





= 27 - Soviet Bloc Currency _Conversions

the state—in the form of "accumilations", which include both the profits of
enterprises and tha turnovertaxThere are thus two ways of looking at the
natibna1 inname either in terms of goods produced, or in terms of wages and
accumulations, These may be written respectively as:

¥ = ¢ .+ I {(2s in ordinary economic writings)
Y =w@ala where W = wage payments
& = the rate of accumulation,

i.e., savings as a per-
centage of wage payments.

When there is a currency conversion, wages and prices are adjusted for a con-
version factorlg (thus in Czechoslovakia, prices and wages were reduced to
one-fifth their former level, and k = e2)e In addition, prices of capital
goods and consumer goods, wages, and the rate of accumulation are also changed,
Thus, after a comwersion, the quantities given above will be changed, so that
the national income is shown by:

o= (kde)cd d i)z
= ktww@dalan

1. Under what may be called "equilibrium" conditions, consumption
will equal wage payments (it being assumed that there is no voluntary indi-
vidual saving§. However, this is not necessarily the case, and if there is

a difference between the two, it will reflect a change in currency holdings
of individuals. One of the purposes of a currency conversion is to establish
equilibrium in the consumer sector, so that, at the new price-wage levels,
wages will equal consumption, or that:

kfec)e = xlww
This in turn implies that:
(k'l- C) - W

S (7 T

or that the increase in consumer goods prices relative to wages (the left-
hand' side of the equation) equals the ratio between wages and consumption
(i.e.,the unspendable income of the population) before the conversion. The
greater the excess purchasing power (the ratio of W to C) before the conver—
sion, the more must prices increase relative to wages in che conversion.

2.* Similarly, under "equilibrium" conditions, investment mast equal
accumulation. If this equality is not attained, it will be because credit
expands more than "accumulation", or because some accumulation is used to re—
duce the amount of credit in the economy. One of the purposes of a conver-—
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sion may be to establish equilibrium in the capital sphere, so that:
k+1)I = (klw w (ad ar)
which implies that:

(el s) . W(alan
”TE‘r ; i . L ai}

The relation betweeﬁ the change in capital goods prices (k & i) and the

‘change in wages (& + w) thus depends upon the relation between wage payment
and investments prior to the conversion, and the rate offaccumulatichMhi¢h

the government wishes to achieve after the conversion. If the government
does not wish to change the rate of accumulations (a! = 0), the ratio of the
change in investment goods prices to the change in wage rates will equal the
Ppropertion of investment which, prior to the conversion, was financed from
current accumilation (as opposed to credit). )

3. These two objectives of a currency conversion determine the
change§ in “real purchasing power" of vages and ghe "real price" of capital
goods (In Ysyus of wages), but they de not explain why there should be any
change in the general price level as such. They offer no clue as to why
the €zechs should have lowered the general price level by 80% (settihg;”

k 2.2), while the Soviets left it unaltered (setting k = 1). The following
analysis shows how and why a currency’ conversion may involve a reduction in
the geniral leval of prices and wages. T

A currency conversion may involve a change in the rate of accumu—
lation (at # 0)e It also invo ves- changes in the general price-~wage level
(k 3 1), and in vage rates (w 0). Suppose that the authorities wish to
change "real" accumulation (money accunulation adjusted for the change in
the general price level k) by some factor F. This means that:

k & w) (a ¥ at) W = F (kaWw)
This expression can readily be solved for k:

k = -~ w(atar)
a (l-F)+aT

When "real" accumulation is to be held constant (F = 1) this expression
simplifies to:

k= - w (alar)
a!

This formula indicates that a change in the general price-wage level
would be necessary if the real level of accumulaticns (saving) is to be maine
tained when muney wages and the proportion of the national income going into
accumulation are changing, It is, of course, not known whether a calculation
of this sort is actually made by Soviet-bloc authorities in deciding how much
to change the general level of prices and wages in the conversion pProcess.
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osejof.thiSfdembnSthatibn‘is:simpltho_shcwﬁthatythe‘deCisiohwﬁo
er the general price level does not seem to be irrelevant to the other
- decisions made simultaneously, and may be explainable in some terms such
as those given here.

Summazry and conclusions

S The currency conversions of Soviet=bloc countries represent at—
“tempts to adjust purchasing power to the availability of goodss The latter
are determined by industrialization and armaments programs, so’that the
entire adjustment must be made on the side of purchasing power. In the
~absence of adequate statistical or explanatory data from official sources,
the reasons for the selection of measures included in any particular cur-
rency conversion can only be surmised, but available data suggest that:

1. The rate at which old currency is excharged for new seems to
be designed to reduce the note issue to the' amount normally required to
carry out planned retail trade requirements.

2. The greater the scope of the rationing and miltiple-price sys=-
tem existing prior to the conversion, the greater will be the amount of
excess purchasing power (currency in circulation) which an economy can sup-
port without a currency conversion. Such systems, however, tend to impair
incentives and to have undesirable effects upoh the distribution process,
so that the authorities ultimately wish to abolish them.

3« Rationing and multiple prices can be abolished without a cur-
rency conversion if the level of conswrer goods prices which will absorb
current earnings and accumilated currency is not higher than the highest
prevailing level of prices. Apparently, however, the authorities decide
to have a currency conversion when they feel that prices would have to
exceed this level if they were to absorb existing purchasing power. This
decision will probably become necessary if the price of unrationed goods
has been held too low, because the authorities wished to hold down peasant,

ned expansion intervened to block the downward movement of unrationed prices.

L. Under conditions prevailing in a Soviet-type econory, increases
in the currency in circulation will normally lead to decreases in the de-
posits of enterprises, unless there have been budget deficits o credit
expansions. Such decreases in deposits would normally make increases in
money wages and output impossible. However, money wages have increased
steadily (except in the post-conversion USSR), output has increased in all
countries, and budgets have usually shown a cash surplus. Credit expansion
is thus the reason for the intrease in note circulation, and hence of the
need for currency conversions.

5. In theory, the Soviet~type government could avoid a currency’
conversion by relaxing price controls or by strengthening credit controls.
Given credit controls, price control may be unnecessary, but given price
controls, credit expansion may be unavoidable. Since price controls are
an essential feature of the Soviet system, serving to regulate costs and
the availability of investment funds, there may be an inherent tendency
toward credit inflation in this type system unless a wage freeze can suce
cessfully be introduced. -
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6. The changes in exchange rates which occur at the time of cur—
rency conversions may be designed to neutralize the effect on the money
supply of foreign trade programs. The direction of the various changes
may be accounted for in terms of known balances of trade and of the dif-
ferences which may be presumed to exist between clearing—ruble prices

in which trade agreements ape computed) and the internal price structures
of the various countries.

7-  Finally, several plausible suggestions can be made as to the
changes in internal price structure which accompany currency conversions:

2 The greater is the proportion of current earnings which cannot
be spent by individuals prior to the conversion, the greater will be the
increase in consumer goods prices relative to wages at the increase in con-
Sumer goods prices relative to vages at the time of the conversion.

b.  The greater the proportion of investment financed from bank
credit before the conversion, the less will wholesale prices rise relative
to wages at the time of the conversion.

¢« The greater the desired increase in the proportion of savings
(accumulation) in the national incorme, the greater will be the reduction

in the general level of wages and prices effected at the time of the con-
version.





