-scale  slaughtering  currently  in  progress 
t o  cu t  down on the  use of  grain f o r  animal  feed). 

(b) In  addition, demand seems t o  be rising more strongly 
than  hi ther to  f o r  a number o f  reasons: 

- pressure on the  available  basic  resources (raw 
materials and energy) i s  r i s ing  as  a consequence 
o f  demand both a t  home and i n  the COPECON countries: 
the  Soviet Union i s  no longer meeting  almost a l l  
the  o i l  needs o f  i t s  a l l i e s  as i n  the  past  and it 
i s  believed that  t h e   l a t t e r ' s  imports from the 
OPEC countries w i l l  r i se   four fo ld   in  volume 
between now and 1980; 

a t   t h e   f i n a l  demand stage the continuing  increase 
i n   t h e  wage bill i s  boosting  purchasing power. 

. , The Soviet consumer having  developed more sophis- 
t i ca ted   t as tes ,   there  i s  a r i s ing   t i de  o f  poor 
quali ty goods l e f t  on the  shelves which i s  adding 
t o  inflationary  pressures.  

IV. EVOLUTION OF PRICES (OFFICIAL DATA) 

25. It i s  scarcely  possible  to  at tach any absolute  signi- 
ficance  inflation-wise t o  changes in   the   o f f ic ia l   p r ice   ind ices  
over a period o f  t ime.s ince  the  pr ices  mask o r ' d i s t o r t  the  situa-. - 

t ion   as  it rea l ly  is .  The t ab le  a t  Annex I,  which i s  given 
simply as an example, shows that the  pr ices  charged i n  1975 a re  
velq  close t o  those charg.ed ten  years  ago. However i f  reTerence 
is  made t o  the  implici t   def la tors  of the  Net Material  Product - 
as  deduced by comparing' current  price and constant  price  sta- 
t i s t i c s ,  it w i l l  be 'found that there  i s  a sl ight  price  increase.  
This increasep which has  averaged 0.8% per annum over  the  past 
three  years,   differs  according  to  the  types o f  sccounts  aggre- 
gates  examined: it i s  apparently  only 0.3% in   the   case  of 
consumer goods as  compared with 1.7% for capi ta l  goods and 
stocks. 

29. In  the  production  sector  the  inflation  diagnosis i s  
based on the   increase   in   en te rpr i se   p rof i t s  not  allocated and 
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the increase  in  credits  not  taken up, as  they  appear from  incom- 
plete   data .  

30. The rowth of free  markets, the increase  in  the sub- 
sidies budget f o r  the  reduct ion  in   cer ta in   f iscal   receipts)  and 
the  increase  in  savings  for which there  are no out le t s ,   a re   the  
main s igns  of   inf la t ion  a t   the   f inal  demand stage. 

PRICE RISES ON EXPANDING "FREE Y~ULRK~~TS~~ 

31. Apart from the  off ic ia l   marketsp  there   are  .indeed 
various  "free markets1! : 

agricultural  products,  generally o f  good qual i ty ,  
grown  on individual  smallholdings,,  are sold on the 
kolkhoz market.  Prices  vary  according t o  supply and 
demand(1). Their  average annual p r i c e   r i s e  seems 
t o  be  around 6.5% In  1973 the  estimated  ratio of these 
pr ices  t o  the   o f f ic ia l   p r ices  was 164 : 100  (1965 = 100 
f o r  both se r i e s  of pr ices) .   In  view of the  marginal 
nature o f  t h i s  market, the  repercussion o f  the  increases 
on r e t a i l   p r i c e s  is  very  limited. 

On the pa ra l l e l  market  can  be  found p r a c t i c a l l y   a l l  
the  commodities t h a t  cannot  be  obtained a t   o f f i c i a l  
pr ices .  They range from everyday consumer  goods t o  
semi-durables and include  domestic  services  (painting, 
repairs ,  paper-hanging,,  plumbing and e l e c t r i c i t y )  and 
professional services (lawyers,  doctors  private 
tu to r sp   e t c . ) .  This market  sometimes enables  factory 
managers t o  procure raw mater ia l s   tha t  cannot be 
de l ive red   i n   t ime ,   i f   a t   a l l ,   t h rough   o f f i c i a l  supply 
channels. It is not,  therefore, a  passing.-phenomenon 
but ,  on the  contrary, a covert   "insti tutiont1 o f  the  
Soviet  regime, whose operation i s  i n   f a c t  connived a t  
by the  .authorit ies.   Officially,  it i s  strongly con- 
demned by the  Soviet  leaders,  but it i s  t a c i t l y  
admitted  that anyone is entzt led t o  make use o f  it - 

i n  so f a r   a s  he  can afford t o  do so. The market i s  
t d o  divers i f ied f o r  any estimate o f  p r ice  changes t o  
be possible(2).  It  i s ,  however, believed  that  on the 
paral le l   services  market the rate of inflation  corres- 
ponds a t   l e a s t  t o  the  increase  in  wages. 

(1) According to  the  Soviet   press,   the  percentage of products sold 
i n  this market, compared with total   production i s  as  follows: 
milk 6%, eggs 12%, vegetables 13%, meat 17%, wocl 13YdP 
potatoes 3674. These are  only  average  figures however which 
vary considerably from one region t o  t h e  next 

market 
(2)  See Annex II f o r  some examples o f  pr ices  on the pa ra l l e l  
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INCREASE I N  BUDGET SUBSIDIES 

STATE BUDGET (mill iard  roubles) 

- 1965 1973 1975 a 7 6  (forecast)  

Receipts 102.3 187 8 220 O 3 223.7 
Expenditure 101 6 l 64  e O 217.6 223.5 
Surplus 0.7 3.8 + 2.7 + 0.2 

___I_ Source: See United Kingdom  Mote (AC/127-W/449) p.  13, tab le  
updated on the basis of  press  information - 

32, The budget seems t o  be constantly  in  balance. But 
budget receipts  include  not  only  the  taxes  accruing  to  the 
State   but   a lso  sales  o f  government stock,  personal  savings, 
ad.vance t ax  on  income ye t   t o  be  earned and even Central Bank 
loans t o  the  State .  This means t h a t  monetary demand  may be 
created by in jec t ing   l iqu id i ty   in to   the  system. In  addition, 
budget  expenditure  includes  major  subsidies  designed  either  to 
keep down increases   in   the  pr ice  o f  products o r  t o  or ientate  
production  along  the  lines  laid down in   the   P lan(1) .  

33. The increases   in   indirect   taxes   levied on cer ta in  pro- 
ducts can  be  motivated by a number of different  reasons depending 
on whether o r  not  there i s  a concomittant  increase  in  the  supply 
o f  these  products. 

i n   t h e  first casep  the  price  increases which they 
t r igger  o f f  w i l l  be  designed t o  centre   inf la t ion on 
those products  (luxury  goods,  including  leather, f u r s  
and jewels) ; 

i n   t h e  second case, it w i l l  no longer be a n a t t e r  o f  
soaking up purchasing power but o f  discouraging con- 
sumption o f  goods f o r  which there  i s  no p r i o r i t y  
(motor ca r s ) .  

INCREASE I N  FAIVI11,Y SAVTNGS 

34. Paradoxically,  family  savings are large and a re  growing 
rapidly, By mid-1975, overall  savings  accounts  holdin S t o t a l l ed  
84.4 milliard  roubles  (as  against  53 mil l i a rds   i n  1971 7 e A s  
there   are  some 100 million  accounts in  existence,  the  average 

(1) Particularly  subsidies t o  agr icul ture ,  which i n   t h e  USSR 
are so  large t h a t  they  exceed  the t o t a l  military  expenditure, 
a s  shown in   o f f ic ia l   budgets  
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l o u t  per  account  appears t o  be over 800 roubles.  Savings  thus 
?em t o  represent some 40% of t h e   t o t a l  volume o f  annual r e t a i l  
tles and 5.5 months of  average  earnings; an  amount which i s  
;rikingly  large  in  the  context o f  a ra ther  low standard of  l iv ing  
ld a lack o f  household equipment ( te levis ions,  cars). 

This  increase  in  Soviet  family  savings  cannot be 
rplained by re ference   to  Western c r i t e r i a .  

The confidence i n  monetary s t a b i l i t y  and i n   t h e  
wings  banks as a whole (security by comparison with cash 
, ld i  S) seems f a i r l y  widespread. This being so,  t he   i n t e re s t  
Ltesyzy O f o r  current  accounts and 4% on money deposited f o r  a 
!ar)   are  not as small  as  they may  seem and may provide part of 
Le explanation. 

Money w i l l  a lso be  saved f o r  long-term  purchases  par- 
.cularly since consmer  credit   has  hardly go t  o f f   the  ground: 
lsh i s  therefore accumulated f o r  expensive  items  (housing,  cars). 

On the  other  hand, there i s  also a tendency t o  save 
, a precautionary measure ( in   ant ic ipat ion o f  retirement), 

But savings in   the  Soviet  Union are  undoubtedly a sign 
’ a cer ta in   surplus  o f  purchasing power f o r  which no use  can be 
‘und. In  t h i s  connection, it i s  charac te r i s t ic   tha t   the  autho- 
t i e s  seem t o  f ea r  a massive  mobilisation  of  available  purchasing 
wer, i n   an t i c ipa t ion  o f  increases   in   the  pr ices  o f  cer ta in  
Iticles: these increases  are  generally announced a t  the end 
‘ t h e  day and come in to   e f fec t  a t  midnight. 

a l   recogni t ion o f  underlying o r  po ten t ia l   in f la t ion :  
35. Two recent  decisions may be interpreted as an unoffi- 

(1)  the  price  revisions  applied t o  exports  t o  the CODECON 
countries  since  the  beginning of 1975 and the new 
pr ice   f ix ing  machinery (sliding  averages) must  no 
doubt  be  primarily  interpreted  both  as a means of 
ad jus t ing   to   the  new world economic environment and 
of improving  the.  terms o f  trade, which had sharply 
deteriorate6  in  previous  years.  However, they must 
a l so  be  seen as  precautionary  measures  intended  to 
forestal l   foreseeable   shortages  in  the medium term. 
Nonetheless,  the  marginal volume of  Soviet  foreign 
t rade  and the need for poli t ical   reasons t o  avoid 
pressing t o o  f a r   t h e  advantages  which.the USSR possesses 
over i t s  a l l i e s ,  limit the impact o f  such price  revisions 
i n   t h e  USSR; 

the  NMP will be reduced  during  the  next Five-Year Plan 
(2)  , furthermore,  the announcement t h a t  the  growth r a t e   i n  
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(1976-1980) and the   fac t   tha t   g rea te r  emphasis has 
been  placed on improving the  qual i ty  o f  goods could 
be  an indication %hat the  planners  are  anxious t o  
reach a better  balance between supply and  demand 
and to .avoid an increase  in  stocks o f  non-marketable 
products 

V. LIl’UTATIONS ON OFFICIAL POLICY - 
36. The Soviet  Authorities’  attitude  towards  inflation 

d i f f e r s  from t h a t  of Vestern  governments: t h i s  i s  because  the 
aims and the means t h a t  can  be employed t o  combat it are  not 
ident ical  

Camouflaging inflaL~~r 
In  the  Fast ,   ant i - - inf la t ion po l i cy  consis ts   f i rs tand 
foremost i n  camouflaging the phenomenon and preventing 
it from becoming apparent, by means of various 
techniques  referred t o  above. 

Correction o f  i n f l a t ion  

When it comes t o  balancing  supply and demand and 
combating excessive  purchasing power (whose growth 
cannot be controlled  indefinitely,  even i n  an 
authoritarian  system),  the  action  the  authorit ies  cm 
take i s  s t r i c t l y   l i m i t e d .  

Correction o f  i n f l z t ion  by ,mezns o f  a general r ise 
in   p r i ces  

It is  very   d i f f icu l t  t o  ad,just  the  prices o f  specif ic  

-. 

pmducts  without  Jeopardising  the  ingerrelations and the- complex 
fabric  o f  the  Plan, Thiis, changes in   the   p r ices  of  cer ta in  
products  can  be  designed only t o  .zchieve a partial   balance,  not 
t o  r e s b r e  the  overall  balance. 

Correction by increasing  the  supply o f  consumer goods 

An administrative  reallocetion o f  factors  o r  commodities 
with a view t o  increased consumption (more. cars ,  
dwellings,   etc,)  is d i f f i c u l t ,  owing t o  planning- - .’ 

p r i o r i t i e s  which give  the first place t o  the  produc- 
t i o n  o f  cap i t a l  equipment and  arms  and which always 
seek’to  maintain  the  possibil i ty o f  high  future  growth. 
For the planners, production o f  cormuner goods c m  
only increase as  productivity improves. 

, . .  
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(ii)  It is.the bureaucratic  and  obligatory  character of 
the  Plan,  as  well  as  the  rigidity of the  system,  that 
prevent any lasting  increase in productivity and hence 
of production.  The  disappearance of margir:al  firms 
which,  in a liberal  economyo  contribute  to  the  optimum 
allocation of the  factors,  is a phenomenon unknown in 
Che  East.  Normally, a Soviet  undertaking  which  is  in 
difficulty  is  speedily  assisted  by  the  State B a n k  
which,  if  necessary,  takes over from  the  unsuccessful 
managers.  This  practice,  which  considerably  reduces 
labour  mobility,  leads  to a non-optimal  distribukion 
of  the  factors  of  production. 

39. Correction  by  adjusting demand 

Since  it is very  difficult  to  take  steps  affecting 
rices and supply,  the  correction of inflation  in a socialist 
conomy  is  mainly  based  on an incomes  policy, a taxation  policy 
nd a savings  policy. 

Incomes p o l i s  

The  authorities  endeavour to restrain  wage  risesp  to 
increase  the  non-monetary  element  of  remuneration 
(provision  of  free  medical, social, educational  and 
recreational  services)  and  to  extol  the advantages 
of consuming  intangibles (e.g.  culture) or collective 
items,  as  this  does  not  entail an increase  in  tangible 
commodity  output  to  match  the  monetary  demand. 

(b)  Budgetary  and-  fiscal  policy 

In the  USSR  the  State  Budgets  when  implemented  generally 
show a surplus. However, due to the  fact  that  budget 
statistics.  include  certain  Treasury  receipts (as cited 
above)  some  doubts can be  raised  as  to  their  true 
meaning. Even when the Bubget is apparently  balanced, 
expanding  expenditure.may  increase  the  money  stock 
without a counterpart  and  thus  be  inflationary(l), 

budget  may  be  inflationary  with  receipts and expenditure 
reaching  increasingly  higher  levels, if  the  higher  taxes 
which  households  are  required  to  pay  cause  them  not  to 
spend  less  but  to  reduce  their  savings 

N A T O  U N C L A S S I F I E D  
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Subsidies - a meam used from time t o  time t o  moderate 
the   r i se   in   p r ices  - lead t o  an incorrect   d is t r ibut ion 
o f  the  factors  o f  production  both  in  the  short-term 
and in   the  medium-term. Their  effect  i s  not  neces- 
sari ly  inflationary  provided  that   they  are  f inanced 
by higher  taxes  (but  see comment above). 

Fiscal  policy  ( increase  in income t a x  and VAT) i s  
currently used in   o rder  t o  reduce  the  pressure o f  
the purchasing power, In  periods o f  severe  shortage 
o r  o f  disorganization of  the  economy the  freezing o f  
savings  has  also  been  used  (in 1956 f o r  the   l as t   t ime) ,  

( c )  Monetary and credi t   pol icy 

In a centralised economyo the  monetary holdings o f  
the  public  sector - apart from those  carried  over 
from the  previous  years - simply ref lect   the   planners? 
intentions.  Monetary demand by private  individuals 
has no e f f ec t   e i t he r  on production o r  on the  pr ices  
of consumer goods and services(1) D 

V I .  PROSPECTS (1976-1980) AND CONCLUSIONS 

40. 

Price  increases in the  Soviet Union appear t o  have been 
moderate in  recent  years,  averaging  out a t  not more 
than 2% even taking  into  account  the  r ises on the  
p a r a l l e l  markets. The inf la t ionary ga.p i s  however 
tending t o  widen pa r t i cu la r ly   i n   t he  wake o f  the  
increase  in  factor  costs:  poor agriculture  yields,  
reduction  in  the return on capi ta l ,   h igh  cost  o f  
harnessing  resources in   S iber ia .  To the  extent that  
there  may be a slower r a t e  o f  growth - as  anticipated 
i n   t h e  1976-19SO P l a n  - and that in f la t ion  may increase, 
it w i l l  no longer  have  the  marginal  importance which it 
has been  given so f a r  and the  prospects f o r  r e a l  growth 
inay be i n  jeopardy. 

(2)  A t  the  present time, there  i s  no indication that  the  
Soviet  Authorities  are  resolved t o  bring  about a 
reduct ion  in  consumption by increas ing   re ta i l   p r ices .  
In f ac t  such a step seems unlikely f o r  two reasons. 
It would be inconsistent  with  the Plan’s! o f f i c i a l  

Tl) on the   s t r ic t ly   pass ive   ro le  o f  money and the I.imits of -r 

monetary policy,  see Gamy l o c .   c i t .  p .  65 
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concepts. In  addi t ion ,  it wm3.d hacs a psychologically 
adverse  effect  on the popu.l.aLion wli.",h s t i l l  remembers 
the  hyper-inflation of' the is~:??-wmT period and which 
seems more ready t o  accept sZ;u:.;.i,t?~ez ?.:;:t.3 clirect o r  in- 
d i r e c t  form of rationing ibn a bexzcr i~is-krib$t;ian 
of resources  through  price  changes. 

(3)  It can be expected th& t he   i nc reases   i n   r e t a i l   p r i ces  

and have a limited impact. On the  other hand, and 
where fac tors  o f  pr~:?~?ct;i(?r~ are  concwmd, it seems 
l i k e l y  t h a t  there  w i 1 . i  bc s . S f : q e ~  inc:r...:.;:?2es I:.k;;n i n  
the past  in t h e  pr ices  charged i;o er.i'&q.:: ..i SE:+, t h 5  
main purpose being t o  econorilise on raw mteria1.s and 
energy. Retail  prices wm.?l?t be kept i x t  1 5 m  :,&th 
wholesale  prices, thanks t o  increased  sGbsidies. 

. -  . = .  . . .  which may be'  announced w i l l  be only marginal  there'fore' 
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PART 2: Tm OTHER EAST EUROPEP,N COUNTRIES 

A. General inf la t ionary  t rend2 
"P 

41. m e  domestically-generated  inflation  discussed above 
i n  connection with the  Soviet  Union also  prevails in the  other 
East Erxropean countries. But they  are  also  affected t o  some 
extent by foreign-generated  inflation  since  their economies are 
more sensit ive  to  outside  influences (some o f  them derive as 
much as 30% of the i r   na t iona l  income from foreigr,  tradeo a large 
part of  which i s  carr ied on with  the  industcialised  countries o f  
the West), A further  reason is t h a t  economic reformso  especially 
i n  'Hwngary.and.Poland,  .have  .reintroduced  certain  market economy . . 

mechanisms. The money c i r cu i t s   a r e  no longer  qornpletely  hermetic, 
some pr ices  respond t o  demand p u l l  and the  enterpr ises  have 
greater  access  to  non-allocated f'unds than is the  case with the 
Soviet model, All this means greater  vulnerabili ty t o  inf la t ionary 
pressure'. 

42. It is  not   surpr is ing,   then,   that   in   general   inf la t ion 
should be "ing a t  a higher   ra te  i n  t'ne People's Democracies 
than in  the  Soviet  Union and t h a t  East Ebropean leaders  are more 
wil l ing t o  admit i t s  existence. 

43* The twin e f f ec t s  of i n f l a t ion   a r e  a growing foreign 
t rade   def ic i t  and subsidies, which are  weighing  heavily on the 
budget 

Corrective  measures  are  inevitable, and have already 
been taken i n  some cases,   especially  since the r i s e  i n  the  
cost o f  inported  energy, raw m t e r i a l s  and capi ta l  equipment 
has  not  yet made i t s e l f   f u l l y   f e l t ,  

B c External  inflationary  pressure 

44,  The gradual opening-up o f  t he   soc i a l i s t  economies t o  
world narkets  in  recent  years,  coupled with t h e   r i s e   i n   t h e  
pr ice  of most raw materials  since 1973, led t o  a revision o f  
the   in t ra '  COMECON price system from 1st Janu8ry9 1975; HQSZOW 
increased  the  price of i t s  o i l  de l iver ies  t o  i t s  a l l i e s  by 
135% and t h a t  o f  other raw materials by an average o f  52%. 

45. World market f luc tua t ions   a f te r  1st Januarys 1975 
w i l l  have a more rapid - although muted - ef fec t  on COPECON 
pr ices   than   in   the   pas t ,   s ince   the   l a t te r  w i l l  be determined 
each  year on the basis  of  the   f lex ib le  world price  scale  over 
the  preceding  five  years. 

46,  The present o i l  p r ices  Fihich the-Soviet  Union charges 
i t s  a l l i e s   a r e  -about  one-third  lower  than  the  world  prices. 
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For the  other raw materials and basic commodities  (phosphate, 
cel lulose,   p ig   i ron)   the world pr ices  would seem t o  be. between 
two and two and a half  times  higher  than  those asked-  by the 
Russians(l) ,  However, since  the  East European countries  (except 
Romania) are -heavily dependent on the  Soviet Union f o r  t h e i r  
supplies (90% in   the   case  o f  o i l ) ,  p r i ce   r i s e s   a r e  a significant 
fac tor   in   the i r   t rade   ba lance   def ic i t s  ($1.8 mil l i a rd   i n  1975). 

47. Xhflationary  pressures  are  eggrzvated  in  Eastern 

( i ) ,   . t h e   E a s t  European' countries have no t  raised  the  prices 
of their   exports  t o  the Soviet Union t o  the same 
extent (15% only) ; 

Europe by three  additional  factors:. 

' - (ii) the Soviet Union cannot  cover a l l  i t s  a l l i e s !  energy 
requirements so some of  t h e   l a t t e r  will have t o  buy 
more  and  more on the world marketsp and par t icu lar ly  
from the  Arab countries  (a development which must 
ce r t a in ly   i nc rease   t he i r   f i nanc ia l   d i f f i cu l t i e s )  ; 

(iii) the  world-wide recession, by reducing  the demand f o r  
Eastern  exports  (particularly as they  are  often o f  
doubtful  quality),  has  further worsened the  balance 
of  payments s i tua t ion  of the East European countries. 

Consequently the East European countries  are  encounter- 
ing growfBg f inancial  problems in   their   t rading  operat ions wi th  
the  West, For the  period 1970-73 t h e i r   d e f i c i t   t c t a l l e d  $8 
milliards, f o r  the  single  year 1974 $4 mil l iards  and f o r  1975 
between $5 and $5.5 mil l iards ,  

48.  Drastic economy measures in these  countries  could, of 
course, do something t o  improve the  s i tuat ion,   but  a curtailment 
cf ilp.ports -' especially o f  advanced technological imports from 
the  West - would slow economic growth. So, while  keeping a 
close watch on import trends,   the East European planners have 
decided t o   e s t a b l i s h  more r e a l i s t i c   r a t i o s  between worldp in t ra -  
COMECON and domestic prices.  Most of them have announc,ed quite 

' c lea r ly  what .are often  big  increases  in consumer. pr ices   resul t ing 
from the  new relationship  with world prices.  

49. They are  a l l  the more inclined t o  take  these measures 
a t  a time when  enormous pressures  are  beirg e:<ert;cd  on the  public 
purse. The maintenance o f  a r t i f i c i a l l y  low pr ices  i s  costing a 
c::-Fppling amount in   subsidies .  

r: Source: Le ; Monde, 

'> 
\. 
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C. Country-by-country s i tua t ion  

(a)  Hunpary 

50. Hungary has a relat ively  high  per   capi ta  income ($2,iof)) 
The r i s e   i n  incomes over  the l a s t  few years has been  rapid (wages 
increasing a t  a ace o f  14 t o  16%;  pension  allowances  also  rising 
i n  1975 and 1976 P The evolution  in  the  purchasing power has 
gone hand i n  hand with a sat isfactory  increase  in   the goods and 
services .avai lable .  A s l igh t   in f la t ionary  gap has nonetheless 
appeared. The au thor i t ies  do,  i n   f a c t ,  concede an . increase  in  
t he   o f f i c i a l   r e t a i l   p r i ce  index:  an  average of 1.3% up t o  1974, 
3.5% i n  1975 and an  expected  4.5% i n  1976. 

The f ac t  tha t  pr ices  have recently been r i s ing   f a s t e r  
i s  probably due mainly t o  external  inflationary  pressure.  

1974, i s  on the  increase.  For  t h e   f i r s t   n i n e  months of 1975 
it apparently  reached  around $775 million, 600 million o f  it 
with the West(1). The de ter iora t ion   in   the  terms of  t rade 
(--. 8.2% with the COMECON countries and - 15% with the West) 
ra ther   than   the   increaee   in the  volume o f  imports explains 
t h i s  trend(2).  

51. The t r ade   de f i c i t ,  which was around $600 mil l ion  in  

52. Subsidies t o  offset   the  increased  cost  of imports 
are  nine  times  higher  than in 1973. 

53. To meet these   d i f f icu l t ies ,   the  Hungarian Authorities 
have increased  restrictions with an  eye t o  bringing  domestic 
pr ices   in to   l ine  with world pr ices .  

( i )  Various  measures  have  been  taken t o  c u r t a i l   t h e  
external   def ic i t :   the   for int  underwent a 576 revalua- 
tion on 1st January, 1976 (41.3 fo r in t s  t o  a do l la r ,  
as .against  43.5  previously), and this should  ease  the 
posit ion f o r  essent ia l  imports .  On the  other  hand, 
the   for in t   has  been  devalued 5% i n   r e l a t i o n  t o  the 
rouble (1 rouble = 35 f o r i n t s )  c It i s  l i k e l y   t h a t  
since it has become  more d i f f i c u l t  t o  export t o  the  

' m g a T y  has  transacted a f a i r ly   l a rge  volume o f  business 
with the  Soviet Union, Poland and perhaps  other CEMA 
s t a t e s   i n  hard currencies. Taking the  resul t ing  surplus  
into account, Kmgary's de f i c i t   i n   conve r t ib l e   cu r renc ie s  w8s 
less than $500 a i l l i o n .  

(2)  A n  o f f i c i a l  Hungarian estimate  puts  the  proportion  a+.t?ibut- 
able t o  the  deter iorat ion  in   the  terms of t r a d e   a t  68% 
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( i i )  

West, some exports w i l l  be redirected  Eastwards. A t  
the  same time new taxes have  been placed on non-priority 
imports  whilst  certain  enterprisespwhich depend f o r  
their   l ivel ihood on foreign  t radepare t o  receive 
subsidies (1) . 
Generally  speaking  the  cost o f  domestic subsidies 
w i l l  be  gradually  reduced; a stage-by-stage  alignment 
o f  consumer pr ices  on producer-  prices and o f  producer 
pr ices  on internat ional   pr ices  i s  being  introduced. 

O n  30th November, 1975 the  government announceC! 
a se r i e s  of  price  increases(2) which came in to  
e f f ec t  on 1st January,  1976 o r  will be introduced 
during  the  year 1976. 

On 1st December, 1975, the   p r ice  of sugar went 
up 50% i n  o r d e r  " t o  r e l a t e  @onsumer pr ices   as  
closely as possible t o  current  costs and producer 
prices". 

- On 1st January,  1976  there were price  increases 
f o r  certain  building  materials,   fhrniture and 
paper and offiee  supplies,  as well  as f o r  a 
number of  services.  Building  materials went up 
by about 2296, furni ture  by  between 3% and 4% and 
paper and supplies  (except for schools) by between 
10% and 1%. 

- International  postage and rai lway  ra tes  have a l so  
been  adjusted;  the  cost o f  sani ta t ion  services ,  
and even of domestic  waste  disposal,  has been in- 
creased and the  prices o f  asphalt ,  motor o i l  and 
dye products  are going up  by between 10% and 15%. 

- Lastly, it i s  planned t o  ra ise   the  cost   of  meat 
and meat products by another 32% o r  33% on 1st 

be less   s teep.  
. .  . . July,  1976;  for  poultry and f i s h . t h e   r i s e  w i l l  

(iii) To cushion the e f fec t  o f  these  increases on the  public,  
it has  been  officially announced that-measures t o  improve 
wages  and incomes w i l l  be  implemented in .   Ju ly  1976. Be. 
t h i s  as it mayp however, r ea l  wages are' bound t o  suffer.  

1 1  
f o r i n t s  t o  the d o l l a r  

(2) This 'is the  t h i r d  prïce  rise  since  the  beginning of the 
year ;   the   o ther  two were i n  January and August 1975 

 D
E

C
L

A
S

S
IF

IE
D

 -
 P

U
B

L
IC

L
Y

 D
IS

C
L

O
S

E
D

 -
 P

D
N

(2
01

2)
00

03
 -

 D
É

C
L

A
S

S
IF

IÉ
 -

 M
IS

E
 E

N
 L

E
C

T
U

R
E

 P
U

B
L

IQ
U

E



-25- AC/l27"?/450(Revised) 

(b)  Poland 

54. There has been a s teady   r i se   in  wages and incomes i n  
Poland  over the   l as t   th ree   years .   Sa la r ies  have in   f ac t   r i s en  
f a s t e r  than productivity and have a l so  putstripped  the  increase 
i n   t h e  goods and services  available(1) s o  it i s  reasonable t o  
speak of the  existence o f  cost-push and demand-pull i n f l a t ion  
i n  Poland. ( A  fa i r ly   large  proport ion o f  foodstuffs  are pur- 
chssrsd  on the  parallel  markets) 

Poland's most serious  domestic economic problems  stem 
from sharply  increased  l iquidity,  which has  not been f u l l y .  
absorbed by either  production o r  price  increases.  

The leve l  o f  consumption i s  high  and.private  saving 
has  increased  sharply  at an average r a t e  09 147;. Savings a t  
present  represent two  and a half months o f  an  average salary.  
However, this development cannot  be  exclusively  attributed t o  
in f la t ion ;   the   r i se   in   sav ings  would seem t o  stem ra ther  from 
the  ambition o f  more and more f ami l i e s   t o  acquire a home or 
consumer durables, a motor car ,  f o r  example. Since l i t t l e  
consumer c red i t  i s  available,   they must have prior  savings t o  
do t h i s  and these  are  deposited  for a while in   the , sav ings  banks. 

55. L i t t l e  i s  known about price  trends:  the  cost-of-l iving 
index i s  "cooked" and clear ly   underest imates   the  real   r ise  (on 
the   para l le l  markets it i s  a t   l e a s t  6%). However, the P o l i s h  
Government  seems t o  have  accepted  the need f o r  a return t o  more 
r ea l i s t i c   p r i ces  and a t   t h e  Congress o f  world Colnmunist leaders 
i n  Warsaw i n  December 1975, M r .  Gierek  stated  that  the  five-year 
o l d  freeze on food pr ices  would be ended i n  1976. In any case, 
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  of f ive  years ago. The 1976-1980 Flm 
ant ic ipa tes   p r ice   r i ses  of 137; s imilar  t o  t h o s e  o f  the 1970-75 
period. 

56. The most important  factors  .limiting  Poland's  ability 
t o  deal with inflationary  pressures  are:  

( a>   t he   po l i t i ca l   s ens i t i v i ty  o f  wages and price  policy,  
which inhibits  the  attainment of a better  balance 
between wage and p r i ce   l eve l s ;  

(b) a deteriorating  balance o f  t rade - m  Poland's  cumulative 
foreign  trade  deficit   during  the 1971-75 period was 
probably $8 b i l l i o n ,  It makes a sharp  expansion of 

onwards. On the  other  hand,  prices  are s t i l l  managed  by 
a central   authority 

(1) Wages and  'emp1oymen.t have  been decentralised from 19'f7 
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exports  highly  desirable,  but th is  r e s u l t s   i n  domestic 
supplies  being  kept below the  desired  levels   in   order  
t o  meet export targets. 

In   t he  new Five-Year Plan p r i o r i t y  will be  given t o  
increasing  production  both for the  domestic and foreign  markets. 
The au thor i t ies   a re  on record  as  stating that  the improvement 
o f  real  living  standards  renained m essen t i a l  aim  and  would 
continue i n   s p i t e  of  the  price  increases nHowever,  waves w i l l  
r ise  less  rapidly  than  during  the  period 1971 t o  1975 716% t o  1896 
a s  against 40%) and w i l l  depend on increased  productivity''. 

In  order t o  reach a b e t t e r   u t i l i z a t i o n  o f  the  avail-  
able  resources  (especially  imported) and t o  avoid excessive 
indebtedness which could  be  detrimental t o  the capz.city o f  the 
country t o  import   essential   capital  goods in   the   fu ture ,  Mr. 
Zierek cal led f o r  b e t t e r  work organization,  savlnge in energy 
md raw materials and an end t o  ')waste and a l l  forms of negli- 
sencet!. It has  also been announced t h a t  a tax on imports w i l l  
be introduced  shortly, 

57. O f  a l l  t he  COMECON countries,  Romania (along with 
?oxand) i s  the l e a s t  dependent on the  Soviet  Union f o r  energy 
md raw material  supplies. A t  the  same time, it i s  one o f  the  
nost open t o  t rade  with the  West and s o  bears  the  full   brunt 
I f  world inflationary  pressures.  

58. Although the  government denies it, there  are  indications 
;hat p r i c e   r i s e s  have  taken  place in   recent   years  and that  they 
rere  big enough t o  cause some discontent and even,  according t o  
oeports from emigres, t o  spark o f f  l oca l   s t r i kes .  

P r i ce   r i s e s  were announced by the   au thor i t ies   as   ear ly  
1s l a s t  summer and have  been explained as result ing  inevitably 
€rom t h e  f l o o d s  which reduced agricultural   output and the  supply 
)f ce r t a in  c0nsume.r goods  produced loca l ly  (mainly fuels ,  
milding  mater ia ls ,   leather  and t e x t i l e s )  D 

(d) German Democratic  Republic 

O f  all the  East European countries,   the GDR i s  cer ta inly 
;he one with the  most manipulated and l eas t   r e l i ab le   s t a t i s t i c s .  
?his makes it extremely d i f f i c u l t  t o  judge the actual  economic 
i i tuat ion and the  degree o f  in f la t ion .  

It was announced t h a t  wholesale  prices o f  basic commo- 
Lities would be adjusted 2 s  from 1st January, 1976. Off ic ia l  
lssurances that  these  increases would not a f f e c t   r e t a i l  
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prices(1) sound very hollow, since  average  price  levels  are 
steadily  creeping up as  a r e su l t  of inexpensive goods being 
quiet2.y replaced by almost ident ical   but  more cost ly  ones of 
s l igh t ly   be t te r   qua l i ty .  

Wages have  been frozen a t  a f a i r l y  low leve l ;   the  
average i s  320 marks gross,  600 net  e The new Plan ant ic ipates  
a very modest r i s e  o f  incomes ( 4 % )  para l l e l  t o  the  increase 
i n   t h e  planned  supply o f  consumer goods. 

Year Plan t o  g ive   p r ior i ty  t o  consumer goods and promote higher 
living  standards  thus seems t o  have misfired;  external  pressures 
appear t o  be largely  responsible   for   this .  

The decision  taken a t  t h e   s t a r t  o f  the  1971-75 Five- 

There  appears t o  be a big  t rade  def ic i t :  

-- according t o  OECD s t a t i s t i c s ,   t h e  GDR has accmulated 
a balance o f  payments d e f i c i t  o f  3 bi l l ion   va lu ta  
marks with  the West since 1970(2) Only Western 
c red i t s  have made it possible   for   the GJR t o  carry 
on trading  with  the Yest, b u t   t h i s   f a c i l i t y  i s  
gradually  being run dotlm i n   s p i t e  of t h e   u n o f f i c i d  
decision t o  stop  importing Western consumer goods; 

- In 1974 the GDR apparently  ceased t o  have a t rade 
surplus with the  other  COMECON countrles(3). 

(e)  Czechoslovakia 

This country  has t o  face cer ta in  d-omestic d i f h c u l t i e s '  
ar is ing from an antiquated  industrial   apparatus,  a serious 
manpower shortage and the  Uncompetitive  nature o f  i t s  goods on 
foreign  markets  (both CONECON and Western). However, there   are  
no signs of .a  serious  disparity between supply and  demand 
(except f o r  housing where the  shortage i s  severe) .   Inf la t ion 
i s  running a t  around 1%; since  product ivi ty   has   r isen  s l ight ly  
fas ter   than wages, there  i s  no cost-push  inflation. The general 
r e t a i l  p r i c e  index i s  remarkably s tab le ;   p r ices   a re   f rozen   a t  
the 1971 l eve l .  

Several  times  in November 1975 Mr. Husak and 
Mr. Strougal  voiced  the governmentvs intention t o  keep the  
genera l   re ta i l   p r ice   l eve l  unchanged "at  the  beginning  of  next 

Tl) Except f o r  cer ta in   categories  o f  consumer goods: furn i ture ,  

[g{ This new s i tua t ion  may be en t i r e ly  due t o  a change i n   t h e  ' 

carpets,  coloured  television, which are  considered  as non- 
essent ia l  
Other  sources  put  the  deficit a t  10 b i l l i o n  marks 

pract ices  governing t rade  between Poland and the GDR (fob 
f i a r e s   i n s t e a d  o f  t he   c i f   f i gu res  used  previously) 
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year". The 1976 Economic Plan is  based on .unchangea consumer 
pr ices .  According t o  Western observers,   the  official   declarations 
do not  exclude  the  possibility of subsequent  increases o f  pr ices ,  
possibly  during  the summer o f  1976, f o r  although  trade  remains 
i n  balance  there i s  growing pressure from subsidies  (with  all  
the  risks o f  i n f l a t ion  stemming from budgetary  transfers and 
subsequent p r i ce   r i s e s )  D 

( f )  Bulgaria 

Although e f f o r t s  have  been made t o  speed development 
and industrialisation,  Bulgaria seems t o  be re la t ive ly  immune 
from inf la t ion .  This i s  probably  explained by i t s  r e l a t ive  
i so la t ion  from the normal t rade  c i rcui ts ,   especial ly   those  l ink-  
ing  East and Vest, and by the  special   re la t ionship which ex i s t s  
with the  Soviet  Union, which gives i t s  "least--developed!t a l l y  
substant ia l  economic assistance and even seems prepared t o  boost 
i t s  aid suf f ic ien t ly  t o  offset  all the  increased  cost of 
Bulgaria s imports 
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eel" 
acon 
ota-toes 
ugar 
utter 
argarine 
heese 
offee 
ea 
i l k  
Ddka 
D-gs 
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e f r igera tors  (Dnepr) 
3shing machines 
?levision se ts  
3 1 % ~  (per sq/m) 
AS fares 

'1 965 

2 " O 0  

2.60 
0 , l O  
0.90 

3-30  
1.50 
3.00 
4.50 

0.30 

o*go 

0.35 

1970 

2.00 

0.10 
0.90 
3.50 
1 .c30 
3 ,O0 
4.50 
0.96 
0.30 
2.90 

320 
l O 0  

360 
0.15 
0*05 

1972 

3.10 
0.10 

O,S7 
3.60 

3 .O0 

O 

2 
1 

30 . 90 
.20 

86 

0.15 
0.05 

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

PRICE OF BLACK NARKET GOODS IN THE SOVIET UNION 
(roubles) 

Skirt 
Lûdies Tights 
Ladies Stockings 
(synthetic) 
Gent Shoes (Leather) 
Italian 
Ladies Shoes (Winter) 
Ital-ian 
Leather Cloves 
Tage Recorder - Various 
tYPs 
Western S ty le  Jeans - 
Sports  Jacket 

OFFICIAL 
PRICE 

15 
7.50 

2.50-3 .O0 

45 

75 
12 

140-500 
na 

70-1 30 

c BLACK MARKET 
PUCE (l) 

60-70 
20 

12 

200 

180--200 

30 

To 7000 

80 

200 

(1 These prices are  given, as mere instances  because they 
are based on very limited sample of observations. 

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