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Grzegorz W.Kolodko

Hyperinflation and Stabilization in Postsocialist Economies
The Case of Poland, Yiet Nam and Yugoslavia

One might think states and peoples have had so many bad
experiences with inflation that politicians at the helm of these states would do
everything within their power to avoid inflation and, in particular, its very
intensive shape, i.c. yperinflation. However, this has not been the case, After
the big inflations of the twenties and the post-war inflations of the forties, we still
contemporaneously witness imensive, economically, secially and politically
extremely painful inflationary processes. And the eighties wilk be particularly
engraved in the history as a period in which the inflanon has assumed an
exceptionally dynamic characler with respect tosome countries. This regards, i
the first place, Latin America, but pot exclusively. Not without reason inflation
of particular intensity has also affected countries which, according 1o the other
day's economic doctrine, were supposed to be completely immune from this
economic jiness. -

This paper examines some theoretical questions régarding very high
and rampant inflation and antiinflationary policies from  comparative
perspective inthree of these countries, g, Poland, Viet Nam and Yugostawa,
In the first section the phenomenaen of hyperinflation 1 very briefly discussed. In
the second section the notion of the "postsocialist economy” is considered. The
third section examings the feed-backs between stabilization policies and the
systernic transformation going on in the post-communist world, The fouth part
dealswith the similarities and differences between the thre casesbeing discussed
here. In the Rith part an effort to solve the dilemma: ortedosy or heterodogy is
endertaken. And - finally - the sixt section of the paper contiders the impact of
the stabilization policies implemented in the postsocialist economies on the real
sphere ofthe ceonomy, mainly with the respect toan cutput, unemployment and
foreizn trade.

! This paper has been revised while the author was 8 Senlor Visiting Feliow a1 the Department of
Economics of the Evropean University Institute {EUT) in Florence (Balv) znd presepted to 1st Conferenoe
of the Evropean Assoclation of Comparative Econommic Sedies keld ia Verona {Daly), Seprember 27229,
1990, The author is prateful (o Domenico Mario Nuti for his helpful commenis and gsefel sugpesions and
wish 1o expréss his acknowledgements for the scholarship provided by the EEC under Lthe PHARE program,
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L. HyperinNation

On the highest peneratization level, inflation can be assumed 10 be a uniform
phenomenon which, i each case, ean be desenibed by a single, universal definition, while
bee divided into a pumber of fc:ms and types distinguishable according to their original
and secondary sources, their mechanisms, the ways of their manifestation aswellas to their
effects and the methods of counteracting them® If approached in the above way, inflation
i g process of E,L‘.urmf prce fse or pressire fowards sich o rive cawsed by growing prodiciion
cosis and an Ei'ft‘j','.n'f demand fo ruppfy ratio at stable prices, o depreciation of moncy
©accompanied by aird an fnerease b fis supply as well as by an uncontrglled redisivibution of
wealth and navional inceme (Rolodko, 1987, p.150). This definition is comprehensive
encugh to cover inflationary processes appearing in centrally planned economies as well -

bath traditionat and being reformed; since in this systemn, especially in'the peried from

belore systemic reforms, the inllation mainly appeared in its shape and more rarely in the
form of open general price rise, the latter form being typical of inllation in the market
COOTaTY,

Economias penerally defined as socialist ones - both in thr:tr traditional, centrally
planned formand in their more or less reformed, modified forms - have always been though
indifferent ways involved in infationary processes. A great differentiation in this fGeld can
Lo npoticed with respect 10 both time and space. So, it is passible 1o pomnt out in gnch
indivigiual country distinet periods differing from the point of view of the intensity of
inflationary processes (Lor example, in Polond, ranging from vestiginl price inflation and
insignificant shortages in the sixtics to the two-digit open inflation and very vast shorlages
inthe latter halfofthe eightics) aswell as avery different inflation scale contemporaneously
appearing invariows countries (e.g., in 1939, four-digitinflation rate in Yugoslavia and ane-
digit rate in Chechoslovakia), These processes are ever better undestond from e
theoretical point of view, thouoh many guestions are sull open i ahis Deld, This especially
regnrds the hyperinflation and stabilizationin postsocialist economies. These problems arc
the more theoretically and politically important because it enn not be excluded that
economies which have so far been priviledged to avoid it will also enter the phase of very
stropg inflationary processes, slong with all the economic and political consequences.
However, such a development 15 not inevitable, though the danger of gelling involved in
by |'.nnrummqn 15 $eTIOUs.

As far as socialist pconomies are concerned, it has turned out that in some cases - thus
for only three countries (leaving aside Nicaragua) have been concerned - inflationary
Processes Habve prown Lo duynepnsionswhich eap be delined as h].rp:‘:rh]ﬂzl.ﬁim. Isay thatt] H’_'.Ii-;:r
processes can be defined as such. since this notion isvariously defined in the Herature, We
adopt it as defining inflationary processes of such intensity’ as to completely erode the
financial system, uneouivocally slow down economic prowth and completely break the ties
betweenthe productivity of labour and its remuneration. So, itis evideng that hyperinflation
miust have, by its very nature, at least two attributes. Firstly, it must be eharacterized by a
very high growth ef the overall price level, thouph it is arbitrary o set any formal
guantitative criterion here, Nevertheless, some economists do i, in proposing, for example,

e —

* More on the tepelogy of inflationary processes see Nuti (1986) and Foledko (19587).



the limit of fifty percent monthly (i.e. nearly 13 thousand yearky)™. This, however, does not
seemconvineing, since it is the above mentioned qualitative characterization of the process
that is more important in this case.

Secondly, hyperinflation wust be characterized by a certain persistence of the
process of very considerable price level rise, But here, too, attempts to formally decree a
quantitative eriterion (e.g. at least one-year period) are arbitrary. Of course, hyperinflation
certainly is something more than once and for &l price explosion, or two- or three-month
of super fast price rise- 5o, we will have to come back to his problem, but Twill nevertheless
use the notion of hyperinflation in the context of the whale paper, in keeping our distance
fropm it wherever necessary®,

2. Postsocialist Economy

The second important cormment regards the title notion "postsocialist economy”, [t
is rather blurred and susceptible of various interpretations, One can say that postsociabist
economy s & social, economic and political system in which a historical process of
transformation from a medified planned economy {or, in other words, from socialist
economy being reformed) and from a bureavcratized socialist state into 2 mived market
economy and democratic political system is taking place. The basic features of such a
transitional state are: more rapid growih of the private sector (in its different forms) than
of the public one, remonestization of economic relations, reorientation of the
macroeconomic policy towards instruments of broadly conceived financizl policy,
abolishon of command-type planning as capital allocation tool as well as initiation of the
state-owned sector reprivatization process. In the political sphere, the posisocialist
economy is characterized by the development of parlamentary democracy instifutions and
of multiparty system as well as by the departere from demination by a single ideclogy. One
cansaywe have to dowith post-socialismin the above sense incase of irreversible crumbling
of the three pillars on which the system of the so-called real socialism rested, namely: the
hegemony of a single {Mardst-Leninist) ideology, the monopoly of a single (state)
ownership form and the omnipotency of 2 single (communist) party - and such exactly is,
in my opinion, the character of systemic transformation processes being discussed here.

Such facts - though on differentiated scale - have been taking place with particular
intensity beginning with the latier half of 1989, The course of the associated events not vet
justify the wse of the term "postsocialist” in every case. Stifl, it is a very dynamic process and
the situation with this respect will change in the above-putlined direction in those countries
oo which have not yet entered their postsocialist development phase. But, in this
monagraph, it is not exactly the systemic transformation process itself that we are interested
i1, but the hyperinflation processes accompanying it in certain cazes and the attempts to

* Sec - for instapce - Cagan (1956}

! Sometimes other definitions tan be found which propose o singte ot particularly intcnsive
inflationary processes without giving them the name of hyperinfaiion. Here, terms such as siratoin/lation,
superinflation and magainflation cn be mentioned (see Dombusch, 1990
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countersct them by an approprinte stabiitzstion poficy. Tn particulir, it @ the recent years”
Polish, Yugoslav and Viet Namese experience that is concerned in this paper.

At least two problems require comment here. First of all, there i3 no clear
demarcation line betweenwhat we have efined as madified planned cconomy (or sacialist
ceonomy being reflormed) and postsocialist econamy. This dividing line is - 2t least in the
economic sense - liquid, especially in the situation where so many phenomena are evigive
beczuse of being in statu nascendi. Anditis exactly agzinst this background that we can say
the Polish economy is more postsocialist than the Yugoslav one, while Viet Nam can be
credited with attributes of this development phase to the least degree only, since it 15 a
country which still rather remains - though it now is diffieult to foresee for how long - &
=ocialist economy being reformed (albeit with more success than in ether countries ), But
after having made these remarks, we nevertheless propose to use just the definition
"rostsacialist economy” when further discussing the economies of the three above-
mentiened countrics.

Secondly, the guestion arises to what degree the hyperinflationary processes - with
all their diversity and specificity - which affected Poland, Viet Nam and Yuposlavia at the
end of the cighties as well as the altempts at stabilization made in their consequence,
resulied from the postsecialist development phase and, more exactly, lrom the ILJ'nrm of
the economy and mare broadly conceived systemic transformation.

L

A Slabiliantion versus syslemic transformation

An examination of three hyperinflation and stabilization cases in postsocialis
ecenomy a3 well as the knowledpe of already rich experience concerning stabilization
efforts in other cownyries reveal the key importance of sequencing the surbilization policy
measures. Because, irrespective of the character of antiinllationary therapy used - wnether
it is more like the orthodox or heteradox approach, whether we have fo do with a shock
approach of "ecold wrkey" type or with pradus] operations - there EI['.‘.I'H].".‘Z are two elements
of key weipht: the intensity (level} of individual instruments of the |1'|'1Lrnr_1..nn|:+|mr
(especially financial) policy and just the sequence of operations®,

This sequence is 1o be perceived in the context of comprehensive, package-type
approach 1o antiinflationary strategy, since it is the only one which gives a chanee 1o pet
inflation under control, However, the comprehensiveness of antiinflationary policy rases,
from the vEry beginniag, the problem of sequencing the measures w be taken. Itis evident
that this sequenctng has not been identical in Poland, Wiet Nam and Y ugoslaviz. This fact
had its different causes and consequences, among others from the point of view of the
effectiveness of the stabilization policy implemented. On the other hand, the character of
inflationary procgsses and the economicsituation asawhole required a somewhat different
sefuenoe of rg.unﬁunzs in ench of the cases under discussign.

Inmy cpigion, the finally adopted sequence resulted [rom three groups of reasons.

Y O Victnamese poform process see Gouz-Koxierkiewicr, Kolodko (1590).
$The profblem ofsiabilizaiion andthe sequencing ofihe postsockaint refornsans eatensively dealtwith
ty Botodko (1990, Karnai (1990) and Mot {1000 s 19000).
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Firit, the aceeptatce of certain objective arguments as to the required concentration of
particular microeconomic, financial {in the first place, monetary) policy wols and asto their
effectiveness with respect 1o the inflation dynamisin. Hence the problem of the height and
Pexibility of the interest rate, in particular on household deposits, was differently solved in
each of the three countries.

Second, the approach to the dilemma: schock-ggainst-gradual therapy was diverse.
in Poland, the political option was falsely formulated prociaiming that a one-stroke shock
approach was the only one which could give a chance to curb high inflation, the allegation
being based on world experiences which supposecdly testified to the rightness of such an
approach. The allegationwss noi true. [t seems that, in taking this approach, shock therapy,
though indispensable, was mistaken for one-stroke therapy, this finding expression in
declarations of the "promptly-or-never" type. It might have had certain favourable
psycholopgical effects, even this being however by no means sure’. In Viet Nam, in turn, a
pradual approach to stabiization policy was elearhyvisible, The concentrated package-like
approach of Spring 1989 had been deliberately prepared by several-month operations
enahling a correct functioning of many economic policy tools which were in a conrdinaied
and consistent way ppplied over the following dozén-or-20 months. Whereas, in Yugoslavia,
a shock-tvpe therapy was used the scale of which, however, had not to be as large as in
Poland because of the different chartacteristic of the economic sftuation - among others
owing 10 the hvperinfiation having lasted for several years already - at the time of the start
ofthe stabilization program. Thus, in Yugoslavia, wehad to dowithatind of bybrid berween
the shack-1yvpe and produeal therapy.

Third, the stabtlization under examinstion must be looked avwithina muck broader
‘wontext of svstemic canditions and transformations, since in each casa we have to do with
a different sitvation, and that on both the economic and political planes. As to the former,
the degree of advancement of individual countries in the systemic transformanon procsess
issubstantially different. Thave stated earlier that the Polish economywas toa higher degree
postsoctalist than the Yugoslav one, while the Vietnamese one must still be rather
considered as a socialist economy in the course of being reformed. Arainst this background
the question arises about the real macroeconomic policy priorities at different stages as well
as about the resulting sequencing of this policy. It seems that in Poland the systemic
transformation was given markedly higher priority than the stabilization, and that contrary
toofticial declarations mads, inparticulsr, inthe program preparation phase and inthe Drst
months of program implementation, What is mare, the finally adopted shape of the
© stabilization policy has, logically, been subordinated o the intended directions of the
sysiemic transformation. In other words, since the transformation of the econpomy inio
market economy was accepted as the highest prionty of the whole policy, particular
sobutions of the stabilization program had to be subordinated wo it. Therefore, in the Polish
stabilization package, even elements menacing with further destabidization can be found,
amaong others in the shape of an abrupt, sometimes too far-reaching, withdrawal of budget
subventions, such withdrawal not always being indispensable from the point of view of
stahilization. Instead, it is justified (through also not always and not fully) by 1he desire 1o
accelerate in transition 1o marke! economy.

In Yugoslavia, in turn, it can clearly be noticed that it is the stabilization that, in the
whole sequence of measures, has been actually, and not only declaratively, brought into the

S ——

T Fior detail considermions of Polith stabilimgion program see Kolodbo (19900).



foregroind; since it has been actually assumed by the macrocconomic pulicy that far-
reaching institutional changes should be preceded by an effective stabilization. Thisis1oa
larpe extent justified and undersiandable because, in Yugoslavia, the development path of
inflationary processes hasbeen different. There was no need 1o use hyperinfation in order
1o provoeke and, at the same time, adeelerate certain systemic transformation processes.
But this was the case in Poland and becawse of it I have defined this hyperinflation as
indueed (Rolodko 1990kb). So, alter certain favourable effects of stabilization efforts, itis
in mid-1990 only that in Yugoslavia the emphasis is being shifted from suabilization - with

agreat, greater than in Poland, reserve inits assessment - towards systemic transformation:
Witereas in Viet Nurﬁ, the problem looks dil’!’ﬁfrzmly since, there it s not yet a
svstemnic iransformation in the sense [ attribute to this notion, but the preservation of the
existing social end economic system that isintended. This aim is to be achieved, onthe one
Chand, by a marked-oriented and effective - in comparison with not especially good
expericnees of other countries - economic reform, without infrinping the substance of the
sochulist system and, on the other hand, just by stabilization.

While, on the political plane, the stabilization in Poland is superimposed on an
mntense acceleration of the process of fundamental political changes (this havips
implications both for the stabilization iself and the institutional political changes), in
Yugoslavia it precedesthese changes®, whereasin Viet Namithasto avert the need for such
changes. This is at keast what ¢an be concluded {rom a certain reconnaissance of the
poditical siteation in 1hat countny. Actually, an cconony stabilized over a given period
nukes a fuctor which gases the pressure [or systemic reforms but, at the same timoe, makes
thens still more indispensable - and more dilficult to be implemented - at a future doe®.

A. Btabilization implicadions and cfTects: similarities and differcnces

-

Even a cursory comparative plance at the consequences of stabilization in
Yogosiovia, Poland and Viet Nam shows they are substantially differentiated. This resuits
aswell from dafferent social and economicconditions prevailing at the moment ol initiating
the antiinflationary programis as from diverse character of the stabilization programs
themselves and the different course of their implementation. With respect to conditions
existing before the stabilization as well az 1o its impact on the development of situation in
the following period, atleast five aspecis which differentiate the countries under discussion
st be pointed out.

Firstly, it is the character of the inflationary processes in the period preceding the
hyperifflation thut we are concerned in. First of all, the inflation rate was different. The
Bighest inflation level was observed in Yugoslavia, in Viet Nam it amounted to 300-4¢K}
pereent over a threa-year period but without the trend wowards praduat nceeleration of the
inflationary processes which was characteristic of Yugostavia, whereas in Poland the quasi-

YHere, we put aside other complex conditions of the process of demuocratic political changes which, in
Yugeslavia, is panticularly compiicated because of the meltinational and federative character of the State.

*Far indispensable condivions of sucoesaful systemic reforms se2 ia. Kolodko (1989), Kornai (159%0)
and Nuri (19900},
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hyperinfiation lasted for half-a-year only and, in addition, was of induced character. 3o, the
ohserved differentiation regards both the height of the open price inflation rate and the
duration of this process. This evidently niust abse bave influencsd the assumptions and the
imiplementation of the stabilization programs. [t was, in the first place, the diffcrent
hypetinfiation progress that produced in each of the countries under discussion different
elfee1s ¢n the scale of internal and externpal equilibrium; since the shorlages accompanying
the intensive price inflation were [owest in Yuposlavia's case and highest in Viet Nam.

Secondly, the sczle of the distortion of prices sensu largo was unegqual, Just
immediaely before the stabilization (Febroary 1959 in Viet Nam and December of the-
same year in Yuposlavia and Poland) the Eargest deviations fram the market-clearing fevel
appeared in Poland, while beinp decldedly least in Yugoslavia. In Viet Nam's case, the
sound approach in the form of gradeal modifications contributed to reduce the scale of
these deviations so that, at the moment of the initiation of the essential stabilization
package, the scale efindispensable corrections had not o be as larpe as in Poland. Tt must
be clearly stressed that the relatively smallest extent of distortions of prices in their broad
sepse (relative prices of goods and serviees, wages, interest rate and exchonge rate) i o
Yugosleviz was just 2 result of a long-lasting inflation which finally passed into the *
lyperinflation phase. Whereas, in Poland, the galloping inflation of 1981-1958 was, from
this pointof view, futile, since it steadily reproduced a similar structure of prices at theirever
higher level (and, also, atan ever higher level of incomes and costs). Unfortunately, alsothi
hyperinflation induced in the latter half of 1959 has lelt many, pmmmm in this sphere
wnsolved, putting them off 10 a Jater date,

Thirdly, the sysiemic characteristic of individual economies under consideration wis
different, too. Thave already pointed out many differences in this field, among others, when
tryinp tentatively to define the notion of postsocialist economy, This characteristicis of gren
impartanee inso far as economic agents differently behave in the (ace of different systemic
eavironments. 5o, eplerprises differently react to restrictive fiseal and monetary policy in
Yuposiovia and Poland, exoctly beeause of the system-based different depree of economic
seli-dependence and methods of management. The sell-managing Yugoslav enterprises -
- inspitcof all their imperfections - can be expected o beheve inamuare Rexible manner than
the pooderous, highly etatized and bureavcratized enterprises in Poland, OF course, an
addinional contributing factor was the much smaller seale of economic disequilibrivm in
Yunoslavia and the resulting refatively larger extent of ecompetition,

Consequently, a much larger scale of negative microcconomic adjustments had o be
cxpected in the case of the Polish economy, aleng with a larger recession scale resuliing
therefrom. Becauvse, in Yugoslavia, decidedly more market-like behaviouss by enterprises
could be observed in the initial stabilization pericd. The situation was similar in the -
Southern partof Yiet Nam where the still present market economy traditions favourably
manifested themsehes upon imposition of certain markst economy rules, mainly in the
form of hard budgetary restrictions, on the st stale-owned o cooperative enterprises.
Whereas in Poland warnings that, in the initial phase of the stabilization program
implementation, the enterprises would resct to the new environment mainly [if not
exclusively), onthe one hand, by negative adjustments in the formofattempts toraise prices
aed, o the other hand, by Hmiting the absolute production volume in response 1o the
shrinking stream of elfective demand, were taken ro heed of by policy makers. 1t was only
the drastic and, by no means short-lived break-down that forced - though to late and on
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insufficient scale - some modifications in certain svstemic solutions and in the fina n:‘mli
policy carried out under them.

Fourihly, differcnt trends appeared with regard o real cconomic processes, In
Yugoslavia, either stagnation or economic recession accompanied by & very high
unemployment - of 12-14 percent order - had been observed for many years already. In
Poland, certain recessionary trends began to manifest themselbves since May 1939 only, this
recession being till the stabilization period very shallow and finding expression in an
insignificant fall in industrial production. In the scale of the whole 1989, the global domestic
prochict fell by 1.5 percent only. This was accompanied by labour shortage typical of the
socialist economy, 5o the open unemployment did not yet show up at all, Whereas in Viet
Nam, we all the ime had o do with economic growth, albeit accompanied by a significant
{though difficult to be precisely assessed) structural unemployment. What iz more
important however, the Viethamese stabilieation was perfectly timed from the point of
view of real processes. The years 1983-1989 were characterized by good crops in the
agriculture, and especially the tice crops greatly facilitated the stabilization efforts, So, It
can be concluded that, from the point of view of the character of reproduction processes,
the most favourabie conditions conducive to stabilization existed in Viet Nam, and the least
favourable ones - in Yugoslavia.

Finally, fifth, the situation with respect to external disequilibrivm and foreign debt
was different in each of the countries under discussion, though very unfavourabla in all of
them. As at the end of 1989, the indebiedness in convertible currencies amounted 1o USD
2L7 billion in Yupgoslavia, 42.1 billion in Poland and 2.4 billion in Viet Nam™. These
ahsolute figures must be related to export revenues in convertible currencies earned by
ench of the above three countries in. 1989, They amounted to about USD 20 billion in
Yuposlavia, 8.3 billion in Poland and 0.9 billion in Viet Nam. So, the indices of the ratio
between hard-currency debt and doliar revenues from exports amounted to: 108.5, 498.6
and 261.8 percent, respectively’, thus placing Poland on the most unfavourable position.

[n the first half-year of the implementation of the stabilization programs, the
situation changed in diverse directions Iz each of the three eountries. Here, the Fact must
be pointed out that the Yugostav debt was substantially reduced down to about USE 16,5
talliorn in mid- 1 980with simulianeous prowth of official reserves from USD6.1 40 8.7 billion
over the first six months of this year, Whereas in Poland the debt was further growing -
mainly as a result of its rescheduling in view of the country's inability to fully meet its
obligations' but, like in Y goslavia, the official reserves rapidly grew (from USD 165 billion
at the beginning of 1990 to 4.83 billion in mid-1990). Such large incremenis in the resenves
put the problem of further foreign aid to economies implementing stabilization programs

“ine s somewhat different ight. It is well known that in Yogoslavia's case the considerable

Bt e e————s

Hin Viet Nam's cose it is o bestressed that debtdenominated in comverible currencies constineted but
asmail pan of the country’s total indebiment. Because, at the same time, Viet Nam owed SLIR 10.3 billion 10
COMECON countries of which mainly 1o (the Sovier Unios, Whereds in Poland's case the debt in Rouvbles
amounied to 58 Bilion.

W he abonve indices regacd gross indebtment. Data for Yupeslavia and Polasd - aocording to Waorld
Bank statisiics; for Viet Nam - according to International Mongdary Fund,

¥ For more do1ails on The problem of indebiment of the COMECON counirics and Yagoslavia - see
Malocki and Moelodke (15007,
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trade balsnce surplusses™ led to a certain difficulties in obtaining structural adjustment
leans (SAL} froim the World Bank, while: in Poland's case they were not without influcnce
on the very reticent attitude of the leaders of world's seven most developed countries [so-
called G-T group) during their meeting in Houston in July 1990, This shows that
negotiations on foreign debt, especially on its reduction, should be conducted paralflelly to
negotistions on adjusiment programs with the International Monetary Fund; sinee, later,
the bargaining power of the countries concerned will be weakened, this having been
experienced among others by Yugoslavia and Poland. Whereas, in Viet Nam's caze the
problem was irrelevant, because its stahilization program had been prepared guite
independently, without concluding any agreement with the IMFE.

5. Orthodoogy or heterodoxy?

Whien examining the effects of the three stabilization programs vnder discussion,
substantial differences can be casily noticed. In Viet Nam's case, this mainly resulis from
the different character of the program which, quite surprisinaly, proves to approximate -
‘more than the other two programs - the IMF orthodoxy, and that in spite of having been
deveinped and introduced without participation of this organization. As to Yuegesiavia and
Poland, the programs are very similar in substance. These two packages include elements
of both erthodoxy and heterodoxy, while the former dominate in the Polish stabilization
and the later prevail in Yugoslavia's program, since, here, more freezing measures {half-
yeat freeze onwages, partial freexe an prices) were used. Inthe Palish stabilization a full
wage freeze was impossible because itwould have led o a still grzater fall in the realwage
level, Therefore, recoursewas taken to Guasi-frecze measures by réstricting the admissible
increase in the wage fund 10 a very limited scope in relation to the inflationary rise of the
living cost, But the fzetremains that in Poland the realwage redustion{by as much as about
2Bpercent onthe average in 1990) was greater than elsewhere and that itwas just the Polish
stabilization which was socially most costly, anvhow not only from the poing ol view of real
Wages.

So,why - in spite of the great similarity of both programs - their effects were so
differem? Why did the price inflation rate in Yugoslavia fall from 64 percent monthly in
December 1989109.4 and zero percent onmonthly average in the first and second quarters
of 1990, respectively, while in Poland's case it prew from 17.7 percent in December to 35.7
percent (first guarter of 1990) and then only declined to 3.6 percent {second guarter) on
monthly average, respectively? In other words, in Yugoslavia in the second three-month
period afier stabilization, the inflation in yearly scale was equal to zero, while in Poland it
still remained the highest in Europe amounting to as much as 100 percent annualy',

Well, this guestion has already been indirectly answered, namely the prablem

2 In Viet Nam it amounted in 1989 po USD 337 million as againss total reventes of USD 0916 million,
thes 1o a5 much as 3T percent. This serplus was, to 2 argeexient, spent on porchase of pold in support oivhe
stabiflizacion of the domestic curmenty.

™ [n Vizt Nam, in tarp, the mean monthly infllation rate in the first half-year afier stabilization (April-
Scptember 1987} amounted 10 0.1 percent, with simulianeous tecrease in industrial prodecion estimaied a1
3 percent cily and with a sustained trend wwards GDP growth. See Gowz-Koderkiewice-Koladko {1550).
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consisted in the fact that the programs were similar (though not identical)’s, bt
circumstances under which they were implemented were different, The stabilization
‘program structured in this way fitted very well the Yugoslav conditions, but the same could
notbe saidin the Polish case, Inparticular, the hyperinflationin Yu goslavia was, apart from
some circumstances mentioned above, to a large extent of mone tary character stimulated
by the long-lasting budget deficit. Sa, it rescmibled to a certain degree the known Latin
American inflations' which by no means can be said about the Polish quasi-hyperinllation
of the August 1989 10 February 1990 period, Thus, in this context, the reliance of the
stabilization package on the so-called nominal anchor in the form of fixed nominad
exchange rate was much more convineing in Yugoslavia than in Poland; since in the former
case the hyperinflation - through its long duration and the im pact ofthis fact on inflationary
expectations - currently equilibrated the financial streams in the whole economy by
#pproprately depreciating them, At the same time, they were almost fully indexed in
relation to convertible currencies {in this case - to Deutsche Mark which decided on the
choice of the latter's fixed exchange rate as nominal anchor). In such a situation it is enough,
indeed, 10 "merely” stabilize the exchange rate in order to stabilize the purchasing power
ofthe domestic currency and - in consequence - the whole economy, o, One can think it
is just this kind of theoretical reasoning that has substantially influenced the Polish
eeanamic policy of the end of 1989 which has led 1o an induced hyperinfation rather than
counteracted it. ' ' ’

6. Stabilization and the real sphere

Drifferences in the initial conditions, on the one hand, and n more or less considered
mplementation of the stabilization programs, en the other hand, have also brought abouwt
fundamentally different effects onthe real economic processes which, in the longer rin, will
finally be crucial for the success or failure of the whole operation. In this context, at lesst
two important aspects are to be pointed out, namely the already mentioned impact on the
current account of balance and external equilibrivm as well as on the recession in the
production sphere.

50,35 to thie former aspect, the considerable surplusses in fored entrade inYugosiavia
and Viet Nam resulted from a clear dynamization of exports with a simultaneous increase
i imports thoughon a substantially smalier scale, Whereas in Poland's case, the significant
and, what must be stressed, unforeseen under the stabilization program, size of the trade
surplus in both convertible and non-canvertible currencies was a result of - drastic
reduction in imports rather than of a large increase in exports', This fact, in wrn, had an

* A far as impariant differences between the stabilization programs vnder discussion are concernad,
the following cloments within the Yuposlav program are 10 be pointed oul:s far-reaching oreign trade
libezalization, governmenl interventions inclusive of centrally financed impors whenever econommically
jusiilied, though docirinaily rather inconsistent with the whole package, a mofe considered and stable
maoneiary policy of leés pro-recessionary charactes, the right choice of Deutsche Mark ag nomina! anchor.

¥ See Inflation {MWES).

" 1 Januvary-July pesiod the export increased by 6.3% and the fmpon decreased by 31175 (a5
corapared with the some months of 1989, These 1endencics have contribute? (o the trade surplus of USD
2,657 min and SUR 2,477 mla. With respect 1o trade sedtled in non-convertible currencics, the high trade
balance surplus was also caused to the extent of sbout 20 percent by exeptionally favourable terms of rade
sndiccs in PPO0L In the first hall of 1his year they amounted to 112
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un{zvourable impact on the resl economy sphere, in additionally augmenting the scale of
recession caused by the extremely restrictive fiscal, monetary and wage policy, Against this
backpround it is easier understandable why, in Pn]dnd‘ the mdu:-.l.n:t! output {:nm_t..u red by
sobd production of the state-owned and cooperative sectors) fell by as much a5 30 pereent
in the early half of 1990, while in Yugosiavia it decreased by 10 percent "only”.

What is more, a detailed examination shows that the composition of these two
recessions has been distinctly different. In Yugosiovia, with a shallower overall recession
iz, an above-the-average [all was noticed in heavy industry branches which constituied -
becavse al their typical low efficiency - the greatest burden on the state budpet apd balince
of payments. Whereas in Poland, it was the light industry that was most heavily affected by
the recession'®, Likewise, more favourable from the structural point of vicw was the small
recession observed inthe Vietnamese econamy, although structural problems are just in the
latter country more complicated, among others because of the very low economic
development level™,

Finally, the different effects of siabilization an househald incomes must be noticed
here in the context of the outward opepi-; which accompanies the stabilization and
postsocindist systemictransformation, Thisa- - cothas, thus far, ploved a relatively lesser role
in Viet lNam where the average monthly waze Ductunties bevween 15 and 20 US doflors,
aithough the conntey's society is now decidediy more open than not jong apeo; this especially
manifests itself in contacts with China and Thaifand. While in the case of Yegosbvia and
Foland much more important, in particnlar inview of the histaricalchanpes which are thking
place in Europe on the verge of the 90s, is the fact that average wapes cxpressed in
caonvertible currencies are very low, since they amount to aboum USD 300 mombly in
Yuroslovia and LDSD 1KYin Poland. This is in <o far interesiing ns this relation by no means
reflects the ahove-mentioned differences in the per copita GDP leve] between these teo
coupiries (three thmes apainst ope-and-i-half tmes ). Demg fully aware that the stabilized
exchange rates are in the present phase commercial equilibrium rates, it must be stressed
that - in parsiewlar in Poland'scase - they arevery distant from arate reCecnng the purchasing
power parity (FPT) of the domestic mopey. The long-term process of equaiing these
exchange rate levels - this process being indispensable in view of the efforts towards
integration with the Evropean and plobal economy - ean threater with a recurrence of
inflationany processes and repeated economic destabilization.

B In January-Jule of 190 (apainst the same period of previouws year) the imdusinal rea! ot s
declingd by 38.7%, of which fecl and encrgy indusuy by 20.1%, metalurgy by 2200, but fighs amd fis 4
processing indusirics by os much s S0.57 and 35.475% respectively,

P 1 evident chat ehe general developmaent level 2ls0 cxerts an inflrende or the coarse of the inflxtin
andsiabilization procosics. Tn Vict Nam this level is exveptionally bows the percapita GOF amounts toabout
USD 160 {aceording to World Bank estimates), Adcording 1o the same spurce, in Poland the pereapitainiome
(GO amounicd in 1955 w0 S0 1,930 and Yugosiavia 1o USD 2,450, i.e. by 28 peroent more. frean be casily
calcufated that a8 a reswlt of reccssions sccompanying the srabilizaion this difference will gros i abaur 2t
percent o Polands disadvaniage. The sbove daca is controversial. For eaample, docording o A cilimaies,
in 1959 GDF per capita was USD 5,464 in Yuposiavia and 10 LSD 4 565 in Poland [rom which, huwever, 30
poreent shoukd be dedueied on accownt of the very low production guality (See - Ewrope, 1990005258 p.3).
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