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DR MAREK KULCZYCKI

THE ROLE OF THE RATE, OF EXCHANGE IN THE
MANAGEMENT OF THE SOCIALIST ECONOMY

The aim of this paper is to prove that the sconomio
authorities which manage the socislist economy must take
into consideration the level of sll the parametere /atearing
norma/ including the rate of exchanje,as well a8 regulate
ite level according to changes occurring in the economio
situation of B Pivon country and abroad.

The Rete of Exchange in_the System of Economic Vansgensil

The eystem of diroqting of the natiopal @conamy is @
pet of rules of Behayiour_of different levels of economic
suthorities in planni;g end manngement.1/- e _

Planning is one of the most important activitisce of’
economic authorities. We understand it es a process of
decision-meking on the commodity and geographical structure
of production and distribution of producte, . G

Economic msnagement consists of three groups of mow
tivities: steering, financing a&d organizing.

Stearing means the ragulation of the levels of dif
ferant norms /paramsters/ such as: price of prﬁduct,,uagé
rate, exchange rate, rate of interest, tax rate, tariff,

subsidy etc..

--—-u--—--ﬂp------*---—--

1/ See: P.Sulmickit Planowanie i zarzgdzanie gespodarcze
/Economic Planning and Msnagement/, Warsaawe 1973, p.335.
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Fxnancing'ié fo pfovide“econonic*unita with indispense
able meens of paynent end means of production.

, Organizing means. determining who snd- st whigch 1 lavel
of the oconqqic structurs has-the right to-mske a given:
decision, '

By uaing ordoro planntng»oxoatc:andtroct influence: on.
econonic units. The level of ooondntOtpannnntons=1snnouxr¢1
for executive unitq anp thoyvaro-ctinu&atndﬁtOra:acutevxhck
plans /directives/ only. In this: situation the:exchange: rate:
18 of a very slight 1-portono;mandgoono:4-o.~thi-xp.ra-pmat}
is of no aighiftcanc‘».tvlll. It only plays & pcooavi. sta-
tiaticel role. ' '

Tho situation io quite different when: oconontc authéa
rities uee the indirsct systen: of dtrcc:;on. Then, by- .toor-
ing, finencing end orgenizing they set. Up. the- frnn.uonk of

_the oconcaic units activity,. thus onablang thea. to t-ko tﬂ~'

dependent economio decisions. 1In -uch a eysten the rol. of
the exchange rate and- other: peraugtora tnifgllylnanafaotcd.
That 1o why the ralo of the-rate:of forg;gn.pgéhgqgoﬂznvthif.~
systen.of sconomic aanngonantn/iﬂ#&tqggjd;rpégton(utowtﬁo~~._
subject ‘of our co?atdoratton-. ) ‘
undof the notion of foreign exchange rate we .understend .
the price of -a given foreign currency oxpr.oaod 1n teras of.
domestic cunrenq?. _
" ‘However, for further consideration we have to dietin-

guish between the so-called resl snd gﬁﬁ;g;gg~ratoo~of ox~

chango.



The real rate of exchange is the rete of foreign

‘ratle equi]ibrium ond it 1s shown in the optimization

_model of the national economy 88 g shadow price of aicdn=--.

straint in the form of the balance of trade exchange.

The place of the exchange rate in the model of utilization:

of cxisting resources on macro-level is shown in the

diagram 1.2/ _

Disgrem 1
R rpr ey . i
} - variables X Qrig Lir ri x° § Constrest.
Shadow inte
prices
p/x/ “ea b o2t 1 | -y
- p/*/ A" 1 - :}_f_‘_?
'.':l.r _pir pri é 8"
pM/ A T -
Rl 1 & X3
g . 21‘- i "1 Dxir
8"1 1 % xri
2r1 g -1 _xri
- C /min/ it (o] o} o 0 p/x(L ¥/ naxr/!

Symbols used in the model /for'tho country roi/:

X -

'global production

2/ P.Sulmicki, Ibidem, p.112.



e e —

gre

‘dxatf b .
'required &ninuq/ 1ov01 of finol production

o aaporta determined, for instance,

X pacities of the country or the

v to.- satiefy domostic roquiromente /all
the’ g;p nd 4nport 1imits moy be exprassed

o in, value r n.phyaical terms/ -

1r . lower limit of exports,. daternined for instance,
by ’'the necpagity of securing ‘given receipts in
forgipnie arrancy. .
X . Upper limit of 1mporte. detornined for instance,
' : ‘Posaibilities of the country, the pos=
of‘obtaiﬂing foreign loen, productive
ka national .economy " or. comnorciel
ers~

>

p/k} - ‘shadow pfico{of-a product /1in domestic currency/

"riea of foreign currancy /rate of o;chaﬁgo/

p/\-/ -,gehadou prico“of.labour force /wago rate/

Ece of'cépital resources /rate of profit/
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tax /tariff/ imposed on goodn~wben-axpor:¢d quantity
. |‘. -‘l

- exceads a given limit

,euboidy /bounty/ on gobds when exportcd quantatiss

)

" sre below 8 given limit. B A

tax /tariff/ imposed on goods whon 1aports axcaod
8 given limit

subsidy /bounty/ when imported quantities are
below a given limit

matrix of matarial-inteneity cooffioients~ whils
in the fornm of /1=A/ it is the so~-celled Leontieff s

matrix

matrix of import-intensity coefficients
foreign prices obtained in exports B
foreign prices paid in imports

matrix of cCupital=~ 1ntensity coefficients
matrix of labour-intensity coefficlents
value of residual finsel production

sosts of production.

The construction of the dual program enables us to

f141 4'e gruations in which fectors datermining the level

Jf the ren) rate of exchange are shown:

‘rlr - p/x/ A uir - _t_:_ir
© v
p
PP i
'P [ T
L

r .oobzege 1n exports is the relation between

iiez cocrected by export tax oFf export bounty

Ly



t.m i ~te rf exchonce 1
t‘ g at ’.‘r price, serreat Ty

by tariff or 1mport hounty und fosc1 M) price paid in in-

;‘ports. an can eaaily ottrﬂ that tho rcal exchan~n rete,

- the
fectore which 1nfluenceﬁtha dowest pr.co costs of na-

‘torials /domostic and'imported/. susis of lpbour and rate

‘deptccxution of existing

eogata. Tho louar thaeo coste are, “the lower is the rate
of,oxchango/and tho prico qf domestic curlency is higher/. e

The roal rote of osohghga /ahadow price of foreign

e,

currency/ ohoun thn 1mpqc H{}he'change in a‘constraint

on the value of thb function of choice-

In other worda.‘the rpta“df exchunge stows how the valuo
of the functlon of choicé would change it the conetraint
in the foru of the balance of trnde. ware incressed or
“dintnishod by cna unit /for example by 4 $ /. In our
'nodol 1noro.oing the poaitive balance or diminishing the
vnogativo onc c.uees tha daglino of the value of the
function of choioo. It 1s obvious ‘beceuse in such a cese
the nationsl 1ncone to be diatributed /consumption/ ie
dimtniohed. The opposite situation takes ploce in casc of

1ncraaeing foreign’indgb@adnoas /growth of the negative

or dacline of - thegposiﬂive *alanca of payments,’.

[ %
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The rete of foreign exchange may be defined in two

ways:

a’/ it is the cust of gaining an additional unit of foreign
, ‘ g v, 9

currency from exports, or

b/ it is the marginal cost of replaciug a unit of foreign
currency spent for imports by the domestic production.

Thug we may assute that the rate of foreign exchange

‘sliows the importance oi foreign cufrency being a resource,

- for the fulfillment of the postulate, expreseed in the

function of choice.

Diagram 1 shows that the real rate of exchange is
closeiy.!inked with the uther steering parameters as Wwall
Ls with decisive variables and constraints. As these mag~
qitudee, being the éomponants of objectives,means,and cone
ditions of economic activity, cen vary in long or short
periods of time, the real rate of exchange is also a variﬁblé
one. '

Along with the notion of the real rate of exchange
there also exists the ferm “the officiél rate of ethangaf
1t means the official price of‘foreign currency expressed
in terms of d;mestic currency. The level of the offictal
rete of exchange is alweys set up by the cantfel aconoaic
authority, regerdlees the system of manegement existing
in the counfry. '

1f the rate of exchange is to fulfill ite informative
function, i.e. to fully express the foreign currency short-
asge, the economic suthority hes to regulate the former '

according to changes of economic situation. Thus, the of=-



ficial rate of exch ange should change slong with the
veriations of the real rate of exchange. Otherwise it
will deviate from that of equilibrium. The more the
official rete of exchange veries from that of equilib=~
rium, the more difficult becomes ths schievement of the
optimal value of the function of choice in the plan of
production and trade exchenge.

The officiel exchange rate cen be used es @ required
norm /etanderd/ of efficiency in foreign trade. Then the
individual rates in different trsnsactions are compared
with the official rate.

In exporte the individusl rete af exchange can be
expressed by the following formuls:
alr al Hfr /

yar /pl v ctr 7t

\P 1
@ xar /pr < c:r

where:

:r - individuel rate of exchange in the export trans=-

actione,
ir
X" = volume of exports,
- domestic price of exported product,

- domeetic coste of the onterprisey /general and
traneaction coste/,

pr ~ foreign price of the experted product,
Tl foraign coste per unit in exports,
- export tex,

u” =~ export bounty.

(Y



The 1nd1v;dual rate of exchenge ghows the resl cost#
of the unit of foreign currency for exporter. B8y comparing
the retee froa different trensections we say find out
uhioh transaction is the more profitable one. For instance:

"1' 1' reans that the second trensaction is mora
profitablo hocnuuo tho coste of the unit of foreign cure
rency ere leuor. It 1e obvious thet such o comparigon can
be done withip the framework of tho esme curronoy z0n0 '
only, becauce the denomninator in the above forauls 12 exX-
pressed in teras of foreign currency.

To.fina outiuhothor foreign trancection ie 2 profi-'
table ono. wa aust have'the eo-called norn of officlency,
which oould be compsred to the individual rste of oxchange.
Such & norm constitutes en of ficiel axchangc ratoe ?" |

The transaction ie profitable when:
ir ¢ gir
R\ 4

-Analogically.~1n importa the individusl rate of exchange

can be expressed 20 followo:
f i /P l‘l_ arl . 2"1
i 1 p" + cfty

where:

1F . individusl rote of exchange in import trancection

xr1 -~ volume of iamports,

p1 domestic price of imported goods

foreign coste per unit in importe

2]
s

r toreign price of imported goode,

o
1



@™ . iaport tariff,
L. import bountyf'

In thia case the comporihbn of 1nd1V1dual X~
chango roteo 1e alao poaoible but only in a given cur-
rency area, For 1notance" ir 7 ir

Y17 T ey
1mpor:ar obtains more domestic currency units for one

meana that

units of foraign currency spent on 1lporti in the first
transaction than in the eacond one. So the first tranee
action is more profitable. In other words, the coste of
aubatitutxng 1nporta by domostio production will bo highe
er in the first case than in the second one. The require=
ment of the effectiveness of 1np§rt traneastions can be

.expreaood a8 follows:
ir ir
P2
It means that to make the 1nport'trau.¢ction profitable
" one must abtain the individual rate of exchaenge not lower

than the rate of exchango_being'tho'foreign trade offi-

ciency nora,

It should be streesed, however, that the rate of
profit is a better wmeasure of foreign trade efficiency
than the individual rate of exchange. The rete of profit

cen be expressed by the folloﬁing‘fornuln:

t

F
whera:

i, = rate of profit in the enterprise in the period t,

»

[Y
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t

S; = net profit of the enterpriee in tho period t,

w ~ the enterprise’s own funds at the ond of the
/=¥ pertod /te1/.

The net profit mesns the difforonco betuoon the surplus

/s*'/ end taxes, interest chorgoo,and resorves, aspecial

funds etc. The surplue of the enturprise can bo shown as

,>,folloup;

¥ . x:r[?‘:r /p:r . cir/ /p' . ctr /]

. X "[/pt-c / - /p"cn/?:rj

The syambole are the seme as in the provtoun equa. .on,

Comparing the rate of prof;t in the enterprise with

the required nora of effectivenees /for instance with the

interest rate which 1e in operstion in o given country/
we can check whother the aciivity of the econoaic unite
is effective or not. In other words tho econoaic offect .
of export and 1mport transactions /groen profit/ aust,
at least, cover the inierest charges'aud allowances for
superior authorities which have to bé'paid by tho eatere
prise. Thus tho rato of profit moy oaeily be linked with

price and volumé of credit on which depends, to o high

degree, the maintenance and extension of econemic activity,

b-One mugt remeabcqﬁ however, that both the individual
rate of exéhango end the rate of.profit will play their
role of coefficiente of efficiency in foreign treds only
whon the official exchange rate together with the other

parameters are good informante aebout acarcity of differert



products and recources. It moene that the official rate
of exchange must be eetablished on the level close to 1?
the rate of aquilibrium. o S

The contral economtc authority. uhich -toero the

rete of oxchange, auat bo able to/anouor the following

questiong: s : - ' o

8/ to implemont qn uniforn offiqiol rate of exchange },r
or to introduce the system of multiple retes A
b/ to which extent the official rate of exchange
should bo stable, | o ‘?
¢/ how to calculato.tho lovel of the officiai-rato of
4 . AR y

exchange. !

11, Unifornitx f the Officiel Rate of Exchg_g_

The untform rate of exchansa aoano tho sane price of
forotgn currency in all export and 1lport trans.ction..
for all eountries and for cvory oconontc unit.

_ Uniformity of tho exchange ralo 1. n f.trly popu!ar
postulste. Such e rate enables tha 1ntroductton-nf full
convertibility of domostio currency. 1t alon gonatitutes
8 uniform, required nora of effuctivﬁnoan 1n fornign tradn.
which mekee the easeas-ont of tho econonin units’ activie “o
ties in this field poaeiblo. Tho unifcru rata\of oxchang.-
enables the geographicel and cﬁnnodity optiuxzation of
foreign trade under given conditione. In such a case the
incomes of ontqrpp;peq depend on thq;r‘cqppqtg;tvo posie-

tions on foreign marketo.

ér
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‘However, the unifora rate of exchange, to a higher
degree than tho multiple rates, tranafers tho fluctuations
of foreign prices on the domostic onoa.‘lt can neither be
uged by the econosic euthorifiol as the neans of a select-
1vo;;nf1hon¢o,oxortod on oconomiq un;tp and on g¢pgrnph1c-
el and cannodity'atruéfure of fofeién trade. it'al;b nust be
ootablished on the equilibrium leval; othorwioe it roﬁuiroo
oxtonded syetun of norns of protectiom and dtetribution
/bountioo. oubsidioo. tariffs, taxes etc./.

while introducing tho gystom of the nultiglo axchana~

rates the econoaic authoritice eatabltoh two or nore,levolp'
of the forp;én currency prico. Then there 1s no qn;forn Gufe
rency darkot; but a certain number of partiel narkoti with
difforont,pr;coe for g;von‘foreign currencies. Such é,oi—
tuation nay 6x1qt only when the 9£990|1c aptﬁor;tioelin-
troduce forvign exchange controi_i@iph.nykoo the flows of
mopetary noane'batuedn the partisl markets 1n§oéoiblo.
It ie of particular 1npartanoc that tho oconcnic unite
must not be entitled to effect paymants diroctly to foroign
customers nor to receive foreign monetary smeans fron sbroad.
All the foreign currency paymente have to be offoctod by the
central bank or the foreign trade bank, which 15 .under the
control of the econoaic authorities of a given country
and whichAis in 8 poaition to chpck the teras of contract.
Multiplication of the rates of foreign exchango may

be carried out according to different criteria:



8/ according to auonoaic unite effecting payments, which
result from ths seme typee of foraign tranoactions.

b/ according to the type oi foreign transasction /trade
in comwoditiee. eorvices, capital tranoautxcne, touraiem '
S etc./; ) o ' F ‘

¢/ sccording to the commodity which is the objecfuo}‘
the transection /etrategic raw néterible. other materiéle
luxury goods, etc./; ' ‘ '

' d/ according to the country which pays or to which tne
payment is to be offected; ' B B '

o/ acdording to the type of frandations:ﬂaiéb?ié or
importo; I

f/ sccording to the type of the capitel trensstion.
The wmultiple fbreign oxchéngézfates. differentieted accord-
ing to the economic unite which effect paymohte,;ara:used’
rather seldoa. Here the differsntiation aime at protecting
certain aconomic subjects. It 1s oleo pooaiblavto discrimi-
nate cortein onterpriges by establishing worae conditions
of peyaents then thoee commonly existing. h

The second type of differentiation ie used very often.
As a rule, one typo of the rete of exchange is introduced
to fof@ign’tradé, and snother one to capital transactions
or to payments conne aed with tourism, ' '

The differantistion of rates sccording to the commodi=
ty etructure of foreign trade is also very common. Theore-
ticelly thero cen be 8s many rates as meny producte are
traded. In prectice the different retes are established

in relatione to the more significant groups of goods in

v o
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foreiqh trade of a given country,
ate

The syetem of multiple exchange rates whxch differen~

 t1|t9§ apcqrding to the geogrephical o:ructure of payments

ney oxiat_only when the domgstic currency in inconvertible.

‘Such ihoffuoturo of exchange ratee causes changes in the

dtroctiond andvvolumes of flows of goods in foreign trade.
Geographical multiplication of the rates may be a good
1ncfiu-ont of rogulation'of the balance of trade in bilateral

ocononic rolationa. Exporters and impui ters are oncouraged

'.or diocouragad to sell or to buy on a given market for a

givun curroncy. Such a role has tiven playad in Poland by

the oo-calloq “cqefficiente of a relsntive value of the

curroncy . .
Introducing the exchange rate for export traneactions,

'which io diffront than that epplied for import trannationo.

Reans, 1n prectice. the taxation of exporters or importers,

Thoro oxiat two difforant norme of offoctivenoae - one on

the export side and another one on the import eide. Such a

‘oituatton éannot‘ba regardo§ as favoursble because the mese-
sufoaeng‘qf.;he‘offzé;oncy of foreign traede end ite influence
on tﬁo o?@npqio dovglopnent is much aéro difficult., Neverthe-
losi th; differentistion of export and import rates is .
oppliodifﬁr fiscal purposes and for the sccoeleration or
ro‘tfigtion of growth of a given domestic productién.

The difforqntiafion of foreign exchange retes according
to tﬁe typé of the capitel transaction io effacted oo as
to change the distribution of incomee and protect the in-

terests of @ given country. It concerns mainly the transfers



of profit, interests and dividends ebroad.

The aystem of multiple exchenge rates can aleo be
ostablishad by meane of different kinds of norma of pro-
'~ tection and distribution /rats-of—axchanga taxea, equali- )
zation cherges atc./. ‘

Multiple rates can be utilized by tho econonic autho-

rities eo followe: @s o meuus of 1nf1uonc1ng the commodity :

end geographical etructure of foraign trade.raa a norm of
distribution of incomes, as a monetary policy inetrument.
The multiple exchange ratog can play tho role of good
otoering perameters bocauae they enable the flon of very
procise informstion on praferences of the central aconomic
authoritiees to the axecutive unitg, Thoy require, however. a
skilled oteff, responsible for tho reguletion of theoo pa-

ramstorg ond the instant flow of informetion on the econamic

eituation in the country and abrosd. Unpropor rogulution of .

the rates may lead to oignificant loses to the nationel 6CO=~
noay, somogtimes difficult to be obeerved 1nmed1ately.

The syetom of multiplo exohange ratee ies ueed in the

Ranagement of foreign trade so as to maxinizo the advantogos

dorived from the international trade. It is mainly a problon
of maximizing foraeign currency 1ncomoe from exporte as well
ag limiting the expenditures on 1-porto. Such e eyatam
enables the protection of interests of a glvon country, (Y
.pecially in trado with a stronger partner. It 10 a eyetou -
of a strictly protectionist and diatr;butive chorecter.

It aleo caueen a defornation'in'relatlona of pricoé on

0y

e
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internationsl market. The next defect of the eystem :.
tho fact thet it can lead to autarkic tendancies in economic
development and it does not stimulate economic units to rdibo

their economic offectiveness.

Stability of the gfficial'ggta of Exchange

Iﬁ the sconomic policy, apart from the problem of
the uniformity of the rete of exchaenge, there also exists
a question of otability of this perameter.

In the system of a stable officiel rate of exchange,
the sconomic authorities maintein a fixed relatiun bei-een
the domestic currency and foreign money in a given period.
In othor worde the price of foreign currency 18 not a re-
gult of fluctuations of demsnd for and supply of the given
ponetary rosources,but it is kept on & level which wae
sotobliched by the eccnomic authorities. In such a system
ell the countries which are weaker in reepect of the level
of developmont must sedept themeselvus to the conditions impos~
ad by stronger partﬁers.

This io the greet advantage of;thsa syotem that it
disinishes the fiﬁancial risk in the tranesdione which do
not requiro an immediste peyment, However, such a riek
exiots when o creditor or a debter ere surprieed by the
chenge of the rote of exchange /devalustion, revaluetion/.

In tho eyotom of o atable rate of exchange, domestic
econonic difficultics of a given country can relatively

eseily be shifted on the partners /beggar my neighbour



policy/. It ie one of the faults of this system. It 19
neceseary, then, to etrengthen the exchange rate mechanisa
with & command /8 directive/ of the economic suthoricies
/quantity and logal restrictions, syatem of licehcee,
control etc./ or with an expanded systea of norms of pro.
toction and distribution /tariffg, bounties, subsigies

etc./. The inforametion tranemitted to the executive unite

((:

is then cuspliceted and there is no guarantee that it

would be read out correctly.

(74

The most importent defect of the etable exchange rats
aystom io tho fact thet very rarely such & rate .s equal
to the rate of equilibrium /the resl exchange raste/.

Thio 18 due to the eituetion, thet very rerely the level
of domestic prices, wegee snd incomes, productivity of
labour otc. vary parsllely in tiwe treding countrias.

In the syotom of otable exchange rate there must exist

a8 situation whare the official rate differs coneiderably
fron thet one of equilibrium. It may lead to the non-
~optimal decisions, taken by the exocutiva.unito, concern-
ing the allocation and utilizetion of productive and none
~productive resources.

The variable exchange rate does not have such & de-
fect becausg, in principle, it 1s the rate of equilibrium.
So it cousss the noutral situation in the price competi-
tion betwéen the treding partnere. The great defect of thair
rate, resulting from ite fluctuationa,lis uncertainty
occurring in the case of the credit paymente. The economic

units msy avoid these transactions or select more stable
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currencias. They cen wluw add the rate of eatimated riok
to the price ur'tb the fgce of interest.

The édvantage of the variable fate of{ exchange is the
reduction of'the monetal'’y reserves ilecesssry in the eystem
of tho stable .rate of exchsnge as well as an increased
freédom of menoeuvre in domestic policy /policyvof pfiéea
and wages/. ' ‘

The fluctuationa of the variable rate dopend oa the
economic situation‘of a given country. S0 the couhffies
which coordinate their dumestic policy way fiinl themselves
in the sltustion where the exchange rates of their curren;A
ci10s will not change oven in the longor peridd of time.
Chengoe in sconomic cunditiona mey thue Le correaponding and
unidirectional.

The verisble rate of exchange well playe ite role of
information on the aignificence of diff%rdnt currencies for
tho national economy. It favours the Opiinizatton of the
utilizetion of resources ond their cérrect allocation. 1t'
also enables the cbuntry to ,articipeate in the internstionsl
division of labour so as to maximize the udvantages of fo-
reign trede. It is conditioned, however, by ;hd‘domeoflctl
resourcoe mobility /for 1nétanda'the cabécity to rdpidly
adapt the export euppliss in accordance with the incroasiqgif:

-

foreign demand/. ]
The variable exchange rate will oporata'proper1y~aﬁiy )

when there exists a high price elmsticity of demand fbr’

exports abroad and flexible eupply of exported goode.-
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Otherwisce the fluctuetiona of the exchange rote will not

bring about the expected affect of the balanco of paymento 

oquilibriun. For 1n@tance, the daprociation of domestic

curroncy will cauge the incroaea of prxcea of 1nported

goodu which aav bring about the increese of tho coots of

Prcduetion and further deterioration of coapotitivcnooo fs

of exported goods on the international market. o

Mothods of Fixigg the Official Rato of Exchanag k

Datarmination of the level of the official rote of
axch&ng@ is the next important probloa to be solved by tho
econonic authoritiese. There are three main methods’ of
fixing thic raste: ' .

8/ detoraination of the rste at the level calculéted

on the basie of the contral short-tera model of production“

and foreign trado in e given country,

b/ doterminstien of the rate on the bidii of the com= -

. parisen of the purshasing power of the domeocic and fo-

reign currencice, : ‘
c/ de&orntnmtaen of the rate et tho lovol roanlting

fron.tho supply of ond demend for a givon curroncy.

The firet mothod which mey be celled”s shndow-price ERAD

mothod'. is tho wmoat correct one. It is, however, impos- -
eible to put it into practicg in the actusl oggpgain,gpq-
ditione. It roquires the cepacity of the construction of
the plan of production and foreign trade, énbrgc;ng all

conetrainte and verisbles on the mecro-level. It is elso

R
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necessary to find the solution to the dual program. The
main problem to be ®o:i.ed i to collect the full informa~
tion on the conditions and means of economic activity as
well se the question of data processing. ‘

 The second method, celled "s purchaeing power perity
asthed”, consists of the comparison of the levels of do-
smostic and foreign prices of products and services. The s0
calculated reto of exchange is equal lo the purchasing
power of monetary unite on domestic snd foreign markets.
Many variants of this method are used in practice, depence
ing on the base of comparison /domestac production, &xports,
consumption etc./ and prices aed in Lhe calculation /whole-
sale pricus, retail prices sic., . iﬁa moet commonly usod
variante are the comparieons Of the price levels of goods
which are reprseentative in production, consumption of
exports in the countries under consideration.

Teking into account the facility of computations,
the verisnt conaisting in the determination of the level
of the sxchange rete on the basis of the costs of obtaining
one foreign currency unit from exports geined ® significant
popularity. The so determined rate of exchange muy be
based on the marginal or average cost of obteining oneé
unit of foreign currency. In the first casgse we obtain the
so-called “marginal rate of exchange”, in the second one -
~average rate of exchange”. Both varisnte wore used in
economic policy in Polend and in other sociaeliat countries.
It ie necessary to strees that thie variant, though used

in practece, induces many discussions and controversies.



In fact only in & few capoo the exchange rete determined
on tho Séaim of rosulte of axports of a given country
will be aquael to tho oquilibriua'rote-uhich~reeu1te from
aony different factore. It is posasible that neither the
wargina}, nor the averege rate will pley properly theirr
inforgative role. If the aconomic authorities want to
es;ablioh the officisl oxchange rate -on the level of
equilibrium, the veriant under discussion may help ss
the firast approxiaation only. The so determined rate of .
exxchange has to bo vaerified in practice.

The third method is celled somet .nes “"a market method'
because the price of foreign currency is determined by
tho supply of end demand for monetary means on the market.
The level of the sxchange rate is eastablighed by the exe-
cutive unite themselves. The econoric authorities have to
accept thie level and to eventually determine the extent

" of fluctuations. It 1o clear that such a rute 16 varieble

ono, though thie mathod can algo be used in order to deter-

mine the rote "fixed in 8 given period of time., The “markot
nothod®” is very convenient for the economic asuthorities be-
causc it 18 cheap, may be essily introduced and it 1s not
labour-intanaiva. 1t roquires, howsver, the existence of
the currency market end this condition i not fulfilled
in the aocialiat'cauntriea.

The daecipion on the choice of the method of determina-
tion of the rete of exchange, 1ite uniformity and atability

will slwaye depend on the confrontation of all the defects

e
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'and advnnt-goo ‘of the adopted aolution. Furthornore,.;;

‘g,utll dapond on the ‘model of management of - tho national 5

@conomy end on tha social and economic objectiven aétii

by the oconowic authorities.




