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ratio of one new ruble for ten old ones at the time of the Reform 2t »

Since total budgetary receipts (including proceeds from loans
and gifts) during the whole period 1941-1947 are stated to have been approx-
imately equal to total budgetary expenditures, we must look to the very
liberal credit policy of the Gosbank in assisting conversion, evacuation,
reconstruction, and reconversion for the primary source of currency ex-
pansion 2§/.

A serious inflationary situation developed and persisted throughout
the period, a combination of "suppressed" inflation in the official sector
(where prices on consumer goods remained fixed at substantially their pre-
war level until the full of 1946, 22/ and rigid rationing was in force) and
"open" inflation in the free market. Labor and management incentives suf-
fered, and purchasing power gravitated into the hands of the chief sellers
in the free market, the peasants.

To meet this adverse situation the monetary reform of December 1947

QZ/ However, we need not infer that it reached as much as ten times the
"proper" volume required by the economy at the time of the Reform; the con-
version factor may have been set intentionally rather high (a) so as to

err on the "safs side", and (b) because the currency hoards were distributed
very unevenly, and it may have been desired to wipe out as much of it as
possible (without completely suspending monetary transactions by the
population) so as to start with a "clean slate",

38/ For Gosbank activity during this period see Atlas and Bregel, op. cit.,
p. 129 ff, -

39/ An exception to this is the "commercial stores", established in early
9Lk, where foodstuffs and other consumer goods were sold ration-free at
prices which were multiples of ration prices, Created both as a disinfla.
tionary device and as a spur to incentives, they were not of decisive
disinflationary significance: during 194l and 19L5 the state's additional
receipts from this scurce were only 15.7 btillion rubles, or 3 per cent of
total budgetary receipts for the two years (Zverev, A.: "Sovetskie Finansy
1 Stroitel'stvo Sotsializma v SSSR", in Finansy SSSR za XXX Let. loscow,

1947, p. 70,
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-was carried out. In brief EQ/’ concurrently with the abolition of all con-
sumer goods rationing, currency was exchanged at the flat rate of 1 new
ruble for 10 old ones, the bulk of government bonds in the possession of
the population were to be exchanged for a new (and lower interest bearing)
igsue at the ratio of 1 : 3, and savings deposits were reduced on a sliding

scale.

Present Situation and Outlock

The blackout on monetary statistics was in no way relaxed after
the Reform, It seems reasonable to assume that the operation was sufficient-
ly drastic to wipe out the monetary overhang and to re-establish a “poropert
relationship between currency in circulation and the other aggregative
magnitudes in the economy. One estimate places such a Y"proper® level of
currency in circulation at 42 billion rubles 52/, a figure which appears to
us to be too high (see pppendix). If the "line" against currency expansion
has not been held since the Reform, indications thereof must have been well
concealed from the outside observer. Indeed, such scanty evidence as is
available suggests that the "line" is being held, Prices in the free
market have been on the decline since the Reform, at least by official
claim. Collection of taxes levied directly on the population is to increase
in 1949 by 10 per cent over the amount realized in 1948, suggesting a
growth in money incomes at approximately the same rate, which is not

disproportionate with the real rate of growth of the Soviet economy .,

T8/ For text of the decrec see The New York Times, December 15, 1947. A
discussion of the Reform may be found in P. A, Baran: "Currency Reform in
the USSR", Harvard Business Review, March 1948.

%;/ Bank for International Settlements, Monetary and Economic Department:
"Soviet Monetary Reform", Brief Notes on Current Questions, C, B. 20k,
Basle, February 1948. '
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However, the strongest indication that the "line" is being held
is to be found in the reduction in state retail prices, decread effective
March 1, 1949 Eg/. The official claim was made at that time that the price
reduction will result in amual savings to consumers of 48 billion rubles
in state stores only, implying a price reduction of scmething like 12-15 per
cent on the average, and a reduction in revenue to the state (from lower
turnover taxes, i.e, "spread",on sales in state and co-operative stores) of
probably over 60 billion rubles. The propaganda value of such statements
mst be borne in mind, but if the price reduction is actually anywhere
near the claimed magnitude, it would have been hardly undertaken to that
extent were monetary stability considered to have been seriously in danger
in the early part of 1949,

In prospect, the chances that a reasonable degree of monetary
stability might be maintained under present conditions seem to be fairly
high. True, the demands of investment, defense and the administrative
apparatus on the national product continue to be fantastically high relative
to the national product. A strong inflationary potential persists. But
the hard lessons of monetary instability seem to have been learned, the
fiscal and financial tool have been tempered, aund the political power
of the state to impose high retail prices and to conduct compulsory loan
drives is not to be doubted. Barring another upheaval, only major mis-
plamning and mismanagement, or an over-confidence which would disregard the
limits placed by human psychology on any mon=tary system, could explain the

development of a new serious monetary overexpansion,

42/ There were also price reductions of minor scope during 1948, While
the decree refers only to prices in state stores, co-operative stores
follow suit, and so would to a large extent the free market unless the
first two types of outlets are seriously short of supplies,
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APPENDIX

Except for over-all budget figures, the Soviet Union has been pub=
1lishing virtually no aggregative statistical data on the Soviet economy atxring'
recent years. The meager statistical information which is published does not
permit the estimation of such magnitudes as the total wage bill, money inwmme
of the population, and currency circulation to a satisfactory degree of accuracy,
The computations reproduced below do not purport to arrive at anything more than
the general orders of magnitude. Crude as they are, these estimates nevertheless
are felt to be of some value in placing the published data, such as the budgetary
figures, in rough perspective within the economy,

Wage Bill and Money Incomes

The wage bill for 1947 was planned at 280 bill, r. (Pravda, Harch 1,
1947). This is presumably the "comprehensive" variant of the wage bill, 43/
The actual wage bill for 1947 or the absolute data for subsequent years have not
been published, However, the 1947 planned figure was probably substantially
realized, judging by the fact that direct tax collections in that year deviated
from budget estimates by only 1,1 per cent (Pravda, February 21, 1947, and
February 1, 1948), Let us assume that the actual wage bill in 1947 was 200 bill,r.

In 1948 the wage bill was 10 per cent larger than in 1947 (Pravda,
January 20, 1949), or 308 bill. r, Direct tax revenues in 1949 are planned to
be 10,2 per cent over actual revenues in 1948. Since the income tax rate struc-
ture is only mildly progressive we may assume the wage bill to increase pro-
portionately, i,e., by 10 per cent, Hence, wage bill in 1949 = 308 x 1,1 = 339

bill.r., or 2,1 times that in 1940 (161l bill.r.)

43/ cf. Bergscn, A,: VA Problem in Soviet Statistics, " The Review of Economic
Statistics, Vol, ZXIX, #4, November 1947.
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Baran/4/ has estimated that "total money income paid out to the
popula tion" (earned and transferred) amounted to 236,42 billion rubles, and
transfer payments to the popul: tion in that year totaled 12,43 bill, rubles.
By'subtraction, total earned money incomes of the populstion in 1940 may be
Placed at 224 bill, rubles, Assuming thut this category increased between
1940 and 1949 in the Same proportion as the total wage bill, which is its
chief component, we obtain the estimate of total earned money income of the
ponulstion of 224 x 2,1 = 470 bill. rubles for 1949.

We have already mentioned transfer payments to the population of 40,6
bill, rubles for 1949 (see text). Thus the total of money incomes of the pop~
ulation, earned and transferred, may be placed at 510 bill, rubles, approximately,

Currency Circulation on Janvary 1, 1941, and January 1, 1948,

Soviet statistics of currency circulation do not g0 beyond January 1,
1937, when the total of banknotes, trezsury notes, and coins in circulation
was stated to have been 11,255.6 million rubles. (League of Nations, Economic

Intellizence Services lioney and Banking 1937/3¢, vol, II, Commercial and Central

Banks, Geneva, 1938, P. 183). Circulation on January 1, 1935, was 7,733,8
million rubles, (Ibid,)

The "net indebtedness of the national economy to the Gosbank" increased
from 13.9 billion rubles on January 1, 1935, to "over® 40 billion rubles on

January 1, 1941. (Bol'shaya Sovetskaya Entsiklopediya:Soyuz Sovetskikh

Sotsialisticheskikh Respublik, Moscow, 1947, p. 1058) The figure for 1937 is not

glven. The word "ne# in this context presumably refers to a deduction of the

amount of indebtedness of the Bank to economic enterprises ~ i.e, their clearing

and current accounts -- from the "gross" amount of credits extended by the Bank

44/ Baran, P, A.: "National Incoms and Product of the U.S.S.R. in 1940", Roview
of Economic Statistics, Vol. XXIX, No, 4, November 1947, pp. 228-30,
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e wthe enterprises, If 80, the increase (at least 26,1 billion rubles) in the
"net indebtednesst figure between the two dates must have been offset on the
B'aﬁk's balance sheet predominantly or entireiy, by banknotes and treasury notes
{which the Bank issues for the Treasury) placed into circulation, minus the
increase in the Treasury's deposits with the Bank. The cumwlative surplus in

the state budget for the years 1935-1940 was 18,5 billion rubles; the quotation
in footnote #31 in the text, leads us to assume that an equivalent rise in the
Treasuryts deposits with the Bank took place,

We now turn to the expansive effect of the increase in the gold stock
during the years under consideration, Taking the production and exvort fipgures
(in terms of y, S. dollars) as reproduced in "L'Evolution de la Production de

r 1'0Or dans 1e Monde", Etudes et Conjoncture, Economie Mondiale, March-April, 1949,

Table XX, p, 55 4§/, and converting them into rubles at the average parity rates

for these years L&/, we obtain a net increase in the gold stock of 2.6 billion
rubles. We have no positive indication that the Gosbank ceased acquiring the

increment in the gold stock throughout those years. Thus, we take it tha‘t its

.

liabilities, must have increaged-- probably virtually entirely in the form of
an increase in notes in circulation ~- by an equiwvalent amount, (However, if

the Bank entered itg gold purchases at the current cost of mining, the aporopriate

} . figure would probably be a multiple of the abowe estimate,)
’ J Recapitulating:
X . Circulation on January 1, 1935 7.7 bill, rubles
Add: Increase in 'net indebtedness" to
the economy, 1935-40 26,1 0 "
3.8 1] n
Less: Cumulative budgetary surplus,
193540 18,5 u "
15.3 n" i
Add: Increase in gold stock, 1935-40 2,6 "
b Estimated circulation on Janmuary 1, 1941 17.9 n n

48/ Production figures as given in Board of Governors of the Federal Reserve
System, Banking and Monetary Statistics P. 543; export estimates by the Bank

for International Set‘c.lements.[ﬁ Taken ag (rubles per U. 8, dollar); 1,15 in 1935,
5.0 in 1936, 5.15 in 1937, and™5,3 in 1938-40,
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Relation of Currency in Circulation to the Wage Bill and Retail Trade,

Currency Wage Retail

in eircu~ bill, Sales g[

lation, f"eompre- State and :

end of  hensivet 3/ co-op, %};} Lc% (2;_

year Total only a (a (a

(a) (v) (c) (d)
{billions of rubles)

1933 6.86 nuan 61.3 49.8 nta. 8.9 7’3
1934 7.73 57.0 75.8 é.8 T4 9.7 8.0
1935 9.71 0.6 96,2 81.7 7.2 9.9 8.4
1936 11,26 N8 122.3 106.7 n,a. 10,9 9.5

Sources: Soviet data, except as indicated,
1/From Bergson, on, cit,, Table 1, column 5, p, 236,

:_e/ From Lifits, M.M., Sovetskava Torgovlya, Moscow, 1948, p. 33.
3/ Our estimate.

The accompanying table relates currency in circulation to the wage
bill and retail trade for the middie ' thirties and for 1940, in the la tter

‘ instance based on our estimate of circulation on January 1, 1941 (i.e. at the
end of 1940), It can be seen that our estimate is in line with the pronounced
trend in the relationship between currency and retail trade which obtained
during the middle 'thirties, while the higher ratio of the wage bill to currency
in circulation in 1940 than in 1934 or 1935 should not be surprising, considering
the increasing imnortance of the wage bill in the economy,

“ The B.I.S. estimate of the "proper" amount of currency in circulation
Just after the December 1947 currency reform is 42 billion rubles.q/ It appears

4gY Cited in text, page 26.
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high,the ratios of the announced planned figures for the ("comprehensive®)
 *w§gb¥bil1,(280,bil1ion rubles) and retail sales (325 billion rubles, state and

: coa'péz?atiVe only) in 1947 to this figure are 6,7 and 7.7, respectively, as
',,a’g’aiinst corresponding ratios of 9,0 and 9.8 in 1940, The B.I,5,. estimate was
made by establishing a relationship for 1947 between currency in circulation

en the one hand ang retail trade, the turnover tax, and the wage bill, on the
other, similar to that which existed during 1935, Among the pitfalls of the
B.1.3. estimate may be mentioned the incomparability of the date on the wage
bill and retail sales selected for the two years, /2 / reference to circulation

at the begi nning of 1935 to ompute the required circulstion at the end of 1947,

wage bill and retail trade for 1947, we arrive at a "proper" circulation after

the currency reform (say, on January 1, 1948) of 31-33 billion rubles,

@/ On the problem of comparability of wage bill data see Bergson, op, cit,
The figure for retail sales in 1935 used by the B.I.S. (74 bill, rubles) is
exclusive of "public catering", while the published figure for 1947 pre-
sumably includes that item,





