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Chapler |

PLANNING AS A FACTOR OF ECONOMIC
GROWTH

National economic planning has arisen and devel-
oped in socialist countries. Today its elements in one
or another form are being applied in countries with
different social systems. The necessity of planning the
economy, which has been generally recognised, reflects
the need for scientifically-based guidance of a country’s
economic growth. Planning engenders big possibilities
for the purposeful and rational use of the resources
of nations and entire regions. However, special condi-
tions are required for the planned, balanced develop-
ment of a country’s economy and the full use of the
advantages of national economic planning,

In contrast to all other forms of economic growth
planned, balanced development implies consciously
maintained proportionality of all elements of the econ-
omy designed to attain definite aims, Such develop-
ment offers the possibility of and requires scientific
guidance of economic growth,

The term “planning” is popular now and widely uti-
lised in different contexts. The last ten years have
witnessed the spread of the ideas of planning national
economic development throughout the world, in coun-
tries with different socio-economic systems. This shows
that the present-day level of the productive forces and
the nature of social production demand proportional
and purposeful growth of the ecoriomy. At the same
time there is a differing degree of readiness of the
social conditions in various countries for the efficient
use of the instruments of national economic planning.
This gives rise to intricate theoretical and practical
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_ Economists of the most diverse pplxtlcal
giré)\?/lsererllrsld concepts, reflecting the interests of different
classes and strata of society, participate in solving
these problems. The governments of some states arte
exerting much_effort to plan economic developmen(i
International organisations have also greatly Vsteppe
up their activities in this sphere in recent years.

1. Planning, a New Form of Economic Management

lanned operation of the economy on a cogntryw1de
sczli:’le is a fEndamentally new phenomenon Iin hum(icm
history. It is inseverably linked with the rise aR(ll e-
velopment of the socialist mode of production. ong(i
side the latest discoveries in the natural sciences an
the present-day scientific and technological revolutlortl,
planning of economic growth is one .of-the most out-
standing scientific and practical achievements of our
age. _
rinciples of planned development of the econ
on;ryhearpe diclt)ated byp the objective conditions of con-

temporary society. Large-scale machine-based industry, |

deep-going division of labour which produces
?l?(;iustggds o? igntergconnections persistently dictate pro-
portional development and pl_anned -reg}lla‘glon.o(f1 p{o-
duction. Large-scale profit-oriented capitalist industry
could not create conditions for planned economic

1 ta-
th. The capitalist economy developed sponta- ;
ggg\s{sly with alll) its intrinsic consequences — Crises,

loyment and idle capacity. o
ungglcgal%/st changes in the USSR have eliminated ob-

s to the planned, balanced development of the
Zetcicr}ce)fny. Privatpe ownership of the means of produc-
tion was the biggest of them. Guidance of economic
growth on the basis of study and _ut111sat10r1 of ob]ectll\ge
economic laws has become a primary fu_nctlon'of the
socialist state. Nationalisation of large industrial en(-1
terprises, transport and communication facilities an
panks has led to the rise and.development of an econ-
omy of a new type. The Soviet state has set genera
national development tasks and rallied all the working
people to achieve them.

The purpose of economic development in socialist
countries is the utmost satisfaction of the ever grow-
ing requirements of the entire society and its individ-
ual citizens. Various intermediate tasks arise on the
way to achieving this common aim. The nature of
these tasks is determined by the development level of
the productive forces at each given stage-and the ob-
jective economic conditions. But all these tasks pro-
mote the accomplishment of the principal goal —im-
provement in the people’s living standard and growth
of society’s productive forces.

Elaboration of the basic principles of economic
planning, now utilised in different forms in a number
of countries, began in a country which’ greatly lagged
behind the advanced capitalist states. Industrial output
in Russia prior to the First World War was only one-
eighth of that in the United States and only about
one-fourteenth if calculated per capita. Russia’s in-
dustry held fifth place in the world and was backward
and poorly equipped. The country’s needs in machinery
and equipment were covered mainly by imports from
developed capitalist countries.

The First World War and the Civil War in Russia
greatly undermined the country’s economy. In 1920
when the first long-lerm development plan was com-
piled, Soviet Russia’s industrial output was only about
one-seventh of that in 1913. At that time the vast
country produced 110,000 tons of pig iron as against
4,200,000 tons in 1913 and extracted 160,000 and
9,200,000 tons of iron ore respectively. Coal extraction
dropped by 66 per cent, oil production by 60 per cent
and the generation of electricity by almost 75 per cent.
Agricultural production was reduced by one-third. In
1921 the per capita national income! amounted to
about $23 (in 1958 prices). ?

These figures show that the heritage received by the

new state was poorer than the economic potential

! The national income is the newly-created value for a defi-
nite period, usually a year. In the material form it represents all
the consumer goods and the means of production which are uti-
lised for expanding output and increasing reserves, i. e., is the net
product of society created in sectors of material production.

2 Here and elsewhere the figures are given in US dollars,
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ossessed now by some big developing countries. Thus,
in 1967-1969 the per capita national income in Brazil
amounted to $270, the Arab Republic of Egypt $166,
Pakistan $130, India $72 and the Federal Republic of

Nigeria $67.!

Only special measures, radically differing from what -

" had been done in the economic life of pre-revolutionary
Russia, could lead the country out of its dire straits.
It was necessary to mobilise all the available re-
sources, concentrate them on restoration and then on
the accelerated change of the economy’s pattern and
ensure their efficient use. For these purposes a system
of centralised planning and management was set up
which, as the economy developed, encompassed ever
greater resources and ever more spheres of economic
life.

The first long-term economic plan in the world was
adopted in 1920. It was the plan for the electrification
of Russia (known as the GOELRO Plan for short)
designated for 10-15 years. Since then planned man-
agement of the economy has developed and improved.

Planning in the USSR has a history of 50-odd years.
Today the country’s economic life is determined and
guided by the state national economic plan, which
provides for the steady growth of the productive
forces, increase of the national wealth, advance of the
material and cultural standards of the people and con-
solidation of the country’s defence capability. State
national economic plans are designated for long pe-
riods (long-term plans) and also for short periods
(current annual plans) and are primary instruments
for guiding all the sectors and spheres of the national
ecornomny. :

Here are some results of the planned economic de-
velopment of the USSR over a long period. Between
the end of the restoration period in 1927 and 1970
actually eight five-year plans were carried out. From
1928 to 1970, i.e., in 42 years which included the Sec-
ond World War and the period of restoring the war-

I Narodnoye khozyaistvo SSSR v 1970 godu (National Economy
of the USSR in 1970), Statistika Publishers, 1971, pp. 86-87. The
estimate of the nationial incomes is made in accordance with the
methodology accepted in these countries.

10

wrecked economy, national income rose 42 ti

gross industrial output 97 times. In 1970, thélr;)]grs Cil?f
ita national income reached $1,325 according to the
official rate of exchange and $1,568 according to the
relationship of prices. The Soviet Union’s national
gﬁ(}igel 11; éQ’(Odwats'615 per cent of that in the United"

nd industria

Sfates [ aud ind output was about 75 per cent

Successes registered in the planned economic
opment of the USSR demonsetrate what decisivdeevierll-
fluence state planning exerts on growth rates, the
bulldlpg up of an independent economy and imp’rove-
ment in the living standard. The sweeping criticism of
planned development levelled by bourgeois economists
and statesmen has gradually subsided and an ever
greater interest has been shown in planning and, sub-
sequently, attempts have been made to utilise pla;ming
in different social conditions. At present almost all
developed capitalist countries employ elements of
planning on a national economic scale. This new phe-
nomenon in the life of capitalist countries has been
named economic programming.

Prior to the 1929-1933 world economic crisis, the
capitalists were full of faith in the principle of free
enterprise, “free” play and self-regulation of the mar-
ket economy. But the crisis sapped this faith, and
state interference in the economy increased. Economic
programming has been widely developed since the Sec-
iocndde\Z\//olrold We;r (especially in recent years). Econom-

elopment programmes i
Frgnce, [taly andpJagan. have been drawn up in
conomic programming may be considered a '

of formulating and applyingy an economic poﬁlée;h(i)g
conditions of contemporary capitalism aimed at find-
ing the most efficient ways for achieving the collective
interest of the capitalist class or its individual groups
The capitalist state tries to chart an economic poliey;
which expresses the interests of the ruling classes.

! For purposes of comparison the indi
i tors of the US national
income have been cal i lcators. nationa
accepted in the SgaR.culated in accordance with the methodology

2 Narodnoye khozyaistvo SSSR v 1970 godu, pp. 85, 82,
11



Economic programming of the national economy bears
a state nature and is drawn up by government agen-
cies.
Corporation programming arose in capitalist coun-
tries much earlier than state programming of the econ-
omy. This type of programming originated at the
time when the process of production concentration be-
an. Further concentration, which increasingly inten-
sifies the basic contradictions of the market economy,
brings into being palliatives to mitigate these contra-
dictions. In this context state economic programming
represents a practical attempt to attain a “compro-
mise” between social production and private property.
While national economic planning in socialist coun-
tries is a direct consequence of social ownership of the
main means of production, programming in capitalist
countries is determined by a number of contradictory
phenomena. First comes the growth of a sufficiently
large public sector. The public sector presupposes man-
agement by the state. But if it does not dominate,
the market subordinates it to its interests, the inter-
ests of private entrepreneurs, and, consequently, also
subordinates the state management of the nationalised
industries to these interests. :
Second, the need for huge investments to promote
technological progress presupposes 4 high degree of
capital concentration and co-ordination of research
programmes. At present capitalist states increasingly
assume functions linked with technological progress,
i_e., the financing of technological research, recon-
struction of old and development of new industries,

space exploration, financing of education, state invest-
ments into the infrastructure (power, transport, com- "

munications and science). This is one of the main
trends in the activities of the capitalist state today.
But under private property the ultimate fruits of these
activities largely accrue to the ruling classes.

Third, military-industrial complexes have arisen in
big capitalist countries. The arms race is conducted on
{he basis of state investments and state purchases of
armaments. This policy demands co-ordinated mea-
sures on a countrywide scale, ceniralisation and regula-

tion.
12

Fourth, the existerice and consolidation of t i
1s't system .compels the capitalist countriesh?nsot(ﬁ:ilr
economic competition with the socialist countries to
strive for high and stable growth rates, demands in-
tervention by the state in the economy and the devel-
opment of programming methods. That is why in
a number of countries the main purpose of economic
ptrlcl)grammmg is to maintain definite growth rates In
gnderso\:i(;?ssr’n 'ilhaeS efpnorlnic competition of capitafism
ca’;I)_ihtalidst countries.s imulated programming methods in

he different social basis of socialist planni
capitalist programming makes for the dipffgrnenr:geg tﬁﬂg
in content and in the aims and forms of planning and
programming and the means for carrying them out
In contrast to socialist planning, capitalist pro ram-
ml"lr"lhg 1st esljentiatll)f/ indicative. €

e tasks put forward in the progra

nature of recommendalions and d% rlgort ;rﬁz;sble)?(r)vggz
the resources and means for accomplishing them. That
is why economic forecasts make up the central part
of de_:velopmen‘g programmes. The essence of forecast-
ipg is to predict the possible state of the entire na-
.}onal economy or separate sectors for the plan period:
if the economy develops in accordance with the emer-
gent tendencies, considering the influence of definite
factors and certain future government measures

It is such, forecasts that are often called national
programmes and economic growth plans. Since in cap-
italist countries a development programme is alwaps
closely linked with the market, economic programmir)llg
lslt]a?éoztf c;?lzesecrc;solves tg.attempts to predict the future
ofénarket e ecor omy which operates under the impact
Economic forecasts are drawn up in socialist
}cr)m;rsl tlocz.. Here they present a preli?ninary stage i;mtlt?e
thr lljsa ion of any economic plan. The experience of
le SR shows that forecasts can be a component
svﬁr;l]e{lﬁeglf ziaptlan f)nly when plan formulation begins
plalljce hen blarl:. a long-term forecast cannot take the

roponents of different socig-ec i
engage in theoretical arguments as '?c?o\glhl;t S?gﬁgéz
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igger effect —a market economty with elements of
esltageg%rogramming or centrally planned economy? But
life is the best arbiter. The last 20 years have been
a period when planning has undergone practical tests
not in one but in several socialist countries, just as
programming has in a number of developed capitalist
countries. A comparison of grpwth rates of the per
capita national income in socialist countries and in
developed capitalist states demonstrates the agivat?-
tages of the planned socialist economy In efficiently
using national resources.

Per Capita National Income
(1970 in per cent of 1950) !

USSR 392 United States 146
German Democratic Federal Republic

Republic 430 of Germany 266
Czechoslovakia 271  Britain 147
Poland 286 France 215
Rumania 483  Italy 251

comparison of data on the pace of building up
th? econc?mic potential of the USSR and other coun-
tries in the recent period, incl‘udmg 1970, makes pos-
sible the following conclusion: it t(_)ok the Umj[eq States
20 years to double its national income, Britain over
30 years, the Federal Republic of Germany rlearl);c
15 years, and the Soviet Union, with its Va.st scale ol
social production, 10 years. It took the United States
18 years to double its industrial output, Britain
99 years, the Federal Republic of Gegmany over
11 years, and the Soviet Union 8.5 years.

It should be stressed that high grqwth rates are reg-
istered in socialist countries which already have
a sufficiently big economic potent.lal. Thus, in the
USSR production of electric power in 1970 was 43 perf
cent of that in the United States and 117 per cent %.
that in Britain, France and West Germany combined;

1 dnoye khozyaistvo SSSR v 1970 godu, p. 84. )
2 g?rreoctg)e{/s of thg 24th Congress of the CPEU for the twae-
Year Economic Development Plan for 1971-1975, Repor y

A. N. Kosygin, Moscow, 1971, p. 29.
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the production of steel, 95 and 120 per cent respec-
tively, and the output of cotton fabrics, 109 and 238 per
cent and of woollens, 2564 and 126 per cent.!

2. Economic Planning in Developing Countries

Developing countries rightly place big hopes in the
use of planning for accelerating economic growth. As
far back as the 1930s the drawing up and carrying out
of the First Five-Year Plan in the USSR aroused great
interest in colonies and developing countries.

In 1928 Calles, the President of Mexico, proposed
the formulation of a plan based on strict accounting.
At the beginning of 1933 Shri M. Vishveshvaraya of
India put forward a plan for doubling the national
income. Five years later a National Planning Commit-
tee was set up by the Indian National Congress for
the first time in the country’s history. The committee
was headed by Jawaharlal Nehru. In 1960, develop-
ment plans were in the process of formulation or
implementation in 14 Asian, 7 African and 2 Latin
American countries. Six years later, in 1966, such
plans were already drawn up in 18 Asian, 26 African
and 20 Latin American states. Today almost all devel-
oping countries, without exception, are drawing up,
in one or another form, long-term economic develop-
ment programmes.

Economic planning and programming has spread in
developing countries for a number of reasons. In most
of them the productive forces are at a low level, espe-
cially where a semi-subsistence economy prevails. The
need to eliminate this low level of production as com-
pared with that of developed countries? is the reason
for the exploration of “powerful instruments” for
changing the economic position of the newly free coun-
tries.

The increased volume of information about the
standard of living and economic development, furnished
by modern means of communication, provides these

! Narodnoye khozyaistvo SSSR v 1970 godu, pp. 102-04.
2 Per Capita National Income (in US dollars) (Estimated
according to the methodology adopted in these countiers and

13
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countries with extensive material for the exploration of
'ways to accelerating growth. The possibility of planned
development is particularly attractive for them. The
extremely limited resources result in that capital-in-
tensive sectors (including the infrastructure) are built
up with the participation of the state or fully on account
of state finances. '

The public sector arising in many newly free coun-
tries is the objective basis for the development of state
programming. The extremely disadvantageous position
of these countries in the world market also makes im-
perative state control over home and foreign trade and
the use of available resources. These processes are
opposed by tendencies of spontaneous growth engen-
dered by a definite stage in the development of capi-
talist and other social relations in the newly indepen-
dent countries. This gives rise to the intricate inter-
twining of different tendencies which inevitably lay
their imprint on the nature of economic planning.

- What is generally called planning in-newly free
countries of Asia, Africa and Latin America is a policy

of planned influence exerted by the state on economic

development in the form of forecasting economic

growth; planning of the public sector at different lev-

els -— inter-industry, intra-industry and separate pro-
jects; state regulation of the private sector; socio-eco-
nomic reforms. A wide range of combinations of these
forms is possible depending on the level of a coiintry’s
economy, its political structure, property relations, and
so on.

On the whole the influence exerted by the state in

in brackets according to the methodology adopted in the
USSR)

1970 .
900 (2,819) Algeria (1966) 200 (180)

United States 3,900 (

Sweden 2,720 (1,820) Brazil (1968) 276 (195)

Canada 2,654 (1,780) Syria (1965) 214 (160)

France 2,180 (1,550) Arab Republic

Federal Republic of Egypt (1968) 166 (120)
of Germany 2,380 (1,736) Thailand (1969) 125 (99,

Britain 1,620 (1,100} Pakistan (1969) 130 (lé

Holland 1,925 (1,510) India (1968) 72 i 1)

Ttaly 1,560 (940) Tanzania (1968) 62 (81

(Source: Narodnoye khozyaistvo SSSR v 1970 godu, pp.; 88:87,)

newly free countries on economic development processes
may be regarded as partial economic planning. This
type of planning exists in the overwhelming majority
of young national states with a low level of produc-
tion, diverse property relations and an archaic pattern
of the economy. These countries utilise in the main
only separate elements of the enumerated planning
measures. These are attempts either at - rationalising
the work of the administrative and financial appara-
tus and allocation of capital investments or economic
forecasting.

Such partial planning reflects the present stage of
development in a considerable number of these states.
Improvement of partial planning takes place "within
the framework of the socio-economic development of
each country. The evolution of this form of planning
proceeds either in the direction of capitalist program-
ming or of socialist planning. The latter makes it
possible to go over from partial to general planning.
The prerequisites for transition to general national
economic planning are connected with deep-going socio-
economic reforms and, what is most important, with
changes in property relations. :

Socio-economic reforms in countries following the
non-capitalist path enable them to employ many plan-
ning measures, moreover planning of the public sector
can turn into the dominating element of the complex
of these measures. Such an advance opens up a defi-
nite possibility for applying in newly free countries
the plarining methods which have proved their merit
in the USSR and other socialist countries.

In countries which follow the capitalist path ele-
ments of forecasting, regulation and planning of the
public sector are utilised by the state for influencing
economic growth, while less emphasis is laid on socio-
economic reforms. .

A sign of equation must not be drawn between eco- \
nomic programming in capitalist countries and the
elements of planning in developing countries. Econom-
ic programming in developed countries is determined
by the high level of socialisation of the productive
forces, the multi-faceted coalescence of the state and
monopoly associations, the impact of the economic

17



competition of the socialist and capitalist systems
which imperatively faces the principal capitalist coun-
tries with the necessity of securing stable growth
rates. In developing countries economic planning is
dictated by the need swiltly to accelerate the advance
of the productive forces, by the further exacerbation of
contradictions with imperialist states and the impact
of the successes of the planned economy in socialist
countries. That is why in newly free countries which
utilise basically the selfsame instruments of credit and
market regulation and indicative planning as in capi-
talist countries, there appear essential supplementary
features, namely, elements of national economic plan-
ning and socio-economic reforms._ . )

Young national states are making their first steps in
planning in intricate economic and political conditions.
In most newly free countries which are implementing
economic development plans the annual growth rate
of the GNP was envisaged to range from 5 to 9 per
cent, which implied an increase in pace of from 50 to
100 per cent.! Actually the average annual growth
rate in most countries did not exceed 5 per cent be-
tween 1955 and 1965.2 The average figure for all de-
veloping countries was 4.4 per cent annually from
1960 to 1965 and per capita, 1.9 per cent, with the
annual increase of the per capita GNP being $3.32

The high economic growth rates of the USSR and
other - socialist countries during the entire period of
their development attests to the big possibilities which
can be utilised by newly free countries in applying
the entire range of socio-economic measures, including
planning techniques. .

The implementing of plans in young national states
keenly raises many economic and social development
problems. These are the sources of financing (above

! UN Department of Economic and Social Affairs. Economic Sur-
vey 1964, Part 1, Development Plans: Appraisal of Targets and
Progress in Developing Countries, New York, 1965, pp. 24-25.

2 UN Department of Economic and Social Affairs. World Eco-
nomic Survey 1967, Part 1, The Problems and Policies of Economic
Development: An Appraisal of Recent Experience, New York, 1968,

. 18.
> Ibid., p. 17.
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all their composition — the size of the tax on the pro-
fits of entrepreneurs, taxes on incomes of peasants and
workers, external loans and internal accumulations);
whether to aim at proportional development and a bal-
ance of financial and material resources or at infla-
tional investing which depresses the standard of living.
What is needed is to organise control over the use of
the country’s resources, establish agencies for manag-

- ing production, determine the scale of the public sector

and secure its efficient operation, define the attitude
towards private enterprise, and so on.

In solving such development problems, it is possible
in a number of cases to draw on the experience of
planning in socialist countries, particularly the USSR.
There is no need to stress that the conditions in which
planning crystallised in socialist countries differed
from the conditions obtaining now in most developing

countries. The most important, fundamental difference

lies in the socio-economic pattern of social production,
distribution and consumption and also the economic
and social institutions determined by this pattern. But,
notwithstanding these essential differences, some gen-
eral tasks of economic development and planning in
newly free states can be accomplished by drawing on
the know-how of socialist countries. Among them is the
elimination or reduction of the gap in economic levels
between developed and developing countries. It can be
accomplished by accelerating the general growth rates,
substantially increasing the scale of accumulation, and
also restructuring the swiftly industrialising economy.

The economic policy of socialist states, above all,
the policy of industrialisation, focusses attention on
the problem of accumulation and its sources. In the
USSR this problem was the object of thorough study
and debate and was reflected in a number of govern-
ment decisions during the prewar five-year plans. To
set the growth rates and proportions of the national
economy in the five-year plans it was necessary to
study the interconnections and interdependences be-
tween accumulation and consumption in the national
income and to ascertain the influence of the efficiency
of accumulation on their relationships, on the growth
rates of the national economy and the structural

19



shifts in it. Thereby problems of inter-sector relations
and factors of economic growth have always been
examined in one or another form in drawing up na-
tional economic plans. At definite stages in the history
of the USSR the concrete conditions demanded an in-
crease in the share of accumulations in the national
income, Thus, at the end of the First Five-Year Plan
it equalled 26.9 per cent (including reserves) and at
the end of the Second Five-Year Plan, 27.1 per cent.

The need for deep structural changes impels not
only developing countries but also the developed capi-
talist states to interfere in the economy on a substan-
tial scale. This has brought into being a special form
of programming, structural planning, which seeks to
devise economic measures to ensure the building up of
new, most progressive industries.

Developing countries can utilise modern and most
efficient techniques for accomplishing the tasks of eco-
nomic advance. This largely depends on mobilising
their own efforts for the introduction of advanced meth-
ods, technology and organisation of production. The
experience of planning work in socialist countries can
be of considerable help in this respect.

3. Development of Planning in the USSR

From its very first steps the Soviet state undertook
to gain control of the country’s economy. The scale of
influence exerted by the state on economic develop-
ment steadily grew. Correspondingly, the concrete con-
tent of both the tasks of management and also the
forms of planning changed. Planning agencies have
always faced the task of scientific plan formulation,
i-e., development targets had to take into account the
possibility of accomplishing them, and they had to be
reinforced by decisions needed for implementing the

lans. '

d The resolute measures of the Soviet Government,
aimed at accomplishing tasks of strategic importance,
greatly influenced the development of planning. A case
in point is the introduction of workers’ control: work-
ers’ control councils were set up with a single central
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body and workers’ committees were elected at all large
enterprises. The main task of these committees was to
control production, the purchase and sale of goods and
raw materials, the working conditions and the finan-
cial position of an enterprise or industry. It was
pointed out in the Regulations Governing Workers’
Control, adopted in November 1917, that all these
functions were to be exercised to combat the sabotage
of the factory owners and for the purpose of the
planned regulation of the national economy.

Workers’ control facilitated the organisational re-
construction of the national economy necessitated by
the winning of political power by the working class
and the peasantry and subsequent nationalisation.
With the main sectors of the economy becoming social
property, the need arose to organise their centralised
management. This created the possibility of drawing
up a plan for the restoration and development of in-
dustry and transport. The country had no developed
system of statistical accounting at that time and in
the initial period great attention was paid to its organ-
isation to provide the necessary economic information
for the drawing up of plans.

In the first Soviet years great attention was paid to
framing and fulfilling current programmes, similar to
those which are now called “partial plans” in Western
economic literature. Plan projections for the produc-
tion of coal, steel, farm machinery, grain procurements
and capital construction in separate industries were
drawn up in the first half of 1918. In the same year
plan formulation began for the ‘economic development
of the country’s principal industrial centres (plan for
the development of the metal-working industry of Petro-
grad, now Leningrad, and also of the iron and steel
industry in the Urals and in the eastern regions).
In the second half of 1918 most of the large enter-
prises already operated in accordance with plans

approved by government agencies.

Much attention was given to current programmes
for pooling the eflorts of several industries in coping
with development problems. This made it possible sub-
sequently to sel and accomplish the task of working
out a single long-term plan which could serve as
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a guideline for current annual plans, ensuring their
continuity. _ . .

The comprehensive approach was increasingly uti-
lised in elaborating current plans for the Soviet econ-

omy. This approach was ensured in two ways. First,

by elaborating a long-term development programme.
The first long-term economic programme in the world
was the l5-year plan for the electrification of Russia
(the GOELRO Plan) adopted in 1920. It set long-
range targets in the development of the economy and
assigned resources for their attainment. This pro-
gramme served as the guidepost for current planning.
In choosing the tasks of the current plan they were
assessed above all from the viewpoint of the general
aims set in the. long-term programme. Second, by
achieving closer co-ordination of sectoral and regional
plans. Experience soon showed that economic manage-
ment and planning agencies must not confine them-
selves to a simple summing up of the plans of trusts
and autonomous enterprises.

In 1924, planning agencies, together with enter-
prises and trusts, worked out the preliminary con-
tours of a national economic plan, taking into accour}t
the capacity of the market and other economic condi-
tions. The control figures (as the targets were called)
of every sector were co-ordinated with those of allied
sectors and as a result control figures of national eco-
nomic development were drawn up. This was a major
achievement for socialist planning. At the same time
the control figures had their weak points too. The
absence of a precise balance of the results of national
economic development lessened the directive nature of
the control figures; they encompassed only the sphere
of production. The methodology of calculating the con-
trol figures was still imperfect. It was based on an
extrapolation of the economic growth rates of pre-
revolutionary Russia.

The limited nature of plans oriented solely on the
current requirements of the market consisted in that
they reproduced in the main the selfsame proportions
which had emerged in the national economy. But to
accelerate development it was necessary to change
proportions in the economy, radically to reconstruct it

22

through industrialisation and the transition of agricul-
ture to collective machine-based production.

The control figures for 1926/27 were drawn up with
the participation of the Union Republics and economic
departments. The balance method was the main one
and this was a considerable step forward in the meth-
odology of planning. The contro! figures contained
assignments for the economic development of the re-
publics and economic areas and also for socio-cultural
progress.

In December 1927, the directives for the formulation
of the First Five-Year Plan were approved. This was
an all-embracing programme of social changes signi-
fying the transition to a new stage of economic con-
struction in the USSR. After the approval of the di-
rectives extensive work was launched to draw up the
First Five-Year Plan in which not only the central but
also republican planning and economic agencies took
part.

The basic methodological prirciples of national eco-
nomic planning were hammered out in compiling the
First Five-Year Plan, and they have not lost their sig-
nificance to this day. An integrated system of targets
and indicators encompassing all the main sectors,
Union Republics and economic areas was built up.
The balance method was greatly developed. Material
balances were drawn up for about 50 main types of
industrial goods and also for major agricultural raw
materials. These balances covered the main material
proportions of the national economy. :

For the first time main balances in terms of value
were compiled in accordance with a wide programme.
Among them were the overall financial plan for the
country as a whole and for major sectors, the state
and local budgets, balance of the fixed assets! of the

! Fixed assets of the national economy are classified into pro-
ductive and non-productive.

Productive fixed assets are the instruments and means of labour
of enterprises, i. e., the part of the means of production which serve
for a long period, transferring their value to new products in part
as they are worn out; they do not change their material form in
the production process. These assets consist of industrial buildings
and installations, transmissions, power and working machines and
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national economy, balance of the production of the na-
tional income, its allocation and use, balance of the
money incomes and expenditures of the population,

calculation of the effective demand and balance of the

demand for, and supply of, consumer goods.

All the main balance calculations for the First Five-
Year . Plan were also made in the social aspect (state,
co-operative and private sectors). This furnished a de-
tailed characteristic of the process of socialisation of
production and the development and strengthening of
the socialist sector in the national economy.

A system of balances of labour resources was
evolved during the first five-year period. This was
linked with the acute need to provide the economy
with manpower, especially skilled personnel, and also
gradually to abolish unemployment and reduce the
agrarian surplus population, Alongside the overall bal-
ance of labour resources, the need in specialists and
skilled workers for industry, agriculture, construction
and transport, was esfimated. These calculations made
it possible to draw up a programme of training per-
sonnel on the job and at factory vocational schools
and a plan for the development of the network of sec-
ondary and higher educational establishments.

Expansion of the scale of socialised production made
it possible to extend state planning to agriculture,
small-scale industry ‘and trade and go over from con-
trol figures to annual (within the bounds of the five-

equipment, measuring and controlling instruments and devices and
laboratory equipment, - transport facilities, roads, perennial plants,
all investments in land and forests to make them suitable for ex-
ploitation and draught and productive livestock.

Non-productive fixed assets are the property of enterprises, insti-
~ tutions and organisations which serve non-productive consumption
for a long period. These include buildings, installations and equip-
ment of enterprises and institutions of non-productive designa-
tion — houses, schools, hospitals, sanatoria, holiday homes, sport
installations, cultural establishments, and so on.

Circulating assets, in contrast to fixed assets, are part of the
productive assets of enterprises which are fully consumed in each
production cycle, change in the process of production their mate-
rial form and whose value is fully carried over to the finished prod-
uct in one cycle. These assets include raw and other materials,
purchased semi-manufactures, spare parts for current repairs, fuel
and uncompleted production. :
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year period) national economic plans. The first annual
plan was drawn up for 1931.

The transition from control figures to state plans
signified that planning and regulation of the multi-
structural economy was replaced by planning of the

" socialist economy which became dominant; recommen-

dations and proposals were replaced by directives, and
‘guideline assignments gave way to a plan which car-
ried the force of law. Subsequently long-term plans
with a breakdown by years were formulated in the
USSR, except for the war years when annual plans
were in operation. ‘

Planning in the USSR at present ranges over the
entire complex of economic and cultural development.
Planning and managerial agencies are handling the
intricate task of co-ordinating the activity of hundreds
of thousands of industrial, agricultural, transport and
other production enterprises, and the vast network of
trading, cultural and service establishments.

A distinctive feature of Soviet economic planning,
which sets it apart from economic programming and
partial planning, is that the state economic develop-
ment plans encompass the operation of all enterprises
in the country. The state plan covers the supply of all
enterprises with raw and other materials, fuel, power,
industrial goods, manpower and financial resources.
It also establishes the main channels of distribution
and the range of constimers. ‘

At present the objects of planning and management
in the USSR include all the sectors of material pro-
duction (industry, agriculture, communications, trans-
port, and so on), the circulation and service spheres,
finances, education, culture and science. Planning and
management cover all stages of social reproduction —
production, circulation and consumption. This opens
up big possibilities for mobilising the country’s re-
sources and utilising them for accelerating economic
growth and advancing the standard of living. This
all-embracing” system of planning now firmly estab-
lished in the USSR continues to develop.

The history of Soviet planning furnishes a wealth
of material for studying the logic of the process of
planning and its principles dependent on the social
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conditions and stages in the development of the econ-
fomy. It may be asserted that the extensive spread of
planned guidance of the economy, which was the case
during the period of deep-going soclal changes, has
been gradually replaced by exploratlon of [htensive
ways for improving the all-embracing planning sys-
tem.

The experience of national economle plunning in the
USSR shows that the framing of the general scheme
of a plan should be preceded by & delalled analysis
of economic growth in the pre-plan period, valuation
of the achieved level, the volume of the reproduced
resources and forecasting the future of the cxisling
and the new, incipient tendencies in the ecconomy.
A comparison of the attained level and the principal
development tendencies with the long-term socio-eco-
nomic tasks enables planners to set concrete aims for
the next plan period.

Establishment of priorities in carrying out the var-
ious tasks makes it possible to determine the se-
quence of separate stages in planning work and cal-
culation. The planning process thus depends on the
level of development of production and social rela-
tions and also on the nature of the tasks of economic
growth,

) Three concepts of formulating a general economic
plan can be singled out. First, planning on the basis

of sectoral projections; second, comprehensive plan-
ning and, third, optimal plagning. Formulation of plans

on the basis of sectoral projections has been applied
;on the biggest scale. The second concept has been in-
rtroduced experimentally in preparing materials for
drawing up current and mid-term plans in the last
decade. The third concept is in the stage of research
'but the application of its elemenfs is already yielding
certain positive results in coping with local tasks.
After the October Revolution Soviet Russia, as
stated earlier, had a low economic potential. This
made it impossible to solve simultaneously the entire
complex of tremendous socio-economic problems: to
attain economic independence, build up a modern in-
dustrial basis for re-equipping all the industries and
sectors of the economy and to advance the cultural
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and material standards of the people. Since.the stand-
ards of living and culture are above all a result of
the development of material production, the first two
of the problems enumerated above were regarded not
only as the aims of development plans, but also as
the means for accomplishing the principal tasks facing
the economy. From this followed the need for allotting
first of all the resources required for the development
of the key sectors of the economy.

The drawing up of general economic plans on the
basis of planning the growth of separate sectors and
even separate sub-sectors was applied at the end of
the 1920s and was continued until the modern com-
plex of interconnected sectors of the Soviet economy
was built up. This concept of plan formulation pre-
supposes that the initial point for calculating the
entire national economic plan is growth in the volume
of output of the feavy industries — the increase in the
production of fuel, metal] electric power, and so on.
An estimate of the possible increment of this output
was based on a maximum concentration of all avail-
able resources. Other sectors were allotted resources
to the extent to which they ensured the expansion of
the heavy industries. ‘

What makes such a sequence in the formulation of
the national economic plan difficult is that in ascer-
taining the volume ol production of the heavy indus-
tries it is necessary to know the requirements of the
entire economy in their output and also the magnitude
of the resources for the development of all sectors
which supply heavy industry. :

Thus, to cope with a “partial task” it is necessary
to have a general scheme of the plan which in itself is.
the ultimate aim of plan calculations. This contradic-
tion was eliminated by covering more and more indus-
tries and sectors in plan calculations and making?
repeated adjustments of the initial projections as the.
original unbalanced variant of the plan was specified.
Moreover, not only an ever bigger number of sectors,
but also of all kinds of resources were drawn into the

~sphere of calculation, namely, material, manpower and

financial resources and the efficiency of their use were
established more precisely. ’
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The results of calculations made It possible to de-
termine the balanced scale of Investments backed up
by material resources and manpower, to co-ordinate
the increase in wages with bigger output of consumer
goods produced by the light and food Industrics, and
also by agriculture. Thus, the single system ol the state
plan determined the scale of production, the vo.lumc‘of
investments, their provision with materlal and financial
resources, rise in the nominal and real Incomes ol the
population and also indicated the elficlency in the use
-of all available resources. ‘

This approach to planning ensured radical changes
in the pattern of the national economy. Even when
binding tasks were confined to individual industries or
sectors, their accomplishment largely influenced the
development of the economy as a whole. _

Thus, the first long-term plan adopied in the Soviet
Union in 1920 originally was limited to the develop-
ment of the electric power industry and was designed
for 15 years. But even this plan was not examined in
isolation from the advance of the entire economy. From
the very start it was considered the principal guideline
for determining the other tasks. First of all, targets
were set for producing goods which required extension
of the electric power network and then a more general
plan for the economy as a whole was prepared.

These specific features of planning on the basis of
sectoral projections reflected the possibilities and cor-
responded to the tasks of the periods when the industri-
al basis of the Soviet Union was being laid and the
economy was restored after the war.

Industrialisation of all the sectors of the economy
makes it possible now in formulating a plan to proceed
from a complex of aims covering the satisfaction of so-
ciety’s current and long-term needs. This is determined
'not only by the built-up economic potential but also by
the interdependence of indusiries and sectors, which is
«closer than ever before. The intricacy of these intercon-
nections makes it difficult to draw up a plan on the
basis of sectoral projections. That is why in designing
a detailed national economic plan it is not enough to
,proceed from a valuation of the development prospects
of only the key heavy industries. The main structural
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relationships and the scale of growth of the entire na-
tional econoniy in the forthcoming plan period have to
be ascertained at the preliminary stage. _

The general parameters of a draft plan provide the
basis for detailed plan calculations by industries and
sectors, and by the separate types of resources in the
territorial and temporal aspects. Detailed projections
are compared with the concrete conditions for plan ful-
filment. This makes it possible to assess not only how
well these projections are grounded, but also to bring
out additional resources and thereby take into account
the entire diversity of concrete conditions in the sub-
sequent integration of all the partial projections into
a single plan.

The_sequence in preparin nsive plan —
from -general indicators to detailed and concrete, and
then, on the basis of the latter, to overall indicators
and targets — makes it possible to avoid one-sidedness
in designing the plan. This scheme reflects the condi.
tions created by the greater scale of socialist property;
it is dictated by the high degree of interdependence of
all elements of the economy and presupposes that the
basic interconnected contours of the plan are calculated
with the help of macro-economic models and balances,
and the sectoral and regional parts of the national eco-
nomic plan, with the help of sectoral and territorial
models.

In comprehensive planning the increase in the vol-
ume of the gross product, national income, final prod-
uct and their use for the needs of productive and non-
productive consumption, i. e., accumulation for expand-
ing productive capacity and for improving the living
conditions and opportunities for development of mem-
bers of Sogiety, are determined above all on the basis of
macro-econgmic mogdels. Detailed macro-economic mo-
els in the form of various modifications of the inter-
sector balance are based on three elements. The first in-
cludes macro-economic indicators received on the basis
of aggregated calculations. They act as general control
characteristics for subsequent, more detailed calcula-
tions. The second element consists of indicators of the
dynamics of the final needs of society in the form of
indicators of the final product. The third element is a
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group of indicators characterising the technleco-econom-
ic structure of producltion. This characteristic Is given
as coefficients of unit inputs of raw and other mate-
rials, fuel, assets and labour.

Multi-sector models can be efficiently employed in
comprehensive planning because they enable planners
to obtain several alternalive decisions. This feature
follows both [rom the possibility of calculating several
variants of the composition ol the final product and of
valuating different variants resulting from technolog-
ical development in the given sector. The latter can
be expressed in inter-sector models in technical coef-
ficients of current inputs and of investments. These cir-
cumstances determine the attention which will be paid
to improving inter-sector planning during the opera-
tion of the Ninth Five-Year Plan (1971-1975).

Combinations of different variants of the two groups
of indicators make it possible to increase the number of
alternative decisions and thereby valuate and choose
the best ones. Moreover, planners are able to establish
not only the interconnection of the final needs of so-
ciety with the structure and scale of production, but
also to calculate the influence of technological progress
on future production and consumption. In comprehen-
sive planning full consideration of the latter factor is
possible only when the draft plan is specified in detail
for each sector and area.

Sectoral projections obtained on the basis of multi-
sector macro-economic calculations make it possible to
avoid a limited local approach in assessing the efficien-
cy of the development of sectors. At the same time
this extends the possibility of the independent elabora-
tion of a plan within the bounds of each sector and
area. Such a scheme of the comprehensive formulation
of a plan also extends to the lowest link, the enterprise.
The latter, on the basis of detailed sectoral projections,
is able to estimate the demand for its output, determine
the possible supply of resources and investments for
carrying out the production programme.

Comprehensive planning greatly increases the num-
‘ber of plan variants and raises the level of the plan’s
- balancing. Nevertheless this system does not finally
‘solve the problem of optimal economic growth with the
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most efficient use of all the available resources at all
levels of planning and management. .

In accordance with the main principles of optimalj
planning, the national economy should develop under
the most advantageous proportions and the highest
level of efficiency. Moreover, the efficiency indicators
at all levels must conform to the single principle of
national economic optimality and ensure the choice of
the best way for economic growth. Local interests
should be co-ordinated with the aims of developing the
entire economy, taking into account the limited nature
of the natural, productive and labour resources and
scientific and technological know-how.

Only modern automated systems of obtaining infor-
mation and mathematical modelling of economic proc-
esses on electronic computers can serve as the tech-
nical facilities for designing such optimal programmes.
Because of this the scheme of optimal planning repre-
sents a hierarchic system of calculations corresponding
to the structure of the national economy and its man-,
agement agencies. Under the Ninth Five-Year Plan ex-.
tensive use will be made of economico-mathematical
methods, electronic computers, business machines and
means of communication. This will provide the mate-
rial basis for the introduction of elements of optimal
planning.

These stages in the development of Soviet planning
by far do not reflect the entire complexity of the path
traversed by the Soviet Union in this sphere. The devel-
opment of each country has its specific features and
they frequently affect the crystallisation of planning
and its eificiency. Analysing the experience of planning
in the USSR, it is important to note both the dialectical
nature of the development of planning and the constant
striving of planners to take into account the whole
range of conditions and real potentialities of the econ-
omy.




Chapter 1
ECONOMIC SUBSTANTIATION OF THE PLAN

A scientifically-based national economic plan reﬂecﬁs
the operation of objective economic laws and sets the
tasks of society’'s development for the plan period. The
aims of a plan cannot be chosen arbitrarily. They alie
set depending on the attained development .level, ‘the
social orientation of the plan and the available re-
sources. Therefore the multi-stage process of plan de-
signing begins with an analysis of the achieved level %f
‘production and the tendencies of economic growt
%isplayed in the pre-plan period which are of significance
for the future period. The main trends in the_devgl-
opment-of production and related spheres of social }1fe
and in the forecasting of scientific and technological
progress are brought out at the next stage. The results
of analysis at these pre:plan stages make it possible to
choose and define the aims of socio-economic develop-

r a certain period. _
mgfnhtiéois followedp by the stage of plan formulathn
proper: elaboration of a system. of definite economic
measures for the most efficient achievement of the
designated aims, setting the main indicators of devel-
opment of social production and the more concrete as-
signments for the development of separate sectors, eco-
nomic spheres and economic areas. Last but not least,
comes the stage of the general planning process such
as control of the implementation of the plan and its
adjustment, taking into account the actual result of
operation and the newly emerging factors and condi-
tions of -a technico-economic and political nature.

At all stages of planning work attention is facussed
on the tasks of a) ascertainment of the social needs
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the_satisfaction of which must be_the aim of economic

development; b) valuation of the resources which can

be utilised for satisfying the needs; ¢) choice of meth-
ods for the real co-ordination of resources and needs

and for assessment of the efficiency of the adopted de-
cisions.

1. Social Needs as the Initial Point of Economic
Planning in the USSR

Production js_develaped ultimately for satisfying
society’s peeds. Under private ownership of the means
of production and the consequent disunity of separate
links of the economy, the interests of the owner of
means of production, the entrepreneur, is the direct
motive of production. These interests may not coincide
with, and frequently are directly opposed to, the inter-
ests of society as a whole. In these conditions the con-
nection between production and society’s needs is estab-
lished as a result of the competitive struggle of the pro-
ducers and the spontaneous fluctuations of production.

In conditions of social ownership when production
develops under the control of the entire society, the de-
pendence of production on social needs, on the tasks
and aims of the development of society as a whole, is
displayed djrectly: the means of production and the

natural resources belong to the working people, to so- - -

ciety as a whole, and it directs the development of pro-
duction, co-ordinating it with its own needs.

In the USSR the national economic plan is the req-
uisite instrument for guiding production and each ele-
ment of it in accordance with the aims of satisfying so-
cial needs. Regulation of production in conformity witk,
social needs is a primary function of the national eco-
nomic plan. The formulation of a national economic
plan is called upon to ensure the satisfaction of social
needs in the most efficient way, with the least inputs
of material, manpower and financial resources. ,

The degree and rates of satisfying social needs
which can be attained as a result of planned economic
development are major criteria of the progressive na-
ture of the chosen ways of economic advance, of the
adopted plan decisions. The degree of satisfaction of
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social needs is also a major index of the economic
development level. From this viewpoint the absolute
scale of production and even per capita output do not
yet fully characterise the results of economic growth.
The ability of production flexibly to react in conformity
with the changes in social needs is also a major index
of the economic maturity of a country.

~ Ascertainment of the degree to which social needs
lare satisfied is also required for assessing the propor-
tionality, the balance of the economy. Production is
proportional and balanced if its volume and structure
maximally conform to the volume and structure of the
social needs.

The concept of social needs which have to be consid-
ered in planning economic growth is a very intricate,
socio-economic category. The most general classifica-
tion of social needs can be given by their subdivision
into productive (needs for the development of produc-
tion itsell) and non-productive (the needs of people
and society as a whole as consumers). In the USSR
productive” and non-productive consumption are corre-
spondingly differentiated. Productive consumption is the
use of means of labour,! power, raw materials and
semi-manufactures in the process of producing the nec-
essary goods (for example, the expenditure of metal
at an engineering works for the manufacture of ma-
chine tools, electrical equipment, tools and other arti-
cles). Non-productive consumption is consumption of
various goods and services by the population, and also
by institutions which do not produce material goods.

! Means of labour are the sum total of things with the help of
which man acts on objects of labour (see below). Means of labour
are divided into several types, namely: equipment, machines, mo-
tors, tools, fixtures, and so on; production buildings and installa-
ticns, railways, highways and other roads, pipelines, electric trans-
mission lines, canals, and so on; facilities for conveying goods
(goods wagons, trucks, trolleys, carts, and so on) and also var-

ious storage capacities (bunkers, tanks, barrels, boxes, vessels, .

cylinders, and so on).
Objects of labour are things or complexes of things subjected to

treatment by man in the process of production. They are divided
into two types: a) materials obtained directly from nature and
turned into a product (e. g., coal and ores or fish); b) raw and other
materials subjected to preliminary treatment (e. g, yarn in the
texlile indusiry, metals or plastics at an engineering works).
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In productive consumption as such plann i
out current consumption, effected withinpthe éir\sfeslggclf
ductlo{l cycle (usually a year). For example, for the
operation of an iron and steel works, it is necéssary to
groduce and supply it with ore, fuel and electric power
Such consumption, satisfying current production needs,
is characterised by the fact that the product of a given
ye%r tlS also tconsumed in the same vyear. ¢

ut current productive consumption it i
also called, intermediate conéump‘gon) c(e(i)rrl}lcfts bg alrS{
aim in itself for production. The latter is developed for
satisfying alms and requirements outside production
itself, and outside the bounds of only the given year

Indeed, in the given year coal is mined not only to
enable cok_e-oven batteries, blast furnaces and electric
{)ﬁ)wer stations to operate, but also ultimately to satisfy
the requirements of people, expand production and sat-
1sf¥hsoc1fal needﬁ to an ever greater degree.

erelore, when social needs are mention
cretely in the context of planning probl:rrrlltslor\l:gatcg?e
meant are the ﬁpal requirements or the needs of final
social consumption, i.e., the needs which are either
outside the sphere of material production as such (non-
productlv_e needs) or outside the chronological bounds
;Latrhtzmgaltver_l lcurrent production period, of the giveﬁ

erial prerequisi
manht (m product?on).q ites for the long-term develop-

e range of final social needs include
t};e requirements of the population in matseriaablog)oé:ilsl
(food, clothing, housing) and services which ensure
personal consumption. These also include the obtainin
of a general and vocational education, satisfying quit%
ﬁe:{;gearignt%e of cultural requirements, ensuring the

€ necess i
mesmber o socios ary physical development of every
ociety is a constantly developing organis
needs of its members are alsopsygtemgaiticaﬁly a;?artlhf-3
ing and growing. Therefore, the aims of develo ing
social production cannot be confined to satisfyingpth%
daily needs of society. It is necessary to ensure ever
more fully the satisfaction of requirements in the fu-'
tﬁre, the immediate and more remote, i.e., to ensure
the further development of production over and above,
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iven current needs. In other words, the require-
tmhgntgs“gef society as a single entity also 1.r1c1ude ’chﬁ.nee({i1
in means of production both for maintaining the achieve
level of production and for its further expansmn.d. |
 Thus the final social needs (and correspon 1}r11g)é
final consumption) consist in that society must te}vn
material resources, ensuring the .personal corlsu(rinpt{oe
of the.nopulation, consumption in the non-p;o ucd1v_
sphere; replacement of the part of the means of pro 1fc_
tion consunmed during the given period ana ;ccumu a
tion of means of production for future periods.

The composition of social needs depends on many
technical, economic and social factors and also 0?1 réa-
tural and demographic factors. But it is above a d e:
termined by the structure of, and changes in, pro ulg
tion itself. A mass demand for .certam'goods, a%a rlu :
arises only when their production begins. The deve ?p
ment of production represents the material basis dor
changes in social needs. The needs and eﬂ'ec'tlﬁ[ze. te-
mand of the population are shaped by a very in _r1the
combination of factors. Therefore .stu,dy of shifts in the
scale and pattern of the population’s demand p}r]eiup-
poses a study of eac}f]tl?f thefe fatqtc)rlrs and, what is

i ly difficult, of their interactio . _
pa’}tﬁgulsaé;ﬁ: and pattern of the people’s requirements
which can be considered in planning depend on popu_:
lation dynamics, changes in the age and sex compos;_
tion, national and regional distinctions, the_comp051
tion, dynamics and migration of the able-bodied pgpu-
Iati(;n, and so on. An increase or decrea§e in the s are
of separate age groups noted for specific features 1tn
consumption and services also affects the genera}lga -
tern of needs. For example, a bigger share of children
in the total population implies greater need in the ser%
vices of relevant institutions and dictates expgmhsmn to
the network of the respective medical est_abhs ments.

A change in incomes and level of prices of con-
sumer goods and services decisively affects the patltern
iof the population’s effective demand. Quite stable élv\és
operate in this respect: as family incomes rise to a teh-
nite level the consumption of foodstuffs 1r'1creases',th e
composition of the diet improves gualltatwely (;mt ffa

resultant growth in the average price of the foodstuffs.
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As incomes further rise the scale and share of the con-
sumption of non-food goods and then all kinds of ser-
vices gradually expands. But an idea of the main trends
of changes in consumption with the growth of popula-
tion incomes is insufficient for solving concrete plan-
ning problems. More detailed studies and planning
calculations are utilised. The change in the level of
prices and its effect on demand is dictated by a number
of economic laws. Coefficients of the elasticity of de-
mand depending on the real price index are calculated.
Changes in the level of education, in the vocational

composition of the persons employed in the economy
and in the very nature of labour act as an essential
factor in altering population needs because those of
different vocational groups are not the same. The food
requirements of a worker operating mechanised equip-
ment and a worker engaged in arduous manual labour
clearly differ. Study of the shifts in the distribution of
the population is important for ascertaining the needs
of the population in countries with noticeable climatic
differences over their territory. Account should also be
taken of certain national distinctions in consumption
and the traditions of different population groups.

Study of changes in the scale and composition of
needs and the effective demand requires systematic
work and the application of different methods and
forms ol organising relevant researches. Several main
forms of studying population requirements and the
effective demand have been crystallised in the USSR.
Thus, systematic surveys of family budgets are con-:
ducted which reflect all the main types of incomes and
the main trends of family expenditure, including expen-
diture for the main types of goods and services. More
than 50,000 families are systematically surveyed; these
are families of workers and office empioyees of different
vocations and of peasants. An analysis of the system-
atic studies of family budgets offers grounds for con-
clusions about changes in the composition of the de-
mand of families grouped by level of income, social
group and vocation,

Balances of population incomes and expenditures,
systematically drawn up by planning and financial
agencies, are an important source of information for
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studying and forecasting shifts in consumption by the
population. ‘

Economico-mathematical models of population de-

mand are constructed on the basis of data of the popu-
lation composition by groups depending on their in-
come. These models are of practical significance. Data
about the expected growth of population incomes form
the basis of forecasts of changes in the distribution of
‘population by income groups and forecasts of changes
in the composition of the demand owing to shifts of the
population from one group into another.
" Trade statistics offers extensive material for study-
ing changes in consumption. It contains data on mar-
kefable resources designated for sale in state and co-
operative trade in a quite detailed nomenclature of
goods, the volume of sales and prices, the stocks of
goods in the wholesale and retail trading links and a
number of other indices. Polling, questionnaires, dif-
ferent forms of discussing the quality of goods and the
organisation of trade are also widely utilised.

Sociological studies are conducted and polls of sep-
arate groups of the population are arranged. They are
especially important for ascertaining questions linked
with consumption in the case of which it is impossible
to obtain information from the usual data on incomes
and expenditures.

Study of tendencies of technological progress in in-
dustries producing consumer goods is highly important
for determining the trend of change in population de-
mand. The appearance in future of goods essentially
new or changed will inevitably lead to considerable
shifts in the pattern of consumption which it is im-
possible to foresee only on the basis of statistics of
consumption in the past and the present.

What is known as the normative approach is also
utilised for analysing and forecasting shifts in con-
sumption. Its essence consists in that data characteris-
ing the most rational scale and pattern of man’s con-
sumption are ascertained on the basis of modern med-
ico-biological studies which consider a number of
socio-economic factors (vocational composition of the
population, the nature of work, and so on). This is how
the necessary volume of nutrition in calories and its
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composition for the main types of foodstuff i -
tritive substances and eleglgnts are deterrfl’incehdlefT?llils
serves as the basis for drawing up recommendations as
regards rational consumption norms differentiated by
sex, age, main climatic zones, basic types of aclivity
(mental labour, mechanised labour, predominantly
manual labour, and so on). The elaboration of such ra-
tional norms makes it possible to assess the existing
pattern of consumption from the viewpoint of the
demands of medical science and to suggest measures
for bringing the pattern of consumption closer to the
reg&regwn? of sciten(%e.

e development of science and technolo im-
provement of production methods are decisi\gg eellgr(rllelnr{ls
in ascertaining the composition of society’s productive
needs. Changes in the composition and quality of in-
struments of labour, the use of power sources, new
types of raw and other materials in production and also
their unit inputs depend mainly on scientific and tech-
noIIQoglcal progress.

Requirements of productive consumption ar -
mined chiefly through the normative mlt)ethod. N%rgleste;f
production inputs are worked out on the basis of a sta-
tistical analysis and the employment of methods of
technological substantiation which consider the future
state of technology and production methods. These are
norms of investment per unit of accretion of capacity
or production, norms of the inputs of fuel, raw and
other materials. ’

2. Overall Indicators of Social Needs

The various elements of social needs are expre
In an aggregated form in indicators of the ngti(s)ilz(}
income and the final social product. In the USSR the
national income means the newly created value for a
definite period (usually a vear). It is created in all
sectors wﬁlch_ produce the material product and at the
stage of use is represented by the sum of the funds of
personal and social non-productive consumption and of
productive accumulation. The final social product is
somewhat broader for its composition: besides goods
for current non-productive consumption and an increase
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in non-productive and productive fixed and circulat-
ing assets, it also includes a definite amount of ma-
terial goods, needed for replacing the consumed
means of labour, i.e., the expenditure for replacing the
retired and thoroughly repairing the fixed productive
assets.

Depending on the concrete tasks of plan calcula-
tions, and the properties of the employed models, mag-
situdes either of the national income or the final social
product in different modifications can be utilised. Plan-
ning of the national economy with due regard for the
fina] social needs presupposes above all ascertainment
of the volume and composition of the national income
and the final social product, inasmuch as it is they that
represent the material source for satisfying society’s
needs.

The principle of planning, of formulating a plan,
proceeding from social needs is most consistently ap-
plied when the sum total of final needs (final consump-
tion) is taken as the starting point of the plan.

The system and sequence of plan designing, starting
with final consumption, demand a number of prereqg-
uisites. To begin with, a definite level of a country’s
economic development is presupposed. When prerequi-
sites for the accelerated industrial development have
already been created, the most rational structure of
sectors producing means of production and consumer
goods is shaped. This creates conditions for the har-
monious development of the economy and the employ-
ment of the productive apparatus for the ever fuller
satisfaction of society’s diverse needs.

To apply the principle of formulating a national
economic development plan starting from final social
needs, it is necessary to accumulate experience in plan-
ning and using a definite set of planning instruments.
The degree of precision in determining the interconnec-
tions in the economy, the interconnections between
consuming and producing sectors and between the pro-
‘ducing sectors themselves can be taken as a criterion
for valuating the available experience. An important
‘part in this respect is played by the construction of an
inter-sector balance of production and consumption of
- the social product.
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In certain conditions the initial point for designing:.
the national economic plan can be not the entire totality,1
of final needs, but the need in definite goods or group
of goods. Such an approach to formulating the plan,
practically implies that it is drawn up on the basis of
separate sectoral projections.

The practical drawing up of a plan, proceeding from
sectoral projections, may also be necessary in condi-
tions of a narroewly specialised economy when several,
sectors and at times even one sector play the decisive
part in a country’s economy. In that case satisfaction
of a country’s internal needs is determined by the de-
velopment of this sector and the export of a definite
range of products and articles. Naturally the planning
parameters for the development of such sectors play
the part of the main guidelines for other targets of
economic growth.

But even in this case determination of the range of
social needs of such a country and the sequence and
degree of their satisfaction at each stage of economic
development remains an important task of planning.

3. Valuation of Productive Resources

Valuation of the resources which society can utili
for the development of production in theyplan pgrlilgg
and, consequently, for satisfying the current and ex-
pected future social needs is a major problem of na-
tional economic planning, alongside the task of ascer-
taining the scale and composition of the social needs.

These productive resources include the natural
wealth needed for production, manpower resources, the
accumulated productive assets and the stocks of cireu-
lating assets (objects of labour), raw and other mate-
r1als_, semi-manufactures, etc.; and also means for re-
placing the consumed assets and further extending
these assets — the investment resources.

Natural resources are the primary source of the ma-
terial content of everything produced by man. But the
production of the entire diversity of material goods so-
ciety and every member need is possible only with the
help of human labour. Only labour can transform a na-
tural substance into a use value. In turn, labour power
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can function only when equipped with means of labour,
productive assets; the efficiency, productivity of living
{abour decisively depends on its provision with the
means of production. Thus, the main types of resources
are closely interdependent. S

It should be added thal the degree of participation
of each of these resources in production and its effi-
ciency depend on the level and development rates of
science and technology. The results of scientific and
technological progress are accumulated in fixed assets,
in the efficacy and productivity of the means of labour,
in the methods and organisation of production. Scien-
tific and technological progress thereby opens up new
ways and possibilities for man’s mastery of the natural
resources, creates material prerequisites for the further
rise in labour productivity.

The need for valuating the productive resources as

a major prerequisite for planning and managing pro-
duction is dictated by the fact that the magnitude of
these resources is limited for every plan period.

For some types of resources their limited magnitude
is absolute. This applies, for example, to 1§replaceable
natural subterranean wealth. This limitation can be
overcome only through technological progress, by re-
placing a natural substance by a product artificially
created from another natural substance. ‘

For other types of resources which are reproducible
(manpower resources, productive assets, some types of
renewable natural resources — soil fertility, forests, and
other types of plant and animal resources) their limited
nature is relative, above all in point of time. Durlr}g a
definite period it is possible to reproduce the given
resources only up to a definite magnitude, but the in-
crease of the resources on a still bigger scale requires
time which exceeds the plan period. .

The degree of enlistment of potential productive re-
sources in economic circulation, the nature of their use
and restoration decisively depend on the socio-economic
conditions. '

In the Soviet Union nationalisation of the main
part of the means of production and the transition to
the planned organisation of production under state con-
trol made it possible to place tremendous, hitherto
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poorly utilised resources of economic growth at the
service of society. An agrarian surplus population as a
form of the actual unemployment of the peasantry was
usual and there was also a considerable army of unem-
ployed in the cities of pre-revolutionary Russia in con-
ditions of private enterprise weighted down by sur-
vivals of feudalism. Accelerated economic development
of the USSR on the basis of national economic plans
fully drew into production the manpower resources,
thus abolishing mass unemployment, and ensuring full
employment. Ten years after the revolution unemploy-
ment in the USSR still stood approximately at the level
of one-seventh of the employed labour force. But al-
ready in 1931 unemployment was fully abolished by in-
dustrialisation and the social and technical reconstruc-
tion of agriculture. At present employment of the popu-
lation in the Soviet national economy increased by half
as compared with 1928.

The experience of the USSR and other countries
also speaks of difficulties in fully utilising the man-
power resources at the initial stages of developing a
planned economy. Countries which are beginning to
plan the development of their economy in conditions of
low growth rates are faced with the dilemma: either
to ensure full employment at a low level of the workers’
skills and to extend labour-intensive industries or build
the most up-to-date enterprises with a small number of
employed and high labour productivity.

Under capitalism, private ownership of the land, its
high and almost constantly rising prices and the sub-
stantial rental payments considerably restrict the effi-
cient use of the land and its natural resources and offer
an impetus to the rapacious use of natural wealth.
Progressive agrarian changes carried out in the USSR
resulted in that the land and its mineral wealth became
the property of the whole people, and this created new,
highly favourable conditions for the more efficient use of
natural resources in the interests of the entire society.

In conditions of the nationalised economy in the
USSR, one of the most difficult problems of economic
growth — mobilisation of accumulation resources for
extending production — has been solved on a different
socio-economic basis and more successfully than under
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capitalism. An essential part in this respect has been
played by the confiscation of private capitalist and
feudal property in the means of production, the na-
tionalisation of the banks and the establishment of the
monopoly of foreign trade. All this provided the basis
for abolishing the parasitic consumption of the exploit-
ing classes and their retinue and stopping the export
of profits by foreign capital. The resultant resources
were largely used for national economic development,
for extending and raising the share of the accumulation
fund in the national income.

The organisation of financial control and financial
planning, changes in the price-formation system and
the exercise of thrift in all links of production and the
managerial apparatus also helped to mobilise resources
for accumulation.

The increase in the scale and growth in the rate of
accumulation enabled the Soviet state from its first
steps in economic development essentially to expand
the resources for invéstments. Their systematic growth
served as the basis for the technical re-equipment of
all sectors of the national economy, tapping natural
resources, saving the inputs of living labour and
raising its productivity.

Thus, valuation of the resources of production pre-
supposes an analysis of the socio-economic factors of
a country’s economic growth. National economic plan-
ning can successfully cope with the task of providing
resources for production only if there are favourable
socio-economic conditions.

Ascertainment of Provision with Natural Resources.
Valuation of natural resources has to encompass all the
main types of natural power resources, all kinds of
fuel and also iron ore and non-ferrous and rare metal
ores, non-metallic raw materials (for example, potas-
sium salts, apatites, lime, building materials and so
on), vegetation resources, especially forests, and in the
long-term future, also sea plants and animal resources
on the ground and in rivers and seas. It is also nec-
essary to ascertain the provision with agricultural
lands and fresh water reserves.

Valuation of natural resources includes: a) assess-
ment of the volume of the given type of resources,
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b) ascertainment of the expenditure necessary for their
industrial working, and in some cases also for their
renewal, c) relative (comparative) economic valuation
of natural resources.

Planned, balanced development of production re-
quires ascertainment of the provision of the economy
with natural resources for the long-term future. More-
over, it is necessary to consider that, for example, in
the case of mineral raw materials a considerable period
passes from the time a deposit is discovered to its
industrial working and that the reserves should make
it possible to continue production for a period not less
than the full depreciation of fixed assets in the extrac-
tive industry. In assessing the provision with natural
resources, special account should be taken of the tend-
ency for an essential increase in the volume of extrac-.
tion of minerals and acceleration of growth rates in
this sector. World statistics of the extraction of the
main minerals (in money terms) show that in the 18th
century production doubled in more than half a cen-
tury, while in the second half of our century it doubles
in 11-12 years. Mankind so far utilised approximately
80,000-85,000 million tons of standard fuel, and half of
this quantity was consumed in the last 25 years. Dur-
ing this period the extraction of minerals was much
bigger than during the entire preceding history of
nitankind.

Data concerning the provision of the national econ-
omy with natural resources are not given once and
for all. They change, first of all depending on the scale
and results of geological surveys. Thus, pre-revolution-
ary Russia was considered a country insufficiently
provided with mineral reserves. But the extensive geo-
logical prospecting by the state in Soviet times has
fully refuted these notions. Thousands of new mineral
deposits have been discovered, and the volume of sur-
veyed reserves has risen manifold as compared with
the pre-revolutionary period.

The mineral raw-material resources are systemati-
cally surveyed and prospected in the USSR. Work is un-
der way to ascertain the possible reserves and study
the development of geological prospecting and of the
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mineral raw-material reserves for a period up to 1980-
1985 and further up to year 2000.

In assessing the prospects of the mineral raw-ma-
terial reserves, the cost and main trends of geological
prospecting, of prime importance is the study of the
prospects for the types of resources in which the sur-
veyed reserves do not satisfy the requirements of the
respective industries.

But a long-term estimate is also needed for mineral
and other resources in the case of which it is considered
that the long-range needs of the national economy will
be satisfied on the whole. For these resources there
should be no “excess prospecting” above that required
for the long-term period so as not to spend funds and
efforts which it is more expedient to use for prospecting
resources which are especially scarce.

" Thus, the organisation of the geological prospecting
service, the allotment of material and financial re-
sources for it and the establishment of control over the
proper use of all natural wealth is an important ele-
ment in the system of measures for the transition to
planned operation of the economy, a requisite for ac-
complishing the task of providing the natural resources
needed for economic development and raising the effi-
ciency of social production.

- It is necessary to consider that our notions of the
scale of natural resources and the expenditure needed
for their tapping, as pointed out earlier, also directly
depend on the progress of science and technology. Na-
tural resources of production are understood to mean
not the sum total of natural objects and forces sur-
rounding man in general, but only those which are
accessible to the influence of social production and
which under the given level of technology can directly
serve, and do serve, as a source of natural substances
for material production. Scientific and technological
progress extends the range of the natural resources of
production.

Indeed, it is the progress of technology and eco-
nomically efficient production methods that determine
the further penetration inlo the subterranean treasure
troves, the tapping of wealth from the ocean bottom
and the wunderlying strata, utilisation of thermal
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springs, the energy of tides, large-scale use of instal-
lations for the obtaining of fresh water both for tech-
nical purposes and drinking, and so on. _

Thus, acceleration of technological progress and the
use of world scientific and technological know-how are
a prerequisite for solving the problem of providing eco-
nomic development with natural resources.

Valuation of Labour Resources. The labour force is
one of the decisive factors of economic growth. The
scale of production, and to some extent also the pos-
sibility of complicating its structure (sectoral com-
position) directly depend on the size of labour re-
sources.

The state of the labour resources largely influences
the content of economic policy in the plan period. If
there are abundant labour resources and a limited
number of work places preference is given to a labour-
intensive and relatively less capital-intensive variant
of economic growth under which a low cost of each ad-
ditional work place would be ensured. But when the
labour resources are exhausted and there is a relative
shortage of labour power, the labour-intensive variant
of produclion growth is inacceptable. Additional capital
investments are needed for raising labour productivity
on the basis of growing assets per worker and the re-
lease of part of the manpower at operating enterprises
for employment in the newly developing factories and
industries.

Many countries are faced with the task of mobilising
the labour resources and ensuring conditions for their
most rational use. It should be noted that the most
expedient use of labour resources on the scale of the
entire society is possible only on the basis of planning.

Assessment of the possibilities of drawing labour
into production rests on an analysis of the demograph-
ic situation in a country. Planning in socialist coun-
tries proceeds from the principle that the laws of
population dynamics depend on the nature of produc-
tion ‘relations and the attained level of the productive
forces. Population dynamics are determined by the re-
lationship between the birth rate and mortality.

An analysis of the demographic situation should
furnish an answer to the question, What laws govern
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the process of population growth in a country in pres-
ent conditions and will govern it in the plan period?
This furnishes a general basis for assessing the possi-
bilities of drawing additional manpower into the na-
tional economy. In this context decisive significance
attaches to a valuation of the age composition of the
population. This is necessary to determine the numer-
ical strength and share of the population of working
age. In Soviet statistics and planning it is customary
to regard as able-bodied men from 16 to 59 and women
from 16 to 54 years of age (except invalids). It is these
age groups that make up the main part of the labour
resources, to which are added persons beyond the work-
ing age (men 60 years and older, women 55 years and
older and juveniles under 16) who are actually engaged
in the social economy.

The higher the share of the population of working
age, the bigger the possibilities for drawing manpower
into the national economy. The actual possibilities also
depend on how the population of working age is distrib-
uted by age groups. For example, an increase in the
share of the younger ages means an increase in the
proportion of persons of whom a considerable number
will study.

An estimate of the sex composition of the popula-
tion is important in assessing the labour resources. The
percentage of women who can be drawn into social
production naturally is lower than that of men.

If society is interested in extending the employment
of women in the economy, a number of additional con-
ditions have to be created: these are above all measures
for extending the social forms of child upbringing
(nurseries and kindergartens, boarding schools and the
like) and also measures for protecting the health and
for the social maintenance of working women in gen-
eral and especially mothers.

The share of women working in the national econ-
omy is quite high in the Soviet Union. More than
three-fourths of all the able-bodied women are engaged
in social production or study. They make up half of all
the people engaged in the national economy. This is
a result of the big demand for labour presented by the
swiltly developing production and the creation of the
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necessary social conditions: ensuring equal rights with
men to a general and specialised education and voca-
tional training, the right of women to paid maternity
leave, the establishment of the system of special free
mother and child welfare institutions, a system of in-
stitutions for the public upbringing of children (for
example, two-fifths of all children under the age of six
in cities are accommodated in pre-school institutions
and this share is systematically rising both in town
and country).

The territorial aspect is quite important in analys-
ing the provision of the national economy with labour
resources. The surplus of labour resources in some
areas is often accompanied by an acute shortage in
other regions. That is why data on labour resources are
of real value for planning if they are concretised by an
estimate of the provision of different economic areas
with manpower. Of great interest in this context is the
study of inter-region migration, the objective ascertain-
ment of its causes, intensity and effect on economic
development.

Thus the general quantitative valuation and plan-
ning of labour resources in a country presuppose the
existence of organised statistical accounting of the
dynamics and changes in the structure of the population
(systematic population censuses, current statistics, se-
lective surveys) and a system of demographic forecasts.

The problem of assessing the labour resources of the
economy calls not only for their general quantifative
characteristic but also a characteristic of the qualitative
composition of these resources. The most general index
characterising the qualitative composition of the em-
pioyed and the potential labour resources is the level
of their education (the number and share of persons
who have a general, specialised secondary and higher
education). A detailed qualitative valuation demands
an analysis of the vocational composition of the labour
force and ascertainment of the degree of coverage of
the production needs in skilled personnel. Such an ana-
lysis creates the prerequisites for substantiating the
needs for organisational measures and the allocation
of material resources to train personnel for the national
economy.
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Valuation of Productive and Non-Productive Assets.
Economic development .of each new period has as its
material basis the results of growth in the past. At the
beginning of each new economic period jthese results
are expressed in the accumulated productive and non-
productive assets. The accumulated stocks of fixed a.nd
circulating productive and non-productive assets whl_ch
a society has at every given moment are part of its
national (social) wealth. ‘

National wealth embodies the labour of the people
over many years; these assets serve as a material pre-
requisite for the further development of the economy
both in the immediate and in the subsequent periods.

The accumulated productive assets include: a) fixed
assets represented by production buildings and installa-
tions, working machines, equipment, means of trans-
port, and so on; b) stocks of material circulating
assets which consist of stocks of raw and other mate-
rials, fuel, and finished goods for production purposes
in possession of enterprises, of uncompleted construc-
tion; c) social reserves of the means of production.

Stocks of non-productive assets at the beginning of
every plan period are represented by: a) fixed assets
(buildings, installations, equipment) of'non-productwe
designation — medical, cultural, education and sports
facilities, houses and public utilities; b) finished goods
designated for consumers kept at warehouses of enter-
prises and in the sphere of circulation (en route, at
warehouses of trading establishments); c¢) personal
property (durable consumer goods) in the households
of the people; d) social reserves of consumer goods set
up in the event of natural calamities and other emer-
gencies. Non-productive assets also include the assets
of state administration institutions, political and mass
organisations, military installations and stocks of ma-

riel.
teValua’[ion of the scale and structure of national
wealth, naturally, is very important for ascertaining
the possibilities of long-term economic growth and
formulating the tasks of economic policy both as re-
gards further increasing the production potential and
raising the living standard of the people. National
wealth, particularly productive assets, characterises a
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country’s economic potential. Per capita national
wealth and also some indices of its structure charac-
terise the level of a country’s economic development.

In its non-productive part national wealth is an
index of the population’s standard of living, which is
determined not only by the volume of goods going into
consumption from current output but also the volume
of consumer goods accumulated earlier, i.e., the non-
productive assets of national wealth. Moreover, the role
of stocks of durable consumer goods as a factor of well-
being rises as society develops.

Valuation of national wealth (usually in the value
form) and its material structure (productive and non-
productive assets, fixed and circulating assets, buildings
and installations, machinery and equipment, household
property) can be done both by direct accounting meth-
ods and indirect calculation methods.

Direct accounting methods are represented by inven-
torytaking (census) of the main elements of national
wealth and also by the systematic statistical and book-
keeping reports of enterprises and institutions. The
employment of such methods in the USSR is greatly
facilitated by the social ownership of the main means
of production, the abolition of commercial secrecy, and
the operation of enterprises and institutions under the
-control of the state.

At the same time it is possible to employ indirect
methods: with regard to consumer durables in use cal-
culation of the changes in the volume and composition
can be made on the basis of data on purchases of dur-
able consumer goods, taking into account their service
span depending on their wear and change of price in-
dexes; with regard to fixed assets, by summing up
investments during the studied period, taking into
account the service span of separate elements of the
fixed assets with an adjustment for depreciation and
price changes.

In the process of production and consumption the
magnitude of productive and non-productive assets
changes. These assets are worn out and retired, re-
newed and further extended. The compensation fund of
the social product and national income created during
this period represent the source for the reproduction
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of assets at the disposal of society at the beginning of
the examined economic period.

The magnitude of the compensation fund is deter-
mined depending on the size of the assets and their
service span. Resources of the national income used for
the accumulation of national wealth depend on the scale
of production, growth rates of the national income and
its division into the fund of current non-productive
consumption and the accumulation fund. The problem
of determining the resources of the national income for
accumulation is largely identical to the problem of
planning the rates and proportions of reproduction,
which will be examined in the next chapter.

Ascertainment of the volume and structure of social
needs and valuation of the productive resources which
society can utilise for their satisfaction creates the
initial basis for further plan calculations.

The essence of these calculations consists in estab-
lishing the most rational trends in utilising resources
for the possibly fuller satisfaction of social require-
ments. For this purpose a balanced model of the na-
tional economy is constructed in which needs (con-
sumption) are co-ordinated with resources (produc-
tion).

The system of economic substantiation of targets of
the national economic plan, proceeding from the social
needs and co-ordinated, through the balance method,
with the existing and foreseeable resources, presup-
poses the application of the following system and se-
quence of calculations.

First, aggregated, macro-economic calculations of
the main indicators of extended reproduction are need-
ed, which at the first stage approximately delineate the
real possibilities for the development of social produc-
tion. These are calculations of the dynamics of the na-
tional income and the final social product, the volume
of the consumption funds, and resources for invest-
ments.

Such calculations are made with the help of macro-
economic models which incorporate the volume and
economic role of the main productive factors (fixed and
circulating assets, manpower) and also the assump-
tions concerning the efficiency of their use. The main
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balance relations in the national economy are deter-
mined in a preliminary way already at this stage.
Second, the material content of the final product and
its material structure in physical terms are calculated.
These computations, in effect, provide a quantitative
determination of the composition of the social needs,
the main trends of satisfying them, considering the
available resources and the possibilities of expanding
output. Economico-mathematical models oi forecasting
non-productive consumption and a number of norma-
tive indicators are utilised in these computations.
Third, the scale of production, inter-sector relations
and the sectoral structure of production required for
securing the contemplated volume of the final product
are calculated. Done with the help of multi-sectoral
(inter-sectoral) planning models, these calculations
make it possible to balance social needs and social pro-
duction and to provide the necessary guidelines for the
full-scale computation of sectoral development plans.
Fourth, development plans of sectors and their loca-
tion over the country’s territory are drawn up. At this
stage numerous and highly concrete plan calculations
are made. The results of the full-scale sectoral pro-
jections, which most fully reflect their production poten-
tialities, provide the necessary adjustments for all the
earlier stages of plan calculation, up to specifying
the overall indicators — national income, non-productive
consumption fund, the scale of investments, and so on.
The main indicators of the national economic plan
are finally worked out through the adjustment, balanc-
ing and co-ordination of the results of this entire system
of plan calculations. Economic substantiation of the
targets of the national economic plan also includes a
valuation of the efficiency of planning decisions.

4. Efficiency of Planning Decisions

Rise in the efficiency of social production is a pivotal
problem of socialist economic planning and manage-
ment, the main way for ensuring stable, high growth
rates and a systematic and swift improvement of the
people’s standard of living.
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Valuation of the efficiency of planning decisions and
the actually achieved economic growth is made at dif-
ferent levels — national economic, sectoral and enter-
prise — and consists in comparing the obtained results
with the expenditures.

Elaboration of the methodology of such comparisons
is quite diificult and there is a considerable number of
problems in this sphere which economic science con-
tinues to study.

Indicators of the national income and the final so-
cial product (value added at the sectoral level) are
used in Soviet planning for characterising the results
of production development. The indicator of gross
output is used in some calculations. The indicator of
the net income (profit) is of great importance for com-
putations at the sectoral and especially the enterprise
level.

Valuation of the expenditure (input) presents the
biggest methodological and practical difficulties. In-
cluded here are the inputs of labour and means of pro-
duction (fixed and circulating assets) and investments.
These inputs are quite diverse and for a number of
reasons cannot be directly compared. The inputs of
living labour (time worked) are not directly compar-
able with the inputs of the means of production. The
current inputs of the given production cycle (raw and
other materials and depreciation) are not directly com-
parable with investments in fixed productive assets
which could have been made earlier and will serve pro-
duction for many years after the examined production
cycle. These difficulties do not arise as long as the use
of separate factors is analysed, but in constructing gen-
eral indicators of the efficiency of the entire social
production it becomes necessary to give a uniform,
overall expression of all inputs.

Among the indicators characterising efficiency in the
use of separate factors are data on labour productivity,
material-intensity of output, asset-intensity and invest-
ment-intensity of social production. These indicators
are utilised both in the case of the entire national econ-
omy and also at the sectoral and enterprise levels,
but the definitions of these indicators given below refer
mainly to the national economic level. :
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Labour productivity is measured by the ratio of the
volume of the national income to the number of persons
employed in producing it (or to the time worked). The
labour productivity indicator characterises efficiency in
the use of living labour. ‘

Asset-intensity as an indicator of efficiency in the use
of the functioning fixed productive assets is measured
by the ratio of their value to the value of the national
income. T

Material-intensity of output is measured by the mag-
nitude of the current unit material inputs (raw and
other materials, depreciation allotments).

Use of the inter-sector balance for analysis and
planning makes it possible to enrich the characteristic
of the material-intensity indicators. Calculations of the
inter-sector balance enable economists to ascertain not
only the direct inputs (unit material inputs of a sector)
but also all the indirect inputs, along the entire chain
of technological interconnections, needed for the pro-
duction of every unit of the final product. These are
known as coefficients of the full material inputs. With
their help it is possible to calculate what part of the
gross social product is connected with the creation of
separate elements of the final product (personal con-
sumption, accumulations of fixed and circulating as-
sets). The complete inputs of labour and assets per
unit of the final product can be computed in a similar
way.

Investment-intensity and the period for the recoup-
ment of investments are utilised as indicators of the ef-
ficiency of investments in planning practices today.
Investment-intensity is the ratio of the sum of the in-
vestments to the increment of the national income
obtained as a result of these investments. The recoup-
ment period is the duration of the time in the course of
which the additional profit will compensate the invest-
ments needed for its increase. The recoupment period
is the ratio of the sum of investments to the resultant
annual increase in profit.

The use of this system of efficiency indicators cannot
fully solve the problem of assessing the efficiency of
social production. In these calculations the expenditures

9%



of one factor are compared with a result which actually
is produced by the influence of a number of factors of
production.

This raises the problem of an overall indicator of
national economic efficiency in which the general re-
sults (for example, the national income), presented as
the result of the influence exerted by all the factors of
production, could be compared with an overall valua-
tion of the expenditure of all factors.

Exploration of ways for solving this problem is
carried on along several lines.

One of them is the elaboration of a method of pre-
senting the current inputs and investments in money
terms. For this purpose it is necessary to find a method
with the help of which it would be possible to ascertain
the part of the investments designated for servicing
production over many years which could be credited to
the analysed year. Then the annual input equivalent
could be obtained by summing up the material inputs,
the expenditure for labour remuneration and the part
of the investments which is to be recouped in the given
year.

The latter is determined depending on the recoup-
ment period and is a result of dividing the sum of in-
vestments by the recoupment period (in practice a mag-
nitude reverse to the recoupment period and called the
efficiency coeificient is utilised in calculations). Such
computations are widely utilised in the economic valua-
tion of different variants of investments and, by way
of experiment, are employed with some modifications
for determining the efficiency of social production as
a whole.

The possibility of expressing the inputs of labour
and assets in a single labour measurement is studied
as a possible approach to constructing an overall in-
dicator of production efficiency. The practical calcula-
tions are made with the use of the inter-sector balance
in which the coefficients of the full unit labour inputs
are established and then each sectoral element of the
utilised productive assets is valuated in accordance
with the obtained labour input coefficients. The result
is a sum of the inputs of living and materialised la-
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bour in the production of goods expressed in labour
units.

Use of the multi-factor production function is another
trend in analysing the economic efficiency of social
production. This function makes it possible to bring out
the degree of increase in the national income depending
on the change in the magnitude of inputs of labour and

fixed assets.



Chapter 111
PLANNING ECONOMIC GROWTH RATES

An analysis of the aims of developing a country’s
economy and their comparison with the available re-
sources enable planners to go over to estimating the
general contours of a plan which ultimately can be ex-
pressed by targets of the rates of economic development.

Attainment of maximally high and stable economic
growth rates is one of the cardinal tasks of both de-
veloped and developing countries, particularly if it is
a matter of eliminating backwardness, wiping out
poverty and winning economic independence. The re-
sources which can be utilised for the development of
a country’s production potential and non-productive
sphere depend on the growth rates of the national econ-
omy. Naturally, many political, economic and social
problems are concentrated round the planning of rates
of growth.

The promotion of high rates of economic develop-
ment must not be divorced from the actual possibilities,
from a sober valuation of the material, labour and
financial resources. That is why the techniques of de-
termining future growth rates must be scientifically
based and objective and guarantee planning agencies
from the adoption of subjective decisions.

The techniques of planning economic growth rates,
examined in this chapter, are utilised in Soviet plan-
ning practices. These techniques can also be adapted to
the conditions and possibilities of developing countries.
They are fully applicable and feasible at the existing
level of national statistics in most newly free countries.

The techniques of planning economic growth rates
were shaped as practical experience was accumulated
and generalised in the USSR and they became a major
element of the entire system of national economic
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planning. At present the sequence in the formulation of
national economic plans is so arranged that the long-
term growth rates are ascertained both at the initial
stage of plan designing and at its consummating stage.

At the initial stage an aggregated model of the plan
is constructed, which forms the basis for the further
detailed projections by sectors, economic areas, in the
sphere of construction, labour and wages, the standard
of living, finances and prices. At this point economic
growth rates characterise the dynamics of the resources
which can be channeled. for expanding production and
improving the standard of living. _

At the final stage the balance of the national econ-
omy compiled for planning purposes enables planners
to achieve the reciprocal dovetailing of the projections
by sectors and economic areas, to co-ordinate require-
ments and resources and to.aggregate detailed plan
calculations into macro-economic magnitudes, including
economic growth rates. ‘

The macro-economic indicators may differ at the ini-
tial and final stages of plan formulation because in
the interval between them a full-scale national eco-
nomic plan is drawn up. That is why plan formulation
is an iterative process where the rates of economic de-
velopment are simultaneously the first and the last link
of the chain.

The methods for determining economic growth rates
at the final stage of plan formulation, i. e., at the stage
of what is known as summary work, were devised long
ago in Soviet planning and are adequately covered in
economic literature. The present chapter will deal with
a less elucidated side of pianning work — ascertain-
ment of the rates and some proportions of economic
development at the initial stage of plan formulation.
The outlined techniques may be of definite interest for
developing countries, inasmuch as their application is
possible in the absence of full-scale, detailed national
economic planning.

1. Pfinciples of Planning Economic Growth Rates.
Concept of the Growth Rates of Production

A primary task of national economic planning, along-
side substantiating the quantitative characteristics of
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the future plan, is to fill its targets with definite eco-
nomic content so that they should reflect economic
realities. The theory and practices of Soviet planning
have produced a number of important principles, from
the position of which the substantiation of economic
growth rates is examined.

First, the attainment of high rates is regarded as a
primary task of planning because growth rates of pro-
duction are the basis for both advancing the people’s
living standard and increasing the production poten-
tial, which is the foundation of further development.
Moreover, the task of achieving high growth rates is
tackled not for separate years or brief periods, but for
the entire foreseeable period, i.e., it is a matter of
maintaining stable growth rates without sharp reces-
sions and advances which are beyond the control of
society.

Second, high and stable rates of economic develop-
ment must be secured not at any price, but through the
most efficient use of the available natural and labour
resources, fixed assets, stocks and reserves, imports
and foreign-exchange resources. That is why in plan-
ning economic growth rates one of the main problems
is to search for such an allocation of the limited re-
sources as would yield maximum results per unit of
inputs.

Third, since maximum satisfaction of society’s re-
quirements is the criterion of economic development, the
setting of growth rates presupposes the production of
goods in a composition and of a quality which max-
imally conform to society’s needs.

The general principles of planning economic growth
rates are specified for each plan period. The combina-
tion of factors of growth, the volume and possible
trends in the use of resources, and the composition of
social needs are concrete for each stage of economic
development and differ in separate countries. That is
why economic growth rates must not be appraised only
from the viewpoint of quantitative increase but it is
necessary to see their real economic content in combi-
nation with other socio-economic processes.

The annual volume of the national income or final
social product is the overall indicator of a country’s
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economic development. In the Soviet Union and other
socialist countries material production (industry, agri-
culture, construction, the transport and communica-
tions systems, trade, procurements, marketing, supply
and public catering) is regarded as the source of the
national income or the final social product.

When dealing with the dynamics of production, the
national income or final product is measured in con-
stant prices, most expediently in the prices of a base
year. In such a case the economic growth rate is the
relative (in per cent) increase in the volume of the
national income or the final social product calculated
in constant prices.

To systematise the subsequent exposition we intro-
duce the following symbols:

Y’ — final social product;

Y — national income;

C — consumption fund, including social consump-
tion (state expenditure);

| — investments in fixed assets (/) and circulating
assets (I5);

A — accumulation, i. e. net investments;

R — replacement of retired fixed productive assets;

t — time. :

Using these symbols, it is possible to characterise
the connection of indicators expressing the results of
the production process (final product and national in-
come) with their structural elements:

Y=C-+ 4;
Y=C+A+R=C+1, where I=A-+R.

Denotinvg the annual growth rate of the national in-

come as 1+y=—}’%- and the rate of annual incre-
ment as y=—é%—fﬂ the volume of the national income

at the end of the period can be expressed as follows!:

Y, =Y,(1 +y). (1)

! The exposition hereafter is given in indicators of the national
income.
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In examining growth rates of the national income it
is expedient to begin with conditions of even develop-
ment, i.e., uniform rates ol increase in separate years.
But the use of mean geometrical incremental rates (this
is a condition of even development) must be supple-
mented by an account of the total volume of the na-
tional income for the given period.

The process of economic growth is not a straight and
uniform increase in the volume of production. Techno-
logical progress, renewal of fixed assets, big economic
reforms, qualitative changes in the general conditions
of reproduction — all this leads to periodicity in eco-
nomic growth rates. That is why they must be analysed
and planned by separate periods.

Emergence beyond the bounds of the annual period
is of special significance in characterising growth rates
in long-term planning. With the same increase in the
annual volumes of the national income during the en-
tire plan period (five years, for example), but with
changing annual growth rates within this period, the
total volume of the national income for the whole pe-
riod may be different, depending on whether the growth
rates above the annual average were at the beginning
or the end of the period. Let us illustrate this point by
the following hypothetical example:

Growth rates, per cent| Volume in hypothe-
of preceding year tical units
Years
First Second First Second
variant variant variant variant
Base 100 100 100 100
Plan:
First 110 106 110 106
Second 109 107 119.9 113.4
Third 108 108 129.5 1225
Fourth 107 109 138.6 133.5
Fifth 106 110 1469 - 1469
Total for
plan period 146.9 146.9 644.9 622.3
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This example shows that with equal increases of the
indicator for the period as a whole (146.9 per cent in
both variants) and with the same level in the last year
(146.9 units) the volumes for the entire period differ
(644.9 and 622.3 units) and, consequently, the real scale
of production in five years differs. From this follows the
conclusion that the average annual growth rate (in
this case 8 per ceni), does not characterise precisely
the process of growth, the real increase of the national
income or industrial output. Therefore a more precise
analysis and planning of the process of extended re-
production demands a comparison of the summary vol-
umes of the two periods. This comparison characterises
more exactly the process of growth.

The growth rates of social production are charac-
terised by an increase not only in the volume of the
national income, but also in the rise of its per capita
magnitude. Growth rates of the per capita national in-
come reflect more fully the advance of a country’s econ-
omy than the dynamics of the volume of the national
income. :

2. Factors of Growth of the National Income

The rates of economic development for a plan period
can properly be determined only by considering the
factors which influence these rates: technological prog-
ress, labour resources and the level ol their skill, pro-
ductivity of labour, productive assets and efficiency of
their use, natural resources, the sectoral structure and
location of production. Economic policy, the level of
organisation and planning of the economy also greatly
influence the rates of extended reproduction. Material
incentives and the population’s standard of living like-
wise affect the rates of social production. The task of
planning is to establish the influence of each factor and
their interaction and, on this basis, to influence the
rates of economic growth with the object of achieving
a high level.

Basic among the factors which determine economic
growth rates are the material and labour elements of
the productive forces which directly participate in the
production process converting the totality of the condi-
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tions of reproduction into its material result —
output.

Plan calculations of economic growth rates must be
based both on an ascertainment of the effect of each
factor of extended reproduction and on an analysis of
their aggregate influence. The factor method of substan-
tiating economic growth rates is the general technique
employed in these calculations. It allows different ap-
proaches:

determination of the dynamics of the national income
on the basis of a change in the number of persons
employed in material production and the productivity
of their labour;

substantiation of the growth rates of social produc-
tion by an increase in fixed productive assets, produc-
tive investments and change in their efficiency;

determination of the dynamics of the national in-
come on the basis of an increase in total inputs of
assets and living labour and change in their overall
efficiency.

The first two are in effect one-factor approaches (the
first proceeds from labour inputs, the second, from fixed
productive assets), while the third is a multi-factor
approach.

It must be stressed that these calculations have to
be made parallelly so as to be correlated and further
specified. Extrapolations and temporary hypotheses are
inevitable in the process of calculation; subsequently in
the course ol further projections they are specified or
rejected. One and the same indicator is calculated at
different stages from different aspects: now from the
angle of the need to ensure a given level of some other
indicator, now from the angle of the economic possibil-
ities of accomplishing this task. As a result of gradual
approximation resources and needs are co-ordinated.

The sequence of calculations may change depending
on the duration of the plan period. For example, in
planning long-term targets of reproduction, indicators
of the standard of living which it is desirable to achieve
at the end of the period may be chosen as initial data.
But final results can be obtained only by combining the
enumerated ways and aspects of plan calculations into
a single system.
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3. Planning Growth Rates of the National Income on
the Basis of the Dynamics of Living Labour

Dynamics of population, the volume of labour re-
sources and above all the number of persons engaged
in material production are among the primary factors
influencing economic growth rates. Man is the principal
productive force of society. A country which has many
able-bodied -people possesses the main source, the po-
tentiality for increasing its wealth. The scale and level
of a country’s development largely depend on the vol-
ume of its labour resources. For example, only given
a definite total population and labour resources is it
possible to organise a fully developed ramified engi-
neering industry. At the same time the level of eco-
nomic development (i.e, the indicators of per capita
production and consumption), the expenditure for the.
maintenance and education of the younger generation
and also the outlays needed for drawing new man-
power into production directly depend on the growth of
the population. '

The labour resources and the number of employed
in material production reflect the quantitative side of
the personal lactor of production, i.e., only the volume
of living labour which influences economic growth. The
social productivity of living labour characterises effi-
ciency in the use of living labour, i.e., the magnitude
of the national income, social product (gross or final)
per person employed in material production or per one
man-hour worked in this sphere.

This method of calculating the possible growth rates
of the national income in the plan period is based on an
assessment of the labour resources, the fund of work-
ing time and the possible rise in the productivity of
living labour. Moreover, the dynamics of living labour
is compared with the general results of production.”

Calculations begin with a demographic analysis of
the birth and mortality rates, the sex and age and social
composition of the population, on the basis of which it
is possible to establish the general labour resources.
Depending on the duration of the working week in the
plan period the possible total fund of working time is
found. By taking into account the existing structure of
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distribution of the able-bodied population and some
preliminary estimates of the enlistment of new man-
power these calculations make it possible to determine
the dynamics of the number of employed in material
production and the fund of working time in this sphere.
Two indicators — the population size and growth
rates and the number of employed in. material produc-
tion are the main ones used for calculating the growth
rates of the national income.
Ii the size of population is P, its annual growth
rate — (1+P)=—P—HL, and the rate of increment
APy Ppb—P;m
P="p = Py
respectively are the birth rate and mortality rate.
The second major indicator is the number of em-
ployed in material production (L) and its growth rates

p . L1+| — ALt+l
(l+l)——-Tt'—,Where l——"——‘L .

t

The rates of the natural increase of population and
its sex and age composition determine the potentialities
of drawing manpower into the national economy. More-
over, the growth rates of the national income directly
depend on the increase of the inputs of living labour in
the sphere of material production.

The -productivity of labour changes, and hence, it is
necessary to plan its level (II) and its growth rates
(1 4 mt). On the scale of the national economy labour
productivity is planned mainly according to the
national income, i.e., H=—i—, while(l—l—n):—nﬁﬂ,

t
Allzy,
-

=b —m, where 6 and m

where n =

t

A rise in labour productivity as a factor of growth
of the national income is the result of the influence of
many material and subjective working conditions —
provision with instruments of labour, organisation of
the production process, stability of relations between
sectors and enterprises and material and moral stimuli.
To. analyse the impact of. labour productivity on eco-
nomic growth rates means to bring out the factors
making for the rise in labour productivity itself.

At the initial stage of plan formulation three factors
can be singled out which form the basis for the dynam-
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ics. of labour productivity — the structure of distribu-
tion of manpower, power capacity per worker and as-
sets per worker. :

The effect of changes in the structure of allocation
of labour power on the rise of labour productivity is
manifested in increasing the share of sectors with a
higher labour productivity (as compared with the aver-
age for society as a whole). This applies above all to
a general increase in the share of employed in industry
whose labour productivity is higher than the average
for the national economy.

Power capacity per worker is one of the main factors
in the rise of labour productivity. The dynamics of la-
bour productivity for long periods is close to the dy-
namics of power capacity per worker. This is taken into
account when substantiating a possible rise in labour
productivity. At this stage of calculation it is already
possible to obtain such an important indicator as the
electric power necessary for productive consumption.
At first this indicator characterises only the need in
electric power for ensuring the given rise in labour pro-
ductivity. Then the possibility of achieving the desired
level of this indicator is substantiated. In this case, as
in the entire process of plan calculations, the technique
of iterative approximation is utilised. In developing
countries where electric power capacity per worker
differs greatly from power capacity per worker, calcu-
lation of non-electric sources of power, including
draught animals, is of essential significance.

The indicator of assets per worker, which most fully
reflects the sources for a rise in labour productivity,
characterises the provision of living labour with the
main means of production. This provision directly
affects the productivity of labour because the quantity
of objects of labour which can be processed in a unit
of time depends on it.

A hypothesis of the growth in the productivity of
living labour in combination with the possible increase
in the number employed in material production enables
planners to establish the growth rate of the national in-
come for the plan period. Since

— Yi+| — Hi+l Lt+|
Y=II L, then 7 ="~ "L
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or

(I+p=>0+0)1+)=1+at+l+nal=14+n+]

i. e, ‘
g~ @)

This means that the rate of growth of the national in-
come is made up of the rate of increase in the produc-
tivity of labour and the rate of growth in the number of
employed in material production.

The revealed dependence between the growth rate
of the national income and the indicators of living la-
bour enables planners to estimate the magnitude of the
national income for any one year of the plan period as
follows:

- since Vi =Y, (14y)! and (I14+y)=I1l+n+/

then Yo=Y, (l+n+0 - (2a)

where the general growth of the national income is
shaped under the influence of two factors — the rise in
labour productivity, Yo(1 + =)f, and the number of
employed in material production: Yo (1 -4 [)*.

4. Substantiation of the Growth Rates of the National
Income by the Dynamics of Fixed Productive Assets,
Investments and Accumulation

The second approach, utilised in constructing an
aggregated model of the development of the national
economy, is the substantiation of the growth rates of
the national income by the possible dynamics of the fixed
productive assets, investments and accumulation. More-
over, this approach can be utilised both independently
and to substantiate the preceding one.

Since the growth rates of employed in material pro-
duction and the growth rates of labour productivity
depend above all on the rates of expansion of fixed
productive assets, it is necessary to indicate the sources
of their formation. An increase in assets is the differ-
ence between the magnitude of the newly commis-
sioned assets and their retirement as a result of
physical wear and tear and obsolescence. In turn, the
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newly commissioned fixed productive assets represent
a difference between two magnitudes — the volume of
productive investments and the increase in uncompleted
construction. Productive investments are utilised along
three lines — replacement of retired assets, a net in-
crease in assets and an increase in uncompleted con-
struction.

Productive investments themselves depend on the
scale of accumulation allotted for these purposes from
the national income and the magnitude of depreciation
allotments representing the transferred value of
fixed productive assets which participates in their
simple and extended reproduction. Since in most coun-
tries the overwhelming part of investments is made
from the national income, the expansion of the volume
of fixed productive assets and, consequently, also the
possibility of drawing new labour into production and
raising its productivity, are, therefore, determined by
the scale of accumulation. Economic growth rates thus
ultimately depend on the scale of productive accumula-
tion which, at a given volume of the national income,
is determined by the share of accumulation in it: the
higher this share, the higher the growth rate.

The influence of productive assets, investments and
accumulations on the rates of growth is displayed not
only through an increase of their volume, but also a
rise (or reduction) in the efficiency of their use. The
factor of economic efficiency of productive assets aecu-
mulates the results of technological progress, mechani-
sation and automation of production and improvement
in the pattern of the national economy. In conditions
of underemployment of productive capacity special sig-
nificance also attaches to the influence exerted by the
general economic conditions (level of the total demand,
deliveries of raw materials, provision with manpower,
and so on) on the degree of use of the operating pro-
ductive assets.

The use of productive assets is characterised by a
number of indicators. Some of them relate to the avail-
able assets — output per unit of fixed assets (output-
asset ratio), or the volume of assets per unit of output
(asset-output ratio). Other indicators reflect efficiency
in the use of incremental magnitudes — investments
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per unit of increment of the product or income, effi-
ciency of accumulation (ratio between the increase of
productive assets and increase of the product or in-
come). -

Grc))wth rates of the national income are directly
linked with .the fixed productive assets and, through
them, with productive investments and productive accu-
mulation. Therefore it is necessary first of all to
establish the ties between the dynamics of the national
income, on the one hand, and the dynamics of the fixed
productive assets and efficiency of their use, on the
other. This link can be denoted as follows: if K — fixed
productive assets, £ — their annual growth rate

(k=AI—§é—:“‘—) E — output-asset ratio ( =7):,-), e—

growth rate of output-asset ratio (e= Ab;:f;" ). then
(1 +y)=(1 4 k)-(1 4 e) or approximately

y~k+e - @)

The interconnection between the volume of.the base

and the planned national income, proceeding from
equality (3), can be expressed as follows:

Y,=Y,(l+k+ef. (3a)

Since the growth rates of the national income depend

on the expansion of the fixed productive assets, i.e., on

" productive investments and the latter at a given vol-
ume of the national income are determined by the
share of productive accumulation in it, the dynamics of
the national income is determined by a change in the
share of productive accumulation in it.

The interconnection between the growth rates of the
national income and the change in the share of produc-
tive accumulation in the national.income can be ex-
pressed as follows. If K —the volume of fixed produc-
tive assets, R — their annual retirement, E — the in-
dicator of the output-asset ratio, / — the gross produc-
tive investments and A — the net productive invest-
ments or accumulation, then at E = const.

AY =EAK=FEl —ER=E(—R)=EA
AY

A
OTTSET, y=Ea.

?
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Consequently, the growth rate of the national income
is equal to the output-asset ratio multiplied by the
share of productive accumulation in the national in-
come, and the general formula for determining the
planned volume of the national income is !:

Yi=Y,(l + Ea)’. (4)

The rise in the efficiency of the newly commissioned
and existing assets makes it possible to achieve with
the same share of productive accumulation higher eco-
nomic growth rates. Therefore in the process of prelim-
inary plan calculation special importance attaches to
substantiating the long-term indicators of efficiency in
the use of productive assets. The original forecast of
change in the output-asset ratio is made on the basis
of studying the tendencies existing in the economy.
Moreover, the output-asset or asset-output ratio ac-
tually existing at the beginning of the plan period
may be used for the first estimate. :

The dynamics of the output-asset ratio is connected
with the operation of many factors; moreover, they act
in different directions. Not all these factors can be
quantified and, therefore, in a number of cases it is
necessary to resort either to an extrapolation or an
estimate by experts. Among the main factors influenc-
ing the dynamics of the output-asset ratio are:

technological progress based on the application of
the achievements of science and technology in produc-
tion; a quantitative estimate of this factor of growth is
possible on the basis of forecasting the economic re-
sults of the effect of technological progress on produc-
tion; '

-shifts in the sectoral structure of production which
lead to changes in the national economic output-asset
ratio with an assumption that this indicator remains
unchanged in big secters of material production;

! In the given case since a=-€—=i¥(—, then the output-asset -
ratio is not average but incremental, i.e., is not %—, but
Ar
AK”
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the dynamics of the time in which equipment is uti-
lised; this indicator accumulates the improvement in
the organisation of production.

The quantitative estimate of these factors at the first
stage of plan formulation is inevitably based on a
number of hypotheses which have to be specified sub-
sequently. But in their totality these calculations enable
planners even at this stage to approach more or less
realistically the estimation- of the possible dynamics of
the output-asset ratio.

Planning the growth rates of the national income
on the basis of determining the share of productive
accumulation in it also presupposes special examina-
tion of the dynamics of the consumption fund. Since
the national income is divided into the accumulation
fund and the consumption fund every increase in the
share of accumulation reduces the share of consump-
tion, and vice versa. An increase in the share of pro-
ductive accumulation, all other conditions being equal,
sends up the growth rates of the national income which
is the source of consumption. But the share of accumu-
lation for maintaining growth rates that are too high
may reach a level that will reduce the consumption
fund or freeze it at a definite level, which is also im-
permissible in view of population growth.

To reveal the internal contradictory nature of this
problem let us turn to the simplest connection between
consumption and the share of productive accumulation
in the national income. Since Y = C + A, the share of

productive accumulation (a) is solved as % and the

share of consumption will be ¢ =1 —a. Making use
of equality (4) we obtain:

Co=Y,(1 + Ea)' (1 —a). (5)

Equality (5) shows that the planned consumption
fund will be the higher the greater the term (1 4 Eay),
the value of which at given E depends on a. In other
words, the consumption fund is the bigger, the higher
the growth rate determined by the share of productive
accumulation. On the other hand, an increase of a re-
duces the term (1 — a;), i.e., the share of consumption
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and, consequently, its volume too. This gives rise to
one of the cardinal problems of long-term planning —
search of an optimal relationship between consumption
and accumulation.

What complicates the solution of this problem is
that attainment of an optimal relationship between con-
sumption and accumulation must simultaneously be
subordinate to three conditions: first, to ensure the max-
imally possible growth of both production and con-
sumption for by expanding production today we in-
crease consumption tomorrow; second, the rise in the
consumption fund must be examined within the bounds
of the entire period under review and not of some final
year, i.e, the total and not the annual consumption
fund should be maximised; third, the objective need
constantly, annually to increase the consumption fund
so that every advance in production becomes an ad-
vance in consumption. :

At present the task of planning an optimal ratio
between consumption and accumulation has not yet
been solved. The biggest difficulty here is to explore
this ratio with the simultaneous elaboration of the ma-
terial composition of both funds, i.e., to determine the
composition of the long-term social needs.

Determination of the long-term ratio between con-
sumption and accumulation is also possible from the
viewpoint of the tasks of raising the living standard.
This presupposes the calculation of the consumption
fund as the primary part of the national income on the
basis of per capita consumption rates and projections
for the development of the non-productive sphere. The
consumer budget of the population for the pre-plan
years serves as a basis for calculating the per capita
rates for the plan period. A plan consumer budget of
the population is drawn up on the basis of analysing
the family budgets and using coefficients of the elas-
ticity of demand for major food and non-food goods
and norms of the provision of housing facilities and
of social, cultural and other services.

In . ascertaining the consumption fund the hardest
problems are linked with substantiating changes in its
composition. For this purpose a high level of economic

-studies of population demand, its composition and
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especially elasticity is required. These studies make it
possible to raise the level of planning the material com-
position of the consumption fund and to consider the
actual tendencies in the consumer demand of the popu-
lation.

5. Interconnection of Living Labour with the Means of
Labour and Planning the Growth Rates of the
National Income

Planning the rates of extended reproduction depend-
ing on the increase in the volume of living labour and
its productivity or depending on the dynamics of the
volume and efficiency of the productive assets, invest-
ments and accumulations, cannot be isolated from each
other. Living labour and materialised labour are inter-
connected in the single production process.

This process is based on the simultaneous participa-
tion of living labour and productive assets which are
interconnected and are in definite quantitative relation-
ships. The drawing of new manpower into the sphere
of production presupposes the creation of additional
work places, i. e, an increase of fixed assets, and a cor-
responding expansion of circulating assets. On the
other hand, use of the created productive capacity is
impossible under the existing technical level without
enlisting new masses of living labour. Productive as-
sets without workers are inert, while living labotir
without means of labour is helpless.

An increase in manpower resources, resulting from
population growth, creates only potentialities for ex-
panding production. To realise these potentialities defi-
nite material prerequisites are needed. Among them
are, first of all, the availability of additional work
places. A definite level of labour mechanisation, a defi-
nite quantitative correlation between living labour and
means of labour are characteristic of each industry and
of the economy as a whole. In a developed economy
there is practically no living labour not linked with the
use of at least a limited magnitude of productive as-
sets. That is why the enlistment of new manpower is

always linked with investments dictated by the inter-

action of {wo factors — the number of annual workers
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newly drawn into the productive sphere and the average
cost of one work place.

The cost of a work place is at the same time the cost
of assets per worker which is the main factor for rais-
ing labour productivity. Thereby the value of productive
assets, above all, fixed productive assets, per worker
simultaneously characterises the expenditure society
makes for enrolling in production every new worker
and his ability to set into motion a definite mass of
means of labour and, consequently, to produce a defi-
nite quantity of goods. It should be stressed that from
the angle of society it is efficient to draw into produc-
tion as many new workers as possible with the least
expenditure and simultaneously constantly raise labour
productivity.

As the productive forces develop the cost of a work
place (assets per worker) constantly rises; the enlist-
ment of every new worker in social production demands
ever greater investments and, simultaneously, the in-
creasing assets per worker are the basis for the rise in
the productivity of living labour.

The relationship between the additional manpower
and the investments needed for this purpose conceals
a socio-economic problem which is especially acute for
developing countries. As a rule these countries have
substantial unemployment and a concealed agrarian
overpopulation. That is why an increase in the level of
employment of the able-bodied population is one of the
cardinal tasks. At the same time it is necessary to raise
labour productivity by introducing modern technology,
by increasing assets per worker. Consequently, the task
is to raise the level of employment with rather limited
investment resources, which is facilitated by the low
cost of a work place, and also to raise labour produc--
tivity for which purpose an increase in assets per
worker (cost of a work place) is needed. Ascertainment
of the possible and most rational cost of a work place
in the given economic conditions is an exceptionally
important problem [acing developing countries.

The indicator of the cost of a work place (assets per
worker) makes it possible to-link up living labour with
materialised labour .and thereby also the two ap-
proaches to planning the growth rates of the national
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income outlined earlier. To begin with, the possibility of
enlisting new manpower depends on the cost of a work
place (assets per worker) and the volume of the newly
commissioned assets. If the cost of a work place
(assets per worker) is denoted as-

K — AK AL AR _AK
B=<-, then AL=-p- or - =B L= F =k,
ie., I=Fk

if B = const., while if B = variable, then [ == f(k).

The growth rates of the cost of a work place (assets
per worker), (1 4 b)= Bg;‘ , are the basis for the rise
in labour productivity; in other words, labour produc-
tivity can be regarded as a function of the increase in
assets per worker: m = o@(b). The simplest type of such
a function can be the dependence m = p - b. With such
a function three cases are possible:

n=bp=1); a>b@u>1); a<b@<l).

If @ = b, then E;y = E, the output-asset ratio is un- -

changed. Similarly, if n>>b the output-asset ratio
grows: E;p > E;, while if 5t <C b the output-asset ratio
decreases, i. e., By << E.

An economico-statistical analysis of the relative move-
ment of labour productivity and of assets per worker
is one of the main prerequisites for planning the growth
rates of the national income.

An approach to planning the growth rates of the na-
tional income either from positions of the dynamics of
living labour or the dynamics of means of labour makes
it possible to establish the plan targets of the national
income depending on one or the other position and not
the totality of living and materialised labour. Ascertain-
ment of the link belween the two methods with the help
of indicators of the cost of a work place (assets per
worker) makes it possible to go over to planning the
growth rates of the national income depending on the
total effect of both factors — living labour and means
of labour — and bring out the role of each one.

While in the first and second methods the growth
rates of the national income are taken either as func-
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tions only of living labour or only of means of labour,
now the volume and growth rates of the national in-
come are denoted as a function of two variables operat-
ing simultaneously, i.e., as ¥ = f(K, L).

The dependence of the growth rates of the national
income on the dynamics of separate factors can be
established by computing their incremental efficiency,

i. e,
AY,;=f(L+ AL, K) —f(L, K)

If we denote the respective indicators of incremental
efficiency as Fp and Fg, the increase of the national
income can be presented as a result of the cumulative
effect of living labour and means of labour:

AY =AY, +AY p=F; - AL+ Fg - AK.

or

In mathematical terms, the national income is a func-
tion of two variables — living labour and fixed produc-
tive assets — Y == f(L, K), while factoral growth Y,
depending on L and K, represents a full differential of

. o oY oY
this function: dY == '5de+ K dK .

For practical calculations of the growth rates of the
national income depending on living and materialised
labour it is expedient to utilise a simpler form of de-
noting the same dependence:

y=F; - |4+ Fg -k, (6)

where y, I, & are the growth rates of the national in-
come, the number of persons engaged in material pro-
duction and the fixed productive assets.

The most intricate problem in planning the growth
rates of the national .income while simultaneously con-
sidering the influence of living labour and means of
labour is to find the indicators of their incremental
(marginal) efficiency.

An intrinsic feature of such indicators is that they
characterise the relation between increments of factors
of reproduction and the results of this increment, which
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is explained by the dynamic nature of reproduction
itself. .To substantiate an increase in the national in-
come by the expansion of the fixed productive assets it
is necessary to utilise not an average indicator of the
output-asset rdtio but the incremental, i.e., additional
volume of assets needed for increasing the national in-
come by the planned magnitude. Since an analysis and
planning of the growth of the national income have as
their subject not its reproduction in the volume achieved

earlier, but the creation of an additional national

income it is therefore the incremental indicators of pro-
ductivity (efficiency) of the elements of social labour
that become decisive in this aspect. Incremental effi-
ciency of living labour and means of labour points to
the role of each of these factors in shaping the growth
rates of the national income. .
An approximate valuation of the role of living labou

and means of labour in forming the rates of extended
reproduction can be obtained as a result of joint mathe-
matical processing of three dynamic series — national
income, fixed productive assets and the number of per-
sons engaged in material production. Planners use as
a calculating instrument the uniform production func-
tion of the first degree of the type ¥ = aK®rL!-» which

4 K\
follows from — ==a (T) that reflects the dependence
of the productivity of living labour (—YL—) on assets per

worker (—Il%) That the sum of coefficients in this two-

factor function is (u+ 1 — u ==1) implies that if, for
example, the productive assets and living labour dou-
ble, the magnitude of the national income also doubles.
Such an assumption is quite conventional for a suifi-
ciently long period, inasmuch as it proceeds from the
extensive nature of economic growth (production rises
only to the extent of inputs), but-it makes it possible
to illustrate in a relatively simple way the role of living
labour and means of labour as factors of extended re-
production. ‘

The simplest expression of (6) which links the growth
rates of the national income with the growth rates of
fixed productive assets and of the number of persons
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employed in material production with the help of para-
metres of efficiency u and (1 — u), is as follows I: .

y=upk+ (1l —pl. (7

_ Making use of the two-factor function of national
income growth it is quite easy to establish the planned
growth rates of the national income, proceeding from
different combinations of the dynamics of fixed produc-
tive assets and the number of persons engaged in ma-
terial production. For this it is necessary to determine
the area of possible magnitudes 2 and / and with the
help of the established coefficients u and (1 —u) to
find at once the probable growth rates of the national
income. The idea of this calculation is reflected in the
following assumption that u = 0.4:

k
\ 3.0 4.0 5.0 6.0 7.0 8.0 9.0

1.0 | 18 2.2 2.6 3.0 3.4 38 | 4.2
1.5 2.1 25 29 3.3 3.7 4.1 | 45
20 | 24 2.8 32 | 36 40 44 | 4.8
2.5 2.7 3.1 3.5 39 4.3 47 | 5.1
3.0 3.0 3.4 3.8 42 4.6 52 | 5.4
3.5 3.3 3.7 4.1 45 1 49 55 | 57

The table shows, for example, that at / == 1.0 and
k=70 y=04.704+06-1.0= 34, i.e, a 3.4 per
cent increase of the national income annually. It is also
important to stress that one and the same growth of
the national income can be achieved with a different
combination of 2 and /. For example, y = 3 per cent
can be achieved with 2 ==3 per cent and [ =3 per
cent; £ =6 per cent and [ =1 per cent; £ =4 per
cent and [ = 1.5 per cent, and so on. This distinction
of the method makes it possible in the process of plan

! The quantitative value of parametre p and also of (l-—p) is

found by processing dynamic series, in the given case (—L—) and

(%—) by methods of correlational analysis.
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calculation to compare different variants of economic
development — more labour-intensive and more capital-
intensive.

It is natural that in the course of economic develop-
ment, the relative role of living labour and means of
labour changes just as their incremental efficiency does.
This means that parametres F;, and Fg and also their
ratio Fp: Fx must be considered variables depending
on the increase in the scale of social production and on
technological progress.

The simplest case examined here presupposes that
the sum of indicators in the right part of the produc-
tion function is 1. The meaning of this constraint was
revealed earlier. Closer to reality is the assumption that
the growth rates of production outstrip the growth
rates in the inputs of living labour and fixed productive
assets. In other words, if K and 'L rise by 1 per cent,
the national income (Y) will rise by more than 1 per
cent. In the latter case it is assumed that in the pro-

duction function ¥ =aK*L? «+4p>1. In other words,
in analysing and planning the growth rates of the na-
tional income it is necessary to consider one more fac-
tor — the rise in the combined efficiency of social pro-
duction where technological progress is one of the main
sources. In this case the indicated production function

“of the type ¥ = aK®LP where a + B > 1 can be presented
as Y =aK"L' ™" or

y=h+pk+(1=pl, ®)

where A — the average annual rate of increase in the
national income as a result of raising the combined
ecornomic efficiency of labour and assets.

A comparison of equations (8) and (7) makes it
_ possible to establish that if the combined economic
efficiency of labour and assets (A > 0) rises, the na-
tional income grows faster than the inputs of living
labour and productive assets, in other words, we have
not only extensive, but also intensive accretion of pro-
duction. For example, in the absence of a rise in the
combined efficiency, say, A=0, n=04, k=40,
! = 20 the growth rate of the national income will be
0+04-40+4 0.6-2.0 = 2.8; if the national income as
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a result of a rise in the combined efficiency increases
by 1.5 points annually on the average, then y = 1.5 +
+04-4.0+ 0.6-2.0 = 4.3. The use of the last type of
production function in planning the growth rates of the

‘national income demands a forecast of the indicator of

change in the combined efficiency of labour and assets.

On the whole the multi-factor approach, in contrast
to the one-factor approach, enables planners at least
roughly to examine a cardinal problem of economic
development, namely, the combination of factors of eco-
nomic growth. In various economic conditions different
combinations are possible between the increase in the
inputs of labour and productive assets, between the
dynamics of combined inputs (of labour and assets)
and rise in their economic efficiency. The record of
history shows that at a low stage of economic develop-
ment an increase in the quantity of expended living
labour (the labour-intensive variant of economic devel-
opment) inevitably plays a particular role. Entering
the period of full-scale industrialisation implies the
gradual prevalence of the investment-intensive and la-
bour-saving way of economic development. The experi-
ence of the most developed countries shows that full
use of the achievement of the scientific and technolog-
ical revolution enables them to go over to the simul-
taneous reduction of all types of inputs per unit of the
produced national income. )

Thus, the multi-factor substantiation of the growth
rates of the national income represents a synthesis of
different, more specific approaches and a stepping-
stone to the next stage — planning the structure of so-
cial production.



Chapter 1V 4

BALANCE CALCULATIONS AND METHOD
OF OPTIMISING PROJECTIONS

Calculation of a country’s rates of economic develop-
ment and valuation of the growth factors of the nation-
al income presuppose transition from the general con-
tours of a plan to more detailed projections, up to
working out the targets for separate sectors. The bal-
ance method is widely utilised for such projections in
Soviet economic planning. :

Balance calculations are employed in national eco-
nomic planning first of all for determining the main
proportions of reproduction and the sectoral structure
of the economy. Thanks to the balancing of separate
sectors the scale of entire social production stably in-
creases. The development of any sector must be exam-
ined within the general system of national economic
inter-sector relations: an industry gets from other in-
dustries the equipment, raw material and fuel needed
for production and, on the other hand, its output goes
to consumer industries or to-the population. A devel-
oped division of labour creates an objective need for
the co-ordinated operation of all links of the economy
because these links are not isolated but closely inter-
connected. Realisation of this necessity and the resul-
tant conformity between separate spheres and sectors
of the economy makes for balanced, proportional devel-
opment of production. o

Proportionality in no way implies formal balance
between the component parts of the economy. In gen-
eral, balance is possible both theoretically and prac-
tically, for example, in a backward, agricultural econ-
omy at a low level of development. In a certain sense
short-term programming employed in some capitalis
countries helps to establish formal balance, »
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In the Soviet economy proportionality is not reduced
to the attainment of a balance. It presupposes consider-
ation for additional objective demands, namely,
1) maximum conformity of the structure of production
to the structure of social needs; 2) setting of economi-
cally efficient proportions which ensure priority devel-
opment of the most progressive key sectors and lines
of production, i.e., it is a matter of planned propor-
tionality in the development of the economy.

National economic proportions, just as economic
growth rates, are planned proceeding from the task of
satisfying most fully society’s needs. The structure of
the Soviet economy is constantly changing, being
adapted to the emergent requirements of production
and the population. In line with the new demands new
sectors arise, and in the traditional industries the
forms of organising labour and production are im-
proved. For example, the swift expansion in the manu-
facture of electronic computery is linked with society’s
needs in the means of automation, of accounting and
control. The mounting demand of the population for
consumer durables dictates the swift expansion of
branches' of the engineering industry which manufac-
tures them. Expansion of housing construction makes -
greater demands on the production of furniture.

The economy of the USSR today can be regarded as
a highly organised system operating on the basis of a
single state plan. It includes a number of sub-systems
(sectors of the economy and economic areas) and also
a tremendous number of primary economic units (fac-
tories, state farms, collective farms, trading, transport
and other establishments). The interaction of all the
elements of the economy must be strictly co-ordinated,
which presupposes definite proportionality of the entire
system. Conditionally, the entire' diversity of propor-
tions can be reduced to three main groups: I) national -
economic proportions; II) inter-sector proportions and
III) intra-sector or production proportions.

I. National economic proportions Teflect the most gen-
eral relationships in the creation and use of the so-
cial product and the national income; the singling out
of these proportions actually reflects their role in plan-
ning the country’s economic development as overall
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characteristics of national economic relations. These
proportions include:

newly created value and material production inputs
in the gross social product; in the Soviet Union this
proportion has been at the level of 1:1.2 in recent
years;

output of the means of production and consumer
goods, which provides the main characteristic of the
material structure of production; in Soviet industry the
share of the means of production is about 75 per cent
of the gross output !;

the ratio of consumption and accumulation in the na-
tional income, which determines the resources for ex-
panding production and the sources for raising the
standard of living; in the Soviet economy a high and
stable rate of accumulation is maintained at a level oi
over 25 per cent of the entire national income 2

the ratio of living labour and means of labour which
characterises the provision of labour with mechanisms,
power equipment, transport facilities, and the like; the
USSR has attained a high level of assets per worker
engaged in material production — namely, 5,000 rubles
of fixed productive assets. 3 '

Among the major economic proportions are also the
ratios between the necessary and surplus labour, the
sphere of production and the sphere of circulation, etc.
Each of them reflects its own aspect of reproduction.
In their totality economic proportions characterise the
most general, cardinal links and relationships in a
country’s economy. )

II. Inter-sector proportions concretise national eco-
nomic proportions, link them with the sectoral struc-
ture of the economy, with the growth rates of separate
sectors, and represent relationships between industry,
agriculture and transport and sectors of the non-pro-
ductive sphere. Planning of inter-sector proportions
makes it possible to ascertain the scale of structural
_shifts in the economy, the rates of industrialisation and

! Narodnoye khozyaistvo SSSR v 1968 godu, Moscow, 1969,
p. 185.

2 [bid.

3 [bid., pp. 50, 546-47.
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assignments for the development of progressive sec-
tors.

I11. Intra-sector, production proportions reveal in
even greater detail the content of economic relations,
they link up national economic and inter-sector propor--
tions with the technico-economic ‘indicators of repro-
duction. Intra-sector proportions reflect the main ra-
tios in the production of goods (by types) in an in-
dustry; ratios emerging in the process of production
from the viewpoint of utilising materials, fixed as-
sets, labour and financial resources; ratios of produc-
tion in branches manufacturing allied articles which
are links in a single production chain (pig iron —
steel — rolled stock; fibre — yarn — fabric).

National economic, inter-sector and intra-sector pro-
portions make up a single whole. They enable plan-
ners to ensure combination and unity in solving na-
tional economic and sectoral problems, on the one
hand, and also sectoral problems and the operation of
separate enterprises, on the other. Only if national eco-
nomic proportions are substantiated by more concrete
ratios in the development of separate sectors and of
enterprises within them is it possible to attain real pro-
portionality on the scale of the entire economy.

Distinctions in each type of proportions dictate the
need for applying specific balance calculations, the to-
tality of which makes up the single balance method of

planning.

1. Essence of the Balance Method

The idea of balance calculations is exceedingly sim-
ple. If we take the sphere of production, harmonious
development of the economy presupposes conformity
between the volume of output of definite goods and the
need in them. Moreover, account is taken not only of
the country’s own needs, but also of the quantity of
goods needed for export.

Balances of different type — value, labour and mate-
rial — are used in national economic planning.

Value balances are balances of the social product,
the national income, the money incomes and expendi-
tures of the population, the money revenue and expen-
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iture of the state (the national budget), and others.
They determine the ratios of the main elements ol the

conomy in money terms. Value balances of the nation-
al economy are used as a basis for establishing the
most general socio-economic proportions, for example,
the ratio between consumption and accumulation in the
nalional income; between the output of means of pro-
duction and consumer goods, between the real incomes
‘of the population and their provision with goods.

The balance of labour resources holds an important
place in the system of balances in general and labour
balances in particular. On the one hand, it makes it
possible to bring out the provision of production with
the necessary manpower and, on the other, to charac-
terise the unutilised labour resources. This balance fur-
nishes initial data for planning the training of person-
nel. ‘ ‘

Material balances in physical terms (tons, metres, or
other units) characterise production and distribution of
separate types of goods. These balances reflect the
need in definite goods and the sources for obtaining
them. A general state plan of material and technical
supply is compiled on their basis. Rates of productive
and personal consumption of various. goods are uti-
lised for ascertaining the need in them. Making use of
statistical data and also of technical calculations, it is
possible to estimate, for example, what quantity of fuel
(oil, gas and coal) is needed for generating, say, one
kilowatt-hour of electric power and also for producing
other goods in the manufacture of which fuel is uti-
lised.

This makes it possible to calculate the quantity of
fuel the economy requires for production purposes.
Then after ascertaining the quantity of fuel which will
be used by the population for personal needs (for
example, petrol for motorcars, gas in the household,
and so on), the total needs of society in different types
of fuel are estimated.

In estimating the needs in consumer goods study of
the population demand is of great importance. This is
done by planning and trading organisations and also
research institutes. The volume of the demand is esti-
mated on the basis of the planned level and dynamics
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of population incomes. Trade statistics, special inves-
tigations and also budget surveys of families of fac-
tory and office workers and peasants are utilised for
studying changes in the composition of the demand.
For more than 40 years now Soviet statistical agen-
cies have been conducting systematic observations of
50,000 family budgets. These studies offer a character-
istic of the population’s expenditures. On the basis of
a thorough analysis of the demand, trading organisa-
tions draw up requests and orders which are incorpo-
rated in production plans.

The normative method is extensively employed in
long-term planning of the needs in consumer goods.
A profound study of the problems of the physiology of
the human organism in different climatic zones of the
country under varying working conditions and also a
study of the range of social factors has enabled Soviet
researchers scientifically to establish rational consump-
tion standards (norms). They serve as a basis for
drawing up long-term plans of the production and sale -
of goods. .

Aiter studying the needs, the possibilities of satis-
fying them are ascertained, first of all by increasing
output through better use of available capacity and
modernisation of equipment; then the need in the in-
crease of capacity through new construction is deter-
mined. .

The balance method makes it possible to analyse the
multi-lateral relations between separate gectors and to
ensure the co-ordinated development of different parts
of the national economy.

Thorough technico-economic substantiation of the
proportions in the plan is a primary trend in raising
the scientific level of planning. Another trend is to
construct and use economico-mathematical models, in
particular a matrix inter-sector balance of production
and distribution of the social product, and also to devel-
op the theory and practices of optimal planning. This
presupposes the wide use of mathematics and electron-
ic computery in plan calculations. :

Let us examine the content and schemes of some of
the major balance constructions now employed in the

USSR,
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Balance of the production and use of the gross so-

cial product.! This balance characterises the material
aspect of social production: the sectoral origin of the
gross social product, its dynamics and use for re-
placement, consumption, accumulation and exports.
An approximate scheme of the balance of production
and use of the social product is as follows:
I. Resources of the social product (a 4 b):

a) output of the social product as a whole and
by sectors of material production, with the singling
out of the social sectors of production (without for-
eign trade);

b) imports.

II. Use of the social product (a +b+c+d+ e
—f):

a) exports; _

b) compensation fund — total and by sectors of

material production;

c) consumption fund — total;

d) accumulation fund — total;

e) other expenditures and reserves;

f) losses.

Equivalence of resources and of consumption for
- productive purposes, non-productive consumption and
accumulation is the main ratio established by this bal-
ance. The chief characteristics of the social product

balance show its circulation in the course of reproduc-

tion as a whole and by major types of goods. For
these purposes two groups of sectors of material pro-
duction are singled out in the balance: Department I
(output of the means of production) and Department II
(output of consumer goods).

The balance provides for a social aspect — produe-
tive consumption and accumulation are broken down
by state and cooperative-collective farm enterprises.

! The material of this section has been prepared on the basis
of Metodicheskiye ukazaniya k sostavleniyu gosudarstvennogo plana
razvitiya narodnogo khozyaistva SSSR (Methodological Instruc-
tions for the Formulation of the State Plan of National Economic
Development of the USSR), Ekonomika Publishers, Moscow, 1969,
pp. 547-73.
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The degree of specification of these characteristics in
planning depends on the practical necessity and also
on the available economic information. Details for the
groups of material resources within Departments I and
IT are given for a minimal number of items. The indi-
cators of the balance of the social product rest on the
system of material balances of goods in physical terms
for different sectors. This makes it possible in studying
the interconnections of the two departments to rely not
only on direct statistics but also on the corresponding
computations which bring out the general results of
productive consumption in each of these two depart-
ments. Indicators of the balance of the social product
for long-term plans are calculated both in current prices
of every year (they are used for assessing the turnover
of goods, the shaping of production costs, profit, popu-
lation incomes, and so on) and in comparable (constant)
prices of one year, usually the base year.

The structure of the social product by value in 1966
is characterised by data of Table 1.

Table 1

Structure of the Social Product in 1966 !
(per cent of total output for each department)

Wages
Gross | Materlal antdygé;ler Sur- [Nation-
product| production| o {apour [ Plus al
inputs remunera- {Product| income
tion
~ Entire economy [ 100 54.4 239 217 | 456
Department I 100 577 247 176 | 423
Department II 100 49.2 22.6 282 | 508

Balance of the production, distribution, redistribution
and use of the national income or the financial balance
of reproduction. It reflects the formation of primary in-
comes, their redistribution, the formation of finai in-
comes used for the needs of consumption and accumula-
tion. The balance of the national income characterises
the value aspect of reproduction and thereby ensures

' Narodnoye khozyaistvo SSSR v 1967 godu, Moscow, 1968,

p. 112,
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the co-ordination of financial indicators with the indi-
cators of the material structure of production.

This balance sums up the incomes and expenditures
of three groups of economic subjects: production en-
terprises (state and cooperative-collective farm), in-
stitutions and organisations of the non-productive
.sphere and of the population. The purpose of this bal-
ance is to demonstrate not only the equilibrium of in-
comes and expenditures but also to bring out the en-
tire diversity of major relations in the process of re-
distributing incomes between enterprises, institutions
of the non-productive sphere and the population, and
to determine the final characteristics-in the use of the
entire national income. ’ :

The balance of the national income reflects the
phases of exchange and distribution. The scheme of this
balance is given in an abbreviated form in Table 2.
This table shows that realisation of the goods produced
in the material sphere (or productive services) is
initial in the economic circulation of goods and in-

comes; part of the total income from the realisation of

goods and services goes for replacing the production
inputs, while the remaining part forms the net output
which represents the national income on the scale of
the entire economy. In the financial aspect, the net out-
put includes the primary incomes of factory and office
workers in the sphere of material production and also
the magnitude of the profit obtained in these sectors.
The primary incomes of enterprises and of factory and
office workers are -further redistributed within the
bounds of the entire economy to ensure conditions of
extended reproduction and satisfy the needs of the po-
pulation.

These balances, which in a certain sense character-
ise the results of the economy’s operation, are supple-
mented by a balance of labour and an overall balance
of fixed assets.

" The balance of fixed assets characterises the exist-
ence, increase and retirement of the fixed productive
and non-productive assets. The sectoral aspect of the
balance makes it possible to dovetail the targets of re-
production of fixed assets with the reproduction of the
gross social product from two angles — utilisation of
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Table 2

Scheme of the Balance of the National Income
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the fixed assets and the resources for forming them.
Sectoral balances of fixed productive assets are com-
piled for planning production and capital construction.

The overall plan balance of labour resources char-
acterises the available labour resources and their com-
position, their allocation by sectors, occupations and
social groups. It indicates: the -able-bodied population
engaged in the economy (workers, employees of state,
co-operative and social enterprises, institutions and or-
ganisations, and collective farmers taking part in the
work of their farms); other occupied able-bodied popu-
lation (artisans not united in co-operatives, individual
peasants, and so on); persons 16 years and older en-
gaged in full-time study; able-bodied population of
working age engaged in the household and in personal
subsidiary farming.

The balance of the money incomes and expenditures
of the population is a component of the balance of the
national economy. It characterises the volume and
sources of the money incomes of the population and
also the volume and composition of its money expen-
diture. This balance used for planning purposes aims
to establish a proper relationship between money in-
comes of the population, retail trade and the volume of
paid services and savings. Balancing of the money in-
comes and expenditures of the population for the
USSR as a whole and also by republics, territories and
regions, is one of the main requisites for ensuring pro-
portionality in national economic development plans,
jor a rise in the real incomes of the population and
stable money circulation. This balance encompasses the
entire population, without singling out separate groups
and is drawn up according to the following scheme:

INCOMES

—

. Wages
9 Incomes of factory and office workers received from

their enterprises and organisations in addition to
wages

3. Money incomes received from collective farms

4. Receipts from the sale of agricultural produce to the
state and co-operatives

5. Pensions and allowances
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. Scholarships

- Receipts from the financial system

. IC\)ﬁther receipts o

. Money received by money order and lett f i
(deducting the transfer and paid-in sums) er ot credt

Total money incomes

Excess of expenditures over incomes
Balance

LN

EXPENDITURES AND SAVINGS
1. Purchase of goods ’

of which:
a) in state and co-operati ing bli
a) in perative trading establish-
b) in consumer co-operati
et p ves at local market

. ¢) from collective farms
2. Payment for services and other expenditures
3. Obll'gator.y payments and voluntary contributions
4, 1Savmg's in the form of bank deposits and state
boaannkss, including an increase of deposits in savings -
5. Money sent by money order and paid for 1
credit (deducting the received sumsg) or letters of
Total money expenditures and savings
Excess of incomes over expenditures
Balance ‘

2. Static Model of the Inter-Sector Balance

Fundamental propositions of the inter-sector
of economic analysis and systematisation ofrr;itiltlg(}
data were already formulated in the first years when
the basic principles of the Soviet planned economy
were elaborated. The first balance of the national econ-
omy for the 1923/24 economic year was based on the
principle of input-output tables.! Somewhat later this
method was utilised for analysing the capacity of the
Soviet industrial market. For these purposes inter-sec-

! The fundamental scheme of the inter-sector balance was later

on, in the 1940s, utilised b . i i i
ottt eeonametris model.y W. Leontief forl constructing the input-
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tor tables of relations between Soviet industries were
prepared for the 1926-1928 economic years. In the
1950s Soviet economists began to compile inter-sector
balances with the help of electronic computers. Up to
now balances were prepared for 1959 and 1966 ‘(on the
basis of statistical reports) and also plan balances for
1962-1965, 1970 and 1971-1975 in physical and value
terms. Three groups of factors now dictate the special
importance of scientific and practical construction of
inter-sector models for economic planning.

1. Technological progress extends the sphere of
using separate products and increases the number of
stages in processing the initial raw material. Along-
side direct relations, relations of the first order, the
importance of the mediated relations of the second,
third and other orders is enhanced. Each industry be-
comes less autonomous and shifts in its development
increasingly affect allied sectors of social production.
A need arises for simultaneously describing and de-
fining the degree of co-ordination in all the inter-sec-
tor flows of goods.

2. The consistent improvement of planned guidance
of economic development raises the role of the aspects
of economic analysis and management which demand
consideration of the entire complex of multi-lateral
-economic links. The inter-sector balance serves as a
universal instrument in the analysis and planned set-
. ting of prices, in the calculation of the economic effi-
ciency of production, an instrument which makes it
possible to consider the effect of a definite measure as
it spreads throughout the chain of interconnected links.

3. Development of electronic computers and their
application in economic management dictate a uni-
form organisation of information, the construction of
economic models in which the streams of specific differ-
entiated data would be combined and expressed in
aggregated, general results.

An inter-sector balance is a kind of economico-

mathematical model of the process of reproduction

within the bounds of an annual cycle. Outwardly it is
a table consisting of four quadrants and constructed
in the aspect of the economic sectors. It ensures the
dovetailing of production and distribution of output of
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separate sectors. But the inter-sector balance is not
confined to the production sphere: it fixes. relations
along the lines of consumption and accumulation and
also characterises the redistribution and use of the na-
thI‘l};ll income.

The inter-sector balance combines quantitative -
portions with their qualitative charc;cteristics \Ix)/gtoh
coefﬁc1ents characterising the efficiency of social pro-
duct}on‘ and ]ab_our. The balance also incorporates eco-
nomic information making it possible to calculate the
total inputs of labour, assets and materials for every
variant of the structure of production. A fundamental
scheme of the inter-sector balance is given in Table 3.

Table 3
Fundamental Scheme of the Inter-Sector Balance

Productive consumption of output ,
Inputs Output - - ’ Fitnal Total
L2../J...n Total output %iusttgcli-
Curtrentl 1 X(1X12 «»» X1j -+« Xin W] h X[
materia 2 X91X39 +ev X9 v X W ‘
inputs 4 " . ) y°2 X'z
| I Quadrant | 11 Quad.
2 Xi1Xig von Xij +o¢ Xin W,' Yi X{
n XniXnz <« Xnj .. Xpn W, y;, X.,,
T n
otal C1€3 «vv Cf ... Cp pIoF Y X
J=1
v IIT Quadrant IV Quad.
aalclilged : (v14+my) ... v+ m
s (wgtmy) ... (vat-my)
Gross XX, .
output 142 ..Xj...Xn X

The vertical column of figures repres
. ] ents th
inputs for the production of goods ir? a deﬁniteesetg‘;[grl
over a year or any other period of time (formation of

‘value of the produced goods). They include both ma-
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terial resources obtained from other sectors and the in-
puts of living labour in the form of wages and the

surplus product. ) )
Equations which fix the formation of the social pro-
duction inputs in each sector of material production

can be denoted as follows !

X,=x1,-|—x2,-|- s —|—x,-,-|— e
...—|—xn,-'|—v,-|—m, (j=1,2,...,n)
where X; — social production inputs for the manu-
facture of goods in j sector (coinciding
in value terms with the volume of gross
output),

x;; — volume of output of i sector going’into |

j sector,? o
v; — the sum of wages paid in j sector,

m; — the surplus product in j sector.

Horizontally, the table of the inter-sector balance
shows the value or quantity of goods transferred from
the given sector to other sectors for production needs
(inter-sector circulation) and also for personal and so-
cial consumption and accumulation (size of the final
product in value terms). )

Distribution of the output of any sector of material
production can be characterised by the following equal-

ity:
Xi=xi1-|—x,2-|-...+x”+-~-+xin+yt
' (i=1,2,...,n

where X; — the volume of gross output of i sector;
x;y — the volume of output of i sector going for
productive consumption into j sector; .

y; — the volume of the final product of sector i.

The quantitative interconnection between the two sec-
tors of the economy along the line of productive con-
sumption of goods can mathematically be expressed as

follows:
Xip=a; - X;

1 These equations are used in constructing inter-sector balances

i terms.
" ﬁflllll: first index of symbol x;; shows from what sector the

goods come and the second in what sector the goods are consumed, ;
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where a;; — the quantity of goods of one sector (i)

’ necessary for unit production in another
sector (j), for example the quantity of
reference fuel for the generation of one
kilowatt-hour of electric power at thermal
stations; ]

X;— volume of output which has to be pro-
duced by the consuming sector (j), for
example kilowatt-hours of electric power
which have to be generated by all ther-
mal stations;

x;; — the entire flow of goods of i sector into
J sector.

The inputs of products of one sector for unit pro-
cuction in another sector are called the coefficients of
direct inputs. For every given level of development of
technology and production organisation they represent
the average magnitude of inputs for the sector, singled
out in the nomenclature of the inter-sector balance. The
degree of averaging the coefficients of direct inputs is
determined by the principles of classifying the sectors
or products in the given balance and also the scale of
aggregating the sectors and the products. Coefficients
can be calculated both in physical and in value terms.
The introduction of coefficients into the system of lin-
ear equations makes it possible to denote balance re-
lations as follows:

Xi=aX +apX,+ ...
Xo=ayX,+ apX,+ ...

o +a1an+yl
. +a2an+y2

....................

Xp=0nX| + anXo+ ... +an X+ ...

Thus, a static model of the inter-sector balance of
the production and distribution of goods in the nation-
al economy is expressed by a system containing » lin-
ear equations.! Equivalence of the number of un-

!'In a static model, in contrast to a dynamlc one, the system. of
equations does not include the investment equation. The indicators
of the production of goods and investments are co-ordinated
through calculations outside the balances.
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known magnitudes to the number of equations, i.e., n,
is a term for solving such a system. But the'general
number of variables in the system equals 2n. This makes
it possible, by giving n magnitudes from Xi... Xn
and y; ... yn to find the other n valugs. In the sim-
plest case when the volume of production of goods in
sectors X; (i=1, 2, ..., n) is known from the plan
projections, the volume of the final output in all sec-
tors can be computed with the help of the following

equation:
=X — i_Zlau Xy

If data on the magnitude of final output y; are cal-
culated in all sectors it is possible to estimate the

gross output of each sector X;.
Balance equations can also be denoted as follows:

Xz=i__21 Ayyy

where A;; — coefficients of the total inputs of products
of i sector per unit of the final output of
j sector. . )
Coefficients of total inputs play a special part in
analysing the volume of output by sectors and also as
an instrument of economic analysis because they in-
clude both direct and indirect inputs along the entire
chain of production links. .
The total inputs of electric power for the production
of one ton of aluminium, for example, consist not -only
of the consumption of electric power directly for elec-
trolysis and also for the production of alumina and
cryolite, but also of the inputs of electric power for
the production of materials received from other indus-
tries, in particular, chemicals, fuel, etc.,.m the part.m
which they are utilised for the production of alumin-
ium.
The coeificient of total inputs of coal per motorcar
is approximately seven times greater than the coeffi-
cient of direct inputs because it includes the consump-

tion of coal for the production of metal and electric

~power used in the manufacture of the motorcar, the
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inputs of coal for the generation of electric power need-

- ed for the production of metal used in this motorcar,

in other words, this indicator accumulates the totality
of direct and indirect inputs, in our case of coal, re-
quired for making one motorcar.

Using the matrix of the coefficients of total inputs,
nomographs can be made showing with sufficient pre-
cision the quantitative relations in the production and
consumption of product in different industries.

In the iron and steel industry, for example, the coei-
ficient of direct consumption of coal for the production
of metal is 0.0812. If we take into account only the
direct consumption the increase of output in the iron
and steel industry by 1 per cent will require a growth
in coal extraction by 0.15 per cent. But if we consider
the coeificient of total inputs an increase of 0.41 per
cent will be needed. :

In computations based on a static model of the in-
ter-sector balance it is economically expedient to use
coefficients of material inputs and also the volume and
structure of the final product as initial elements of
plan calculations. Plan coeificients of current inputs
have to be specially elaborated when a country’s econ-
omy changes technologically and structurally at com-
paratively high rates. Changes in the methods and
structure of production do not always allow the use of
data of inter-sector balances of past years for plan
projections. ‘

The working out of plan coefficients of direct inputs
is the most labour-consuming job in compiling an in-

. ter-sector balance. The total nominal number of coeifi-

cients is equal to the square of the number of sectors
covered by the balance. For example, in the case of a
balance of 120 X 120 sectors, this figure will exceed
14,000 coecificients. But actually- such a balance has
only about 7,000 coefficients, which corresponds to the
actual flows of goods into productive consumption. Of
these 7,000 coeificients, as demonstrated by the experi-
ence of the USSR, about 1,000 cover more than eight-
tenths of all the material flows and hence are of deci-
sive significance. This is taken into account by econo-
mists in preparing the initial information for a plan
inter-sector balance.
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In the USSR two main methods have been applied
for determining plan coelficients of direct material in-
puts:

1) The simplest method is to adjust the basic input
coefficients. For this purpose it is necessary to use sta-
tistics on the consumption of raw and other materials,
fuel and power, data of the inter-sector balance for the
past period, the available normatives and calculations
for reports and estimates. '

2) The method of directly calculating the coeffi-
cients of direct material inputs in terms of value is
more complex; it is based on technico-economic rates
of inputs in value and physical terms.

Plan value coefficients of direct material inputs of
goods produced in i sector per unit of gross output in
j sector are calculated according to the formula:

m q
Q== Z Z Qpi % Wridyy
k=l 1=1
where a;; — coefficient of direct inputs of products of
i sector per unit of gross output of j sec-
tor in value terms;
ay; — coefficient of direct inputs of % product
for I product in physical terms;
p» — price of & product;
p; — price of [ product;
w,; — share of k& product in total inputs in I
product;
d;; — share of [ product in gross output of j sector;
m — number of k£ products in i sector;
g — number of [ products in j sector.

As seen from this formula the level of coefficients
of direct inputs in terms of value depends on the mag-
nitude of corresponding coefficients of direct inputs in
physical terms, on the ratio of prices of materials and
output, the product structure of the gross output of the
sector and the level of integration between the sectors
concerned.

Economically, the final product is the part of the
gross social product which in the given year goes
beyond the bounds of current production and is used
for personal and social consumption, replacement of
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retired fixed assets, thorough repair and accumulation
of fixed assets and also the accumulation of circulat-
ing assets plus the export-import balance.

In other words, the value of the final social product
consists of the value newly created in the given year
by living labour and the value transferred from the
means of labour accumulated in previous years.

Thus, the main part of the final product is the uti-
lised national income; its composition by elements is as
follows:

1) replacement of the retired and thorough repair of
fixed assets;

2) consumption fund (personal and social);

3) accumulation fund (increase of fixed and circu-
lating assets, reserves and stocks);

4) export-import balance.

At the first stage in designing the national economic
plan the total volume and main elements of the final
product are established on the basis of macro-economic
calculations. Following this its sectoral structure has
to be calculated. Here the most intricate task is to cal-
culate the sectoral structure of the personal consump-
tion fund. For this purpose use is made of such tech-
niques as analysing the tendencies of change in the
composition of the personal consumption fund; calcula-
tions of rational consumption rates; calculation on the
basis of plan coefficients of demand elasticity depend-
ing on the level of per capita income.

At the same time the method of extrapolating struc-
tural shifts is utilised.

Intricate specific problems have to be solved in
planning the sectoral structure of other elements of
the final product. A profound economic analysis of the
existing structure and also ol trends of its changes in
the plan period are initial in all cases.

Creation of a normative base and ascertainment of
the elements of the final product enabled planners to
calculate variants of the inter-sector balance of pro-
duction and distribution of goods for 1970. Since 1967-
1968 a number of variants of the inter-sector balance
up to 1975 has been compiled.

The model described above can be employed for

establishing the volume of production and distribution
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of goods by industries. At the same time these calcula-
tions provide a basis for determining the necessary
inputs of labour and fixed assets. For these purposes
Soviet planners also calculate the coefficients of direct
and total inputs of living labour and productive as-
sets per unit of output, i.e., information which makes
it possible to secure the balancing of the final and
gross social product, of labour resources and produc-
tive assets.

The availability of plan coefficients of total inputs
of labour and productive assets per unit of the final
output allows directly to co-ordinate the planned vol-
ume and sectoral structure of the final social product
with the amount of labour invested in material produc-
tion and the productive assets needed for its produc-
tior.

3. Dynamic and Optimal Models

Soviet economists have recently begun to employ dy-
namic models of the inter-sector balance and optimal
sectoral models. A dynamic model of the inter-sector
balance offers a number of advantages as compared
with a static model which does not ensure the organic
co-ordination of the gross output plan with the plan of
investments. In a static model of the inter-sector bal-
ance productive investments are regarded as given,
with their subsequent specification in an iterative way.
In a dynamic model productive investments, linked
with the expansion of output, are ascertained as a re-
sult of the solution of equations of the model itself.
A dynamic model of the inter-sector balance shows
how production over a number of years is intercon-
nected.

This model of the inter-sector balance of the produc-
tion and distribution of goods in the national economy
is expressed by the following system of equations:

X; (t)=1§1 a”(t) X ®
+ 33 by () R AX (4 1)+ ¥ ()

j=t r=l1

i=12...,mt=12,..., 7)

102

where X, (f) — the volume of output of i sector in # year
of the plan period;
bi; () — unit investment of products of i sector
per incremental unit in the output of j
sector;

T— maximum gestation of investments —
the period from the beginning of invest-
ments to the obtaining of output;

k], — share of investment of productsof i sec-

tor for increasing output in j sector

over r years up to the end of construc-

tion in the total volume of investment

of products of i sector for increasing
) output in j sector;

Y;(¢) — final output of i sector in ¢ year minus
investments needed for expanding pro-
duction.

Solution of the equations of the dynamic model of the
inter-sector balance provides the basis for estimating the
volume of output by sectors for every year of the plan pe-
riod and the productive investments required for expand-
ing production as broken down by sectors and years.

The contradictory nature of the influence exerted by
different factors of production on economic results
makes it necessary to choose from the many possible
variants one that would ensure the best use of the
available resources for achieving the target. This is
done with the help of optimal planning.

Optimal planning has two distinctive features: first,
the existence of an objective (criterion) function, which
characterises the main aim of production in the plan
period; second, it includes in the calculation different
ways of achieving the set objective, i.e., different eco-
nomic and technological variants. Optimal planning is
possible at different levels — national economic, sec-
toral and local (enterprise or economic area). The tasks
of sectoral and other local production plans are -the
same: to obtain a maximum final output (of the sector,
enterprise) of a definite composition and quality
through best use of the natural resources, productive
assets, labour, raw and other materials, fuel and electric

power, i.e., all the component elements of production,
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-On the national economic scale the optimal plan also
proceeds from maximally satisfying the total needs of
society with the available resources. But the needs
themselves, being determined by the production factors,
must be optimised. The theory of this problem is now
being elaborated.

- Optimal planning is based on theoretical and prac-
tical achievements of Soviet economic science, mathe-
matics, cybernetics and the development of electronic
computery. The use of mathematical methods and elec-
tronic computers in planning not only greatly accel-
erates economic computations for planning purposes,
but, what is most important, simulates real economic
processes by constructing economic models. The system
of optimal planning models includes: aggregated na-
tional economic models which register the interaction
of rates and factors of extended reproduction; static

and dynamic models of inter-sector relations which -

characterise the sectoral structure of production and
the flow of goods between different sectors; models
reflecting the dependence of the level and composition
of the consumer demand and volume and distribution
of incomes by population groups on the levels and re-
lationship of prices of separate goods; models of for-
eign trade, of goods exchange between areas, location
of production, and others.

The system of economico-mathematical models of
optimal planning also includes models designated for
solving local production problems, for finding optimal
directions of freight flows, rational use of the available
machinery, fuel or raw materials.

Specific characteristics of social needs and definite
indicators of resources are used at each level, each
stage of optimal planning depending on the degree of
aggregation. At the level of overall plans the achieve-
ment of a maximally used national income (or maxi-
mum of the consumption fund for the plan period) with
the available productive assets and labour resources
may be taken as a criterion. At the level of a multi-

gector model for planning purposes the social needs are

characterised by the structure of the final product,

which includes investments and consumption (static
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model) or only consumption (dynamic model). The re-
sources are the productive assets, labour force and the
intermediate product in the sectoral aspect. To con-
struct an optimal inter-sector balance, besides these
two components, it is also necessary to employ several
methods of producing the given element of the final
product (in the generation of electric power, thermal
and hydroelectric stations; in the manufacture of
fabrics — chemical and agricultural raw material by
types, and so on). In constructing an optimal plan at
a separate enterprise, the volume and assortment of
the final output can be characterised by indicators in
physical terms; the resources, by the number and ca-
pacity of machines, the quantity of raw materials, the
number of workers of different trades, while the vari-
ants of production of the final output, by different man-
ufacturing methods.

The techniques of optimal planning sharply raise the
demands made on plan norms of unit inputs of raw
and other materials, fuel, electric power, productive
assets, investments and labour. The norms for the plan
period reflect the progress of science. and technology,
and improvements in the organisation and methods of
production. Plan norms should consider the most pro-
gressive tendencies in the development of technology.
For optimal planning it is particularly important that
the normative basis allow calculations ol variants. That
is why in setting plan input rates it is necessary to
provide for the possibility of different production solu-
tions. A comparison of different variants of production
makes it possible to choose the most efficient one which
ensures minimal total labour and material inputs in
achieving the target.

Let us examine a typical problem of optimal plan-
ning — optimisation of the development and location of
the production of homogeneous products, for example,
cement, fuel oil or certain foodstuffs. The solution of
the problem presupposes finding an expedient volume
of output of products for the given places or areas of
their production. It is necessary to satisfy the need in
product P; (j =1, 2, ..., m) given for each of m places
of consumption, with minimal inputs for production and

_transportation to the consumer.
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Possible variants of the volume of output for each
of n places of production are estimated in advance. Let
us assume - that b; of such variants with volumes
Aji(s,=1,2, ..., b,) are possible for i place or enter-
prise. Variants of using and reconstructing the enter-
prises available at the beginning of the plan period
and also variants of building new enterprises are con-
sidered. The total input equivalent is estimated for

each of the b; possible volumes of production Aj at i
enterprise, which includes for enterprises being built or
reconstructed investments K;i multiplied by the nor-
mative coefficient of the efficiency of investments E,
and for all enterprises the current inputs Cjt calcu-

lated for the entire volume Ajt. In the course of pre-
paring the initial information the expenditure for
transporting a unit of the product from i enterprise
to j consumer are also estimated and denoted through
gij (i=1,2,...,n;j=1,2,...,m). .

This problem can be solved by the following econom-
ico-mathematical model of the optimal location and
development of the production of goods.! .

We have to estimate the volume of production X;
(i=12, ..., n) for each of the enterprises and a non-
negative volume of transportation or deliveries X;;
from i place of production to j place of consumption
(i=12 ...,n j=1, 2, ..., m), which would
satisfy:

* the conditions for covering the needs of every con-
sumer

n
Doay=I;, (=12,...,m)
i=1
the conditions of allocation for each enterprise of prod-

ucts between consumers on a scale not exceeding the
volume of the produced output

m
X,;=>dx (=1,2...,n)
=

! In preparing this section the author made use of materials
of the article written jointly with E. B. Yershov (see Planovoye
khozyaistvo No. 2, 1966).
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the condition for the choice of X; volume vfrofn among
the given volumes

1 2 b
AL AL, AN
r
= i
X, = A

(here r; is the number of the variant of development
of i enterprise chosen in the optimal plan) and would
minimise the total input equivalents for the production
and lransportation given by the criterion function:

n m
121 (C? + EK} + 21 g,,x,,->-
== j=

In the given static problem all the initial information
about the needs and possibilities of production and,
consequently, the information obtained as a result of
calculations, usually relates to the last year of the plan
period. Should this period cover several years, variants
for part of the enterprises operating at the beginning
of the plan period may be examined with volumes of
production smaller than those already achieved or even
a variant of fully discontinuing the production of the
given product. In the latler case A} =0 is introduced
and the transition to the manufacture of other goods is
specially considered for such an enterprise. Let us note
that in ascertaining inputs C;i and K;i" the possibility
may be considered of combining the production of the
given goods with that of other goods.

In problems with many given variants of the volume
of output for every enterprise the inequality expressing
the condition of allocation of goods cannot be replaced
by a strict equality and part of the annual capacity of

the enterprise A;i—inj) may be kept in reserve.’
S

Insignificant changes may be introduced in the criterion
of optimality so that the current inputs correspond to

the real volume of production Zx”,and not to the
i

maximally possible volume AJi under the given vari-
ant. Excess of the possible volume of production 2 X,
. A -
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over the total needs ZH, does not run counter to the

i

formulation of the problem of optimally developing and
locating the production of the given goods because it
makes it possible even in the static problem to consider
to some extent the dynamics of needs beyond the
bounds of the plan period. This is most clearly dis-
played in problems which obviously consider the level
of needs for several stages of the plan.

In a static form the model of optimising the develop-
ment and siting the production of homogeneous. prod-
ucts has been applied for such an important item as
cement. Calculations have been made for three levels
of long-term needs (100, 125 and 150 million tons) and
four variants of the recoupment period, ranging from
five to ten years. ‘

An analysis of the obtained computations made it
possible to single out the mills most promising as re-
gards the further development of the industry and also
those poorly operating.

The possible volumes of production are not neces-
sarily given by an enumeration of magnitudes A,

as is the case in manufacturing industries with a typ-
ical volume of annual output accepted in designing
enterprises. For the extractive and a number of manu-
facturing industries the possible volumes of production
for enterprises may constantly change within certain
limits. In such cases the unknown volume X; either is
equal to zero (an enterprise is not built, is not oper-
ated) or is encompassed in a range

m <X <M,
where M; and m; are the biggest and smallest volume
_of production for i enterprise. In models of such a type
the inputs are given as function f;(X;) of volume X4
A function often utilised is
¥ { Owhen X; < m,
fi( i)—‘ UiXi—[-ViWhenXi}m,
or in a more general case a “piece-wise” function.

What characterises the latter is that the range of pos-
sible volumes of production is divided into a number.of
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_intervals, for each of which the conventionally constant
input equivalents that do not depend on X; and inputs
that grow linearilly, together with an increase of X,
are estimated. One of these intervals may correspond
to a variant of using an existing enterprise without
enlarging it and others, to several possible levels of its
reconstruction.

More complicated functions for establishing inputs
should reflect with greater precision the transport cost
of delivering goods to consumers. This expenditure, if
the conventionally constant inputs are singled out and
if account is taken of the reduction in the freightage
cost per ton/kilometre as the volume of transportation
t('xij) rises, is usually expressed by the following func-
ion:

0 when X = 0

(X)) =
giy (*sp) {g”x”—[—h”whenx”>0-

Models in which the inputs are given as a function
of the volume of production and transportation have
been used, for example, for solving the problem of op-
timally siting the opencast mines of the Kansk-Achinsk
coalfield and the cheese factories and creameries in Al-
tai Territory and in the Moldavian Soviet Socialist Re-
public.

In the model described above the transportation ex-
penditure was considered only for the delivery of finished
goods or raw materials, which is permissible when one
of these expenditures changes slightly as compared
with the other in different variants of siting an enter-
prise. But it is also possible simultaneously to consider
the expenditure on transporting raw materials and
finished goods. In such problems use has been made
of the linear dependence of the expenditure on the vol-
ume of production and transportation, while the dis-
crete plurality of possible productive capacity by sepa-
rate enterprises was not taken into account. This made
it possible to employ techniques used in the ordinary
transportation problem of linear programming.

In solving concrete problems, besides the terms for-
mulategl in the simplest model of location, a need arises
to consider a number of circumstances and constraints.
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Among them, for example, are constraints in the case
of separate deliveries of the type

diy < xiy < dj

or overall constraints in the use of scarce resources.
Thus, if a maximally possible volume of investments
is given, the model includes constraint

2KE<K
14
or

DK (X)<K

where K/t are investments for r; variant of develop-

ment of i enterprise in an optimal plan and K;(X;) are
the same investments taken as a function of the volume
of production X;. There are instances when such addi-
tional constraints insignificantly complicate the tech-
nique of finding optimal solutions, while giving a more
precise economic formulation of the problem.

An approach to problems of development and loca-
tion in a sector as a monoproduct problem is practically
by far not always possible and justified. In a more
general case it is necessary to consider several stages
of processing the goods (known as the multi-stage
siting problem), the quality of the goods, nomencla-
ture, possibility of substitution in the consumption of
a number of products. A case in point is the optimal
fuel balance, in which the needs are given in terms of
reference fuel, while the inputs of consumers are differ-
entiated by the types of the fuel they use.

In this case the mathematical problem is formulated
as follows:

We take m centres of fuel consumption, each of
which is conventionally called a “consumer”, and n
centres of fuel production. We regard as given needs 4;
(in terms of reference fuel) of j consumer utilising one
type of fuel and also coefficients a;; of the efficiency
in the use of the fuel of i supplier in relation to the
type of fuel used in calculating the needs of j con-
sumer.

If the volume of production of fuel by i supplier does
not exceed the given level B;, the unit input equivalent
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by for the production of a marketable ton of reference
fuel is calculated. If the volume of production of {
supplier exceeds volume B; the additional unit input
equivalent C, per ton of reference fuel produced above
the fixed level is taken into consideration. The maxi-
mally possible volume of production M; of i supplier
is regarded as known. »

The additional input equivalent h;; for every con-
sumer in utilising fuel of { supplier, as compared with
similar inputs in utilising the most economical type of
fuel, are estimated, and the unit input equivalent g;;
for delivering a ton of reference fuel by i supplier to j
consumer is given.

In the problem it is necessary to find the non-nega-
tive magnitudes x;; (i=12, ..., n; j=12, .., m)
which is the quantity of reference fuel of i supplier de-
livered to j consumer, and y; is the excess of the vol-
ume of production by i supplier above the level B..
The unknown magnitudes must satisfy the following
inequalities:

2:,x”<B,+y,<M, (i=1,2 ..., n

;a”x”=A, (Gj=1,2,..., m

and minimise the total magnitude of the input equiv-
alent needed for satisfying the given requirements of
all consumers in reference fuel:

g g(b, + by + gip) xy + ,}J Ciy:-

Constraints can be additionally introduced in the
problem, for example, as regards the volume of utilised
investments, the capacity of gas pipelines, and so on.
Methods of linear programming are used for finding
optimal solutions. Similar models could also be em-
ployed for other groups of substitute products.

In calculating optimal balances of goods entire eco-
nomic industrial complexes which encompass a definite
sphere of production and consumption of respective
goods and not separate enterprises are considered.
Each group is taken as an initial unit (initial variant).
Groups which unite production sites (suppliers) and
groups which unite consumers must be homogeneous;
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the former as regards the method of production, the
type of goods and economic indicators of operation;
- the latter, for the method of consuming the product,
the magnitude of the expenditure linked with its con-
sumption and the effect received by the consumer when
substitute products are used. For example, in calculat-
ing an optimal balance of production and consumption
of fuel for furnaces separate fuel-producing districts
and their location are taken as initial if fuel of one
type is produced in the same way and the economic
results of mines and oilfields are not too differentiated.
If one type of fuel is produced in different ways in a
coal area or oilfield, they must be represented respec-
tively as several conventional points (methods) of fuel
production. The initial unit in fuel consumption is all
the consumers of an administrative region which have
a similar type of furnaces or other fuel-consuming in-
stallations and demand fuel with similar technical spec-
ifications. ‘

To simplify calculations the transport component is
not included in the objective function of optimal bal-
ances in the case of goods with a very small cost of
delivery to the consumer.

In calculations of optimal balances of production
and consumption of goods the choice of the optimality
criterion is especially important. In a general case
when a balance of substitute goods is calculated and
transport costs make up a big share of the expenditure
it is necessary to consider in the objective function the
sum of inputs in production and consumption (taking
into account the consumption effect) and the cost of
transportation. If a balance of goods for which there
are no substitutes is calculated it is sufficient to take
as a criterion only the production and transport inputs.

In local calculations when rational variants of pro-
duction have to be chosen, the formula of the annual
input equivalent is utilised. Here, the normative coeffi-
cient of efficiency of investment plays the role of an
investment constraint. In solving big national economic
problems by linear programming methods and in cases
when it is possible in formulating the problem to con-
sider directly in the mathematical model the investment
and capacity constraints, normative coefficients of effi-

e

ciency meed not be used. In such cases in constructing
the objective function (criterion) it is sufficient to
consider only the current inputs. Moreover, in solving
the problem both the optimal .variants of the plan and
the coefficients of economic efficiency of using produc-
tive capacity and investments are found.

But not in all problems solved by mathematical pro-
gramming methods is it possible to consider constraints
in investments and productive capacity in formulating
the problem. More often are instances in planning
when constraints in somie types of investment and ca-
pacity can be set in the initial model, while this cannot
be done for other types, although on the whole they
are scarce in the national economy. In such cases in
constructing the objective function it is necessary to
consider the scarcity of investments through the nor-
mative of the efficiency by calculating the inputs accord-
ing to different variants, with the help of the formula
of the annual input equivalent.

Calculations make it possible to find the optimal vol-
ume and methods of producing goods by enterprises or
groups of similar enterprises; optimal schemes of at-
taching suppliers to consumers; the most advantageous
allocation of available resources for construction. This
enables planners to ascertain the efficiency of utilising
the available productive capacity in the plan period
and the efficiency of investments and also to find the
optimal structure of production and consumption of
substitute goods.

Optimisation of plan projections is usually not con-
fined to the construction of one model. As a rule, a
series of calculations is made in which the behaviour
and stability of the optimal solution is studied, depend-
ing on changes in needs, inputs for the production and
transportation of goods. Economico-mathematical val-
uations are also made characterising the economic
efficiency of different variants of long-term development
of the production and use of resources.

Depending on the type of function used for ascer-
taining the inputs, the discrete nature of the many
values assumed by the unknown magnitudes and other
distinctions of the employed models, different tech-
niques are used for the precise or approximate finding
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of optimal solutions, including methods of linear, non-
linear, integer and dynamic programming. In intricate
multi-product and integer problems good results are
obtained by breaking down the general problem into
several simpler ones which are solved with the help of
standard techniques. The development of optimal plan-
ning methods puts to the fore questions of considering
the production interconnections on the scale of the en-
tire economy.

Optimal planning methods are used.on an ever wider
scale in the USSR. While at first the range of economic
problems was limited to the bounds of separate enter-
prises and then to sectors, at present work is being
done to design an optimal plan on the scale of the
entire national economy. The Soviet Union is the
country where optimal planning originated,! and con-
siderable achievements have been registered both in the
applied and theoretical trends of research in this
sphere.

Optimal national economic planning enables us to
raise planning to a qualitatively new stage, which
makes it possible fuller to satisfy society's needs with
the same resources.

1 Problems of optimal planning are examined in the well-known
works of V. S. Nemchinov, L. V. Kantorovich, V. V. Novozhiloy
and kurie.

Chapter V
PLANNING INVESTMENTS IN THE ECONOMY

The experience of the planned development of the
economy in the USSR shows that investments have
been the main instrument for changing the sectoral and
territorial structure of production, building up new pro-
gressive industries, introducing new technology and
raising labour productivity through mechanisation
and automation. They ensured high economic growth
rates and an advance in the living standard of the
people.

Ultimately the trend of investments, their flows, allo-
cation over the country’s territory and efficiency prede-
termine the future economic and technical level of pro-
duction. It is for this reason that great attention is
paid in the Soviet Union to planning investments. In
many developing countries” the investment programme
often represents the core of the national plan.

A distinctive feature of the investment plan in the
USSR is its close dovetailing with other sections of the
national economic plan. The intimate link between the
investment programme and other sections of the na-
tional economic plan is explained by the fact that in-
vestments are one of the main factors for expanding
productive capacity. The investment plan must be
backed by financial and material resources and man-
power of the requisite skill. Material resources for in-
vestment can be planned only by considering the pro-
duction plan. A high level of eificiency of productive
investments is ensured by investments in science and
development of new manufacturing processes, in the
system of education and in the training of new per-
sonnel and advancing the skill of the employed.
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A change in the efficiency of each unit of investment,
in turn, affects both the general volume of the national
product and income and also the distribution of the
latter into the accumulated and consumed parts.

1. Investment Programme of a Country

Ascertainment of the volume of investments, the cri-
teria for their allocation and valuation of efficiency in
calculating the construction plan always depend on the
conditions of production, the level of a country’s eco-
nomic development and the social changes being carried
out. The prevailing socio-economic relations, the pres-
ence or absence of exploiting classes, the level of
commodity production in the national economy and the
degree of influence exerted by the state on the scale
of accumulation — all this determines the possible vol-
ume of investment for expanding production and in-
creasing a country’s non-productive fixed assets.

The relationship between the increase in the scale of
investments, their allocation and the necessary growth
of consumption is a very acute problem when the pro-
ductive forces are at a low level. To lay the foundation
of a highly industrial economy in the form of heavy
industries, the power industry, the transport system and
other elements of a modern infrastructure big invest-
ments have to be made without freceiving a commen-
surable return over a definite period. But after the
cycle of building and assembly work is completed in
the entire intricate and multi-linked chain of produc-
tion, the return yielded by the new capacity steadily
increases. This is expressed in a rise of labour produc-
tivity in all sectors, expansion in the output of con-
sumer goods, in the possibilities for reducing the work-
ing day, making bigger appropriations for research
and ever greater tapping of the natural resources.

An analysis of consumption and the scale of past
investment is the initial basis for setting the targets in
planning investments. It makes it possible to compare
the significance of long-term and current tasks and, by
deciding the importance of each of them, to estimate
the future social needs. Investments represent a depen-
dent magnitude. Substantiation of their scale, direction
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and flows is contained in the overall balance calcula-
tions of the rise in society’s needs and the possible
volume of production in the plan period.

The necessary investments in the plan period can be
roughly estimated by comparing society’s needs (in-
cluding personal and social needs and alsp exports)
with the attained volume of production and the ex-
pected commissioning of new capacity, the construc-
tion of which is being completed, and also possible
smports. The difference between the needs and the
available capacity is the magnitude of the additional
capacity that has to be developed.

The scale of the required investments is determined
by the efficiency of every unit of invesiment, i.e., the
expenditure for increasing capacity. The needed volume
of investments is compared with their possible magni-
{ude. The latter is determined by the rate of accumula-
tion in the national income, the volume of the national
income and the magnitude of renovation, i.e, I =
= a.Y + R, where I — investments, a — the share of
accumulation in the national income, ¥ — the national
income and R — renovation.

At preseni replacement of retired fixed assets claims
about 20 per cent of the total investments in the USSR.
The magnitude of renovation, in turn, depends on the
sum of the created fixed assets and the speed of their
retirement. But the main part of investments comes
from the newly created national income.

Accumulations account for 25-30 per cent of the na-
tional income in the Soviet Union. They include: incre-
ment of fixed assets (production buildings and houses,
installations, equipment and machinery, draught and
productive livestock, and so on), an increase in mate-
rial circulating assets (stocks of raw and other ma-
terials, fuel and finished goods, balances of commodi-
ties in trade, stocks of farm produce and uncompleted
construction), an increase in state material reserves,
and in personal stocks of farm produce kept by the pop-
ulation.

The rate of accumulation in the preceding period is
the guidepost for subsequent projections but not a rigid
indicator. Its magnitude for the initial stage of indus-
trialisation can be regarded as the lower boundary of
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accumulation. The industrialisation process demands
an increase in the share of accumulation. As the gap
between developing and developed countries is bridged,
the problem of a high rate of accumulation is removed
from the agenda. The structure of the use of accumula-
tions may also change. A definite saturation with means
of production makes it possible to allot a considerable
part of the investments for non-productive needs. But
in these conditions, too, the further growth rates will
depend both on the efficiency and volume of invest*
ments in production.

In the USSR the share of accumulations used .for
increasing the fixed productive assets amounted to
38-41 per cent of the total in recent years; the share of
accumulations going for an increase of the material
circulating assets and reserves was 34-42 per cent.

A comparison of the needed volume of investments
for socio-economic development with available resources
(part of the national income and renovation) makes
possible the first preliminary balancing of the invest-
ment plan. This balance can be achieved above all by
changing the rate of accumulation or the magnitude
of inveslment coefficients by, inasmuch as the increase
in output (AX) depends on the volume of investments

and their efficiency, i.e., AX = ﬂb—;—i—_—&. The ceiling of

the accumulation rate is apparently a magnitude which
preserves the former level of per capita consumption.
The minimal value of the accumulation rate conforms
to the size of investment needed for maintaining a con-
stant ratio between a country’s fixed productive assets
and population (the constraining parameter will be the
rate of population increase). Otherwise the fixed assets
will be consumed with a resultant lowering in the scale
of production and the standard of living.

Investment coefficients are largely predetermined by
the attained technological level of production and its
structure. But their magnitude may alter depending on
the intensity of changes in production processes and
the allocation of investments. In this connection it is
necessary to have a correct idea of the content of in-
vestment coefficients, especially those utilised for gen-
eral economic calculations in macro-models of growth.
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[f deep structural changes are taking place in the econ-
omy investment coefficients must consider the influence
exerted by sectoral efficiency of investments.

The lag in returns on investments as compared with
the period when they are made, known as the gestation
effect, is of essential significance for plan calculations
of the efficiency of investments. This is especially im-
portant if a sharp change in the structure of production
is contemplated. That is why in calculations of eco-
nomic efficiency, alongside a year-by-year comparison
of output, profitability, costs and labour productivity
with investments, it is advisable, for control purposes,
to compare these investments with the output which
may be obtained in future, for example, after three
years. Thus, it is expedient to compare investments
made in 1968-1970 with the output that will be received
in 1973-1975.

At the macro-economic level the balancing of the nec-
essary and possible investments in terms of money
must be assessed, and the extent to which the invest-
ments are backed by material resources should be cal- -
culated. This is ascertained above all by the relation-
ship of the available and needed capacity in sectors
which produce elements of the fixed assets. For these
purposes use is made of the data of the balance of the
national economy which divides production into two
departments: output of the means of production and
of consumer goods. For industry group A is singled
out (output of means of production) and also a charac-
teristic is given of the volume of output in the engi-
neering industry and construction, whose output repre-
sents major material elements of the investment plan.

Such overall calculations which rest on macro-eco-
nomic balances with the singling out of means of pro-
duction can be utilised as an initial base for further
less aggregated calculations or can serve as the gen-
eral framework for allocating invesiments by sectors.

Investments by industries and sectors of the national
economy and also by areas are allocated in accordance
with the sequence of accomplishing general economic
tasks set for the given plan period. A comparison is
made of investment elficiency by sectors. The national
economic criteria of efficiency may not always coincide
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with the efficiency criteria of some particular sector. In
this respect during the first two five-year plans priority
in investments was given to heavy industries, although
their efficiency indicators were not the highest at that
period.

A national economic approach is particularly impor-
tant for plan calculations of the economic efficiency of
investments. For example, better concentration of ores
may increase costs and lower productivity at a separate
mining and ore-dressing enterprise. But this will en-
sure higher labour productivity on a social scale, inas-
much as the concentrated ores will bring about a rise
in labour productivity and improve the economic per-
formance of metallurgical works. That is why indicators
of total investments which take into account invest-
ments in allied sectors and are comparable for all in-
terconnected industries are of great importance in
valuating the projections of investments by industries.

Indicators of economic efficiency of investments for
the USSR as a whole or for a Union Republic differ
from indicators applied in sectors, sub-sectors and sep-
arate enterprises. National economic indicators are
above all calculated for the net product of the economy
of the country or a republic. It is not always possible
to obtain such characteristics for separate establish-
ments. Valuation of the national economic efficiency of
investments in the plan is consummated by calculating
the indicators of national economic efficiency of invest-
ments measured as the increment of the national
income or of the final product per unit of invest-
ment.

The specification of macrv-economic projections of
investments by sectors makes it possible to consider
changes in the structure of social production in calcu-
lating investment efficiency. Moreover, it is necessary
to estimate the general effect of introducing new mate-
rials in the main producing sectors and also in allied

industries and in the consumption sphere. For this pur-

pose it is necessary to establish the allied industries
and to calculate the total investments in all the main
sectors. Such calculations also envisage the adoption
of the most rational scheme of transport links.

The main trends of investments are ascertained by
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calculating a number of alternative variants of eco-
nomic development and comparing the efficiency of
each one. A comparison of the projected indicators with
those of the pre-plan period is an obligatory condition.
In comparing a number of variants only comparable
indicators may be used.

Two approaches are possible in calculating the di-
rection of investment in an industry. One consists in
determining the characteristics which link up macro-
models and multi-sector models and in making invest-
ment projections within the framework of multi-sector
models of the economy. The second is to select sectoral
investment projections for inclusion in the national eco-
nomic plan and their balancing within the framework
of the total volume of investments and material re-
sources.

The first approach in specifying investment projec-
tions may be effected in the form of plan calculations,
proceeding from an estimate of the volume and struc-
ture of the final product as the initial point of planning.
In projecting investments by sectors with the help of
different modifications of inter-sector models described
in Chapter 1V, it is necessary to bear in mind that the
greatest stability is displayed either by sufficiently
aggregated normatives or specific normatives typical
for a whole group of enterprises and the more wide-
spread production processes. An aggregated normative
obtained as a weighted magnitude of production norms
depends on the structure of sub-sectors and the meth-
ods of production. Such a normative is less suited
for another structure of the plan with a different rela-
tionship of sectors and different territorial relations.
In using aggregated normatives it should be -borne
in mind that if a plan provides for transition to a
new pattern of production it is necessary to have
data on the old and new systems of weights and
structural relationships inherent in the base and plan
variants.

Use of dynamic models of the inter-sector balance
requires extensive and unified information. Detailed in-
formation is needed about asset normatives, indicators,
unit investments, structure of investments and the in-
vestment-intensity of goods. '
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A dynamic model of economic growth must consider
the uneven pace of capital construction, the pauses
inevitable in the course of commissioning fixed assets
and productive capacity. When the volume of invest-
ments is large, evenness of dynamics in the commis-
sioning of fixed assets in terms of value may conceal
the most diverse material streams and a different struc-
ture of the new production apparatus. For a more pre-
cise reflection of the diversity of real investment pro-
cesses capital construction has to be broken down by
all sectors of the economy and investments singled out
by years. This will make it possible to consider the
specific features of construction in separate sectors and
lines of production.

The second approach in working out more detailed
macro-economic indicators of investments is to co-ordi-
nate sectoral investment projects, the volume of which
is established proceeding from the need to ensure the
required expansion in the output of goods. The volume
of investments by sectors is estimated on the basis of
a balance co-ordination with the production programme
of all sectors and also with the contemplated develop-
ment of all sectors in the non-productive sphere which
ensure an advance in the standard of living.

Such an approach in formulating a detailed invest-
ment plan by sectors is utilised for annual and me-
dium-term plans and it is based on thorough calcula-
tion and valuation of indicators for all enterprises and
institutions. Balances of productive capacity are the
initial basis for calculating the volume of the needed
investments by separate industries. These balances as-
certain the productive capacily available at the begin-
ning of the plan period and also the additional capacity
for the projected increase in output. Additional output
may be obtained through better use of available pro-
ductive capacity. 1f such reserves are exhausted, the
additional productive capacity has to be created with
investments aimed at enlarging and reconstructing
operating enterprises and building new ones. This
shows the importance for investment planning of bal-
ances of productive capacity by sectors, areas, and
enterprises.
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_To provide enterprises, ministries and all other plan-

ning and managerial agencies with systematic data on
available productive capacity which ‘could serve as a
firm basis for planning production and investments,
since 1964 balances of productive capacity have been
compiled at operating enterprises of all Soviet indus-
tries as of January 1 every year.
A balance of productive capacity of an enterprise
is drawn up to establish the capacity at the beginning
of the plan year, proceeding from the available ca-
pacity at the beginning of the base year and its
change (increase and decrease) in the course of that
year.

A balance of productive capacity is compiled at en-
terprises and then summed up in higher agencies in
accordance with a special form. The following form
(Table 1) was used for 1967. (See page 124.)

_ An analysis of the use of available capacity is highly
important, especially in developing countries. The latter
quite often have underemployed capacity. If this situa-
tion is preserved an increase in investments leads to
an even bigger underemployment of capacity. In view
of this, the task of planning agencies might be, without
increasing the scale of investments, to allot them in
the first place to lines of production which restrain the
use of available capacity. For this purpose it is neces-
sary to ascertain the degree to which the capacity of
different §eptors is not dovetailed; in a sector, the lack
of dovetailing between enterprises, and in an enterprise
the non-dovetailing of different types of equipment. The
direct result of non-dovetailing of capacity is that some
groups of equipment, the production potential of which
is higher than the capacity of the bottlenecks, are not
utilised to the full, which reduces the loading up of the
entire plant. The bigger the disparity between the
capacity of the bottleneck group and the capacity of
the other groups and the smaller the share of machines
in the bottleneck in the entire plant, in other words
the greater the non-dovetailing of capacity, the lower
the loading up of the equipment. Investments eliminat-
ing bottlenecks and non-dovetailed capacity between
separate shops and sections of production make it pos-
sible, with comparatively small outlays (chiefly for
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Table !

Balance

(name of enterprise or organisation presenting teport)
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buying equipment), substantially to increase the capagc-
ity of entire sectors.

The results of comparing available capacity with the
needed volume of the industry’s output bring out the
respective magnitude of investments. It is dictated by
the growth rates in capacity and the investment per
unit of capacity. The total need of all sectors in in-
vestments is the magnitude necessary for expanding to
one or another degree the production of goods or
services.

Mention should be made of difficulties in calculating
the need in investments, proceeding from the increase
in output. Since investments are a function of the pro-
duction programme, the scale of production in all in-
dustries itself depends to a considerable degree on the
size of investments and scale of construction. This ap-
plies above all to branches of the building materials
industry and engineering and the related branches of
heavy industry because their capacity too depends on
the allotted investments. A big diificulty is also present-
ed by the estimate of the need in investments in related
sectors. The principle of comprehensive planning may
be violated here, which could lead to imprecise calcula-
tions.

Notwithstanding these difficulties in co-ordinating
investments by sectors if they are determined on the
basis of the production level, balance can be achieved
by repeated computations. The constraints are the total
volume of investments obtained from macro-calcula-
tions.

The initially calculated needs of industries in invest-
ments, as a rule, exceed the possibilities. In the course
of plan formulation, the volume and trends of invest-
ments in different industries are specified.

Thus, a comparison of the investment projections in
cvery industry with the sequence of accomplishing so-
cio-economic tasks, with the indicators of national eco-
nomic efficiency and the resources of the asset-produc-
ing sectors, makes it possible to choose a specified vari-
ant of investments by industries. This enables plan-
ners to ascertain not only the sectoral structure of
investments for material production and the non-pro-
ductive sphere, but also their technological structure.
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_The structure of investments includes:

a) the cost of building and assembly work;

b) the cost of equipment, tools and fixtures included
in the fixed assets (equipment designated for replace-
ment because of wear and tear and obsolescence at
operating enterprises is specially singled out);

¢) other investments, including those designated for
deep drilling for -oil, gas and thermal waters, for sur-
veying and designing, especially for construction in
future years and also for perenmial plants, and so on.

2. Planning Investments of Sectors

In planning investments in sectors variants of ac-
complishing economic tasks which would bring about
the biggest rise in the efficiency of production have to
be ascertained. For this purpose calculations are made
of the comparative economic efficiency of the different
variants and of operating enterprises which have the
best indicators of investment efficiency at the set vol-
ume of output.

The scale of investments in a sector, obtained from
calculations at the national economic level, is the
initial 1limit for choosing ifrom among different vari-
ants of creating additional capacity. An increase in
capacity is possible by extending and reconstructing
operating enterprises and building new ones. The num-

ber of variants is also increased by different schemes.

of the territorial location of the additional capacity. The
task of comprehensively developing separate areas
further complicates the choice of the most efficient pro-
jects because it is necessary to consider different factors
depending on the specific features of production, in
particular: '

a) available productive capacity in the building in-
dustry and the needed additional expenditure for en-
larging it;

b) available sources of power and water;

c¢) provision with labour resources and the need in
additional investments in housing and public utilities
in view of the contemplated enlistment of additional

workers;
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_d) available transport facilities and the rieed in addi-
tional investments for road construction to link up with
the existing network of roads;

_e). proximity and economical nature of raw mate-
rlafl) sources;t

proximity to places of intensive con i

the output of the given seclor, and so on. sumption of

If thfere are several competing designs of new enter-
prises in a sector or other variants of increasing capac-
ity, investments are channelled into projects which
ensure the necessary expansion of capacity and the
highest efficiency. The following technico-economic in-
dlca)tors grg usfed for valuating designs: '

a) period of recoupment of in i
o) period of cost)? investments (according

b) investments per unit;

c) production of goods per unit (in rubles) of fixed

assets;
d) cost of production per unit;
e) output per worker.
The diversity of indicators in practice is reduced to

the total annual input ival i
the total put equivalent (A4;) denoted by the

Al:cu+E1u+T¢

where C,— cost of production per unit;

E— sectoral normative coefficient of investment
efficiency;

I,— unit investments;

T,— transport costs for delivering goods from
producing factories to places of intensive
consumption. !

The technico-economic substantiation of construction
projects (new enterprises, the enlarging and recon-
struction of existing ones) included in the plan requires
a comparison of the economic indicators of the given
project with the normatives and average sectoral values
of the respective indicators (for example, recoupment)
and also with indicators of similar most efficient en-
lerprises. :

! In case of need the sum of th i i
Includes the investment in transport.e annal Input equivalent also
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A coefficient inversely proportional to the recoupment
period +is utilised for determining the efficiency of in-
vestments in sectors. This is the indicator of profitabil-
ity (P;) widely utilised in practice. It represents the
difference between the value of the annual output in
wholesale prices (of the enterprise) and its cost of pro-
duction in relation to all investments, according to the
formula:

__Ow—0,
Pi———jt—*,
where O, — annual output in wholesale prices (of the
enterprise);
0,— cost of production of annual output;
I— total sum of investments (considering also
‘ the change in circulating assets).

Comparative efficiency of investments is thus calcu-
lated by comparing the cost of production, the unit in-
vestment and the recoupment period. This period is
determined by commensurating the additional invest-

ments, i.e., their difference in the submitted variants,

and the saving of production costs. In case the variant
ensures a lower cost of production and a saving of
investments, there is no need to consider the period for
the recoupment of the additional investments.

In determining the economic efficiency of investments
in projeets of non-productive designation, the main in-
dicators of economic efficiency are the unit investments,
considering the need to ensure the steadily growing
requirements of society.

In addition to the main value indicators of invest-
ment efficiency, in choosing the most advantageous
variants use is also made of indicators in physical
terms which characterise labour productivity (output
per worker), the inputs of fuel, power, raw and other
materials, the use of equipment and production floor
space, the employment of progressive building ele-
ments, and so on.

-.In calculating the comparative economic efficiency
when choosing the most expedient variant of invest-
ments the obtained coefficients of efficiency and the
periods for recoupment of the additional investments
are compared with the normatives of these indicators
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which are set in a differentiated way for various sectors
of&he economy,
ormative coefficients of comparative efficiency dif-

ferentiated by sectors take into account the strucaré 1of
assets and the distinctions of the given sectors, their
rates of technological progress and the level of the
latest technology. Normative coefficients for separate
sectors, depending on their nature, have been fixed at .
not less ‘gharl 0.15-0.3, which corresponds to a recoup-
ment period of not more than 3-7 years. For certain
sectors (transport, the power industry) longer norma-
Hlve rtecoupment(periods have been set, buf not more

an ten years (normative coefficients of effici
ot Tesg thne 011 cients of efficiency of

The setting of normative indicators of economic effi-
ciency of investments in the form of coefﬁcierllc‘ise gr
recoupment periods does not mean that all projects
which yield a lower efficiency must be discarded.” For
other reasons, specifically for considerations of labour
gro‘gec"glon %Ed thle improvement of working conditions
rojects with a lower efficien ’
et iency may be accepted for

In examining several variants of increasin i

eXa ca t
by building new enterprises normatives of co%'lpalr):tcilvz
efficiency may be utilised, alongside calculations  of
general or national economic efficiency. For selecting
?(I)lr(:l subif[antl?élr}g the plan variant “calculations of
parative efficiency may b i i

romparat y may be applied according to the

1111—1112 ' Cuz—C,“
Cyp—Cyy — 7V Tyy — Iy =£;

where I,; and lup — unit investments for the com-
pared variants; .
Cu1 and Cy,y — unit cost of production for the
same variants;

R — period for the recoupment of the
additional investments (in
years);

E— coefficient of efficiency of the

. additional investments;
The condition for choosing the best variant of invest-

. R E
ment must be the ratios Fn—and e where R, and E,

b~ 1277 . 129



k 1 | i t period and
ectively, the normative {ecoupmen d
fﬁee’ rfgfr%ative goefﬁcient offfff_ﬁmen)cy of the additional
i ts (comparative efficiency). .
lnv?itrz’?i?i:irl(g capl)culations of comparative efﬁg@ncys’i?
establish the level of efﬁciencx{ of thicg;g;l; tcl)m{;ar
I i w construction, it is n ) be
%errlr;[isn(;nthgeexistence of constraints in the appllcatlgg
of these calculations. Thus, comparative efﬁc1er1C9y Cor
be calculated only lcf' Iy > 1y and Cue > Cu
d Cuz < Cur. _ _
IulAﬁtIhug gyl;laminfed varizlants of investments in r}ew col;‘-
struction must satisfy the demands of general or n
i mic efficiency. . : )
tloflnalcgrcti);:ring variants with addigerenttvoflutrflll: ;)Iflr(l)lT;l
f investments, an e cost o '
gtlij[[i)flltlef;n: \(l)ariarlt with' a smaller scale of production
are ddjusted to a cqmpiarabllg f:/o(lilrlfrfléf‘ ?(f)ro'?ﬁgufiﬁration
In comparing varianis whic flth or the durat
of construction, account is taken o .ede e ding and
of shortening or lengthening the period o |
issioni ; he resultanl economic.
commissioning the enierprise. T nomic
i lculated on the bas1s'of the average ]
svfiﬁﬁl lzaflabce obtained in the given sector by making
i of investments. _ )
pr(I)?qu;ur‘ilaenli:eof investments with (ciil‘iferent fp(’ilrlleOdthg
i compared, the expenditure oI
ggztritli(;nreadrt?ced tg the current year. For this hpurposei
i}ic is divided by a coefficient which considers the a;ver
age effect that can be obtained in the given sector from
the productive use of investments. . ¢ this
The coefficient (E.) which takes into accoun is
average effect is expressed by the formula :

E,=(1+ E),

where 'E—the sectoral normative coefficient of effi-
ciency; ; |
— the period in years. _

B sutmmgn(égpup all th}(,e projects se}ected for invest-
men}t, the expected increase }[E cte;.pamt}{ z?gdggc;sgir&
tained, taking into account the bigges gificiency and

necessary characteristics. Such calcul
ts}é?v:tggrthe basis }flor valuating the original estimates
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of increasing production and the required investments.
The choice of the more efficient solutions makes it
possible either to revise the original limits of invest-
ments or to valuate in a new way the possibilities of
increasing the output of goods and volume of services.
Such new valuations and consequent decisions as to the
scale of growth may be made only at the multi-sector,
i. e., national economic level.

The chosen projects for investment must be co-ordi-
nated with the available resources of building materials
and building equipment, i.e., the capacity of the con-
struction industry and other elements needed for build-
ing work and, consequently, with the capacity of the
sectors which produce investment goods. If the tasks of
required construction and the capacity of the sectors
ensuring this volume of building work do not coincide,
the construction targets must be revised.

The production programme of the construction in-
dustry as part of the investment programme encom-
passes not only projects commissioned in the given
plan period but also projects for which only a definite
stage of building work™ has to be accomplished.
This particularly applies to long-term building pro-
grammes which hold a special place in the investment
plan.

Long-term programmes consist of projects of build-
ing up fundamentally new sectors in the production
sphere. In the infrastructure they envisage the develop-
ment of large power systems, the network of rail, air
and water transport, canals and irrigation systems, the
development of big cilies and their satellites, the build-
ing of large educational and scientific centres, and so
on. These programmes are based on scientific forecasts
of the development of technology, data of geological
prospecting, appraisals of tendencies in different spheres
of society’s socio-economic life. The carrying out of
large projects, as a rule, goes beyond the bounds of
five-year plans and may encompass a_period of 10-20
years. Present-day conditions of material production
demand planning of construction designated not merely
for the immediate period. It is necessary to provide
a basis for the development of new sectors, new centres
of industry, agriculture, science and culture,
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At present long-term investment programmes are SO
large in scale that they are increasingly regarded as
the initial point for formulating five-year plans.

Building plans are drawn up with the help of nor-
matives of inputs of labour and materials per unit of
building output, the duration of the construction proc-
esses, normatives of assets per worker and asset-in-
tensity in every specific branch of building. Norms are
employed in preparing designs of buildings or installa-
tions; in estimating the cost of construction and mak-
ing other financial calculations, in setting construction
schedules, reserves, and so on.

Unified technical norms, approved in a centralised

way and in force throughout the country, have become .

widespread in the Soviet Union. Single norms and
rates of building and assembly work, for example, have
been approved for application at all construction sites.
Planners employ technico-economic norms of utilisa-
tion (output) of building equipment and the expendi-
ture of building materials and labour inputs for cer-
tain types of jobs; norms of the duration of construc-
tion and of reserves; normatives of circulating assets,
coefficients of efficiency, and so on. ‘

3. Investments in the Development of Export Sectors

Investments in sectors working for export are planned
depending on the place the latter hold in a country’s
economy and also on the level of its development. If
a country possesses some resources of interest to
foreign buyers, in making investments in sectors pro-
ducing such resources account should be taken of the
effect derived from the international division of labour.
This general approach does not mean that such a cri-
terion is applicable in all cases. For countries insuffi-
ciently developed economically and not possessing the
capacity for producing modern means of production or
other manufactured goods which compete with imports,
the material resources for initial industrial develop-
ment, as a rule, have to be obtained in foreign mar-
kets. The share of imported equipment in gross inter-
nal capital investments in such countries reaches 30-40
per cent and in some cases is even much higher. Even
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in developing countries like India and Brazi '
are comparatively advanced industrially, ‘themslh:;}eﬂco]}
foreign deliveries is not below 20 per cent; moreover
tlll_zdterltqency is upward in view of the lag of national
333'[1’1111(6::['11?2 1of investment goods behind the rise in in-

Consequently, in many developing countries it i
expedient to orient part of tradi?ior%al produlcetsiorllt olrs;
exports. The export of raw materials, although it is of
low efficiency, ensures the receipt of the necessary fi-
nancial resources and definite types of means of pro-
duction. Ii, subsequently, a country imports mainly
goods needed for developing the primary and process-
ing industries which compete with imports, the pro-
;iélc;lll\;%lcapachty bcrteilat;:d with their help will be able

y goods both for satisfying i

fox"rhhe furah?r expansion of expg’rtnsg nternal needs and

e need to load up the available capacity i
a shortage of raw materials brings abpout )z;nmirfgrceeagef
in their imports and, consequently, a corresponding
expansion of exports. For countries standing at a high-
er stage of industrial development the tendency is to
increase the exports of manufactured goods.

A still higher level of development is marked by an
extension. of trade in the latest equipment, the latest
types of materials, patents, and so on. Al’though the
price of these new articles and goods is high, their
purchase saves time and investments. That is ,why a
country which has new and diverse categories of mod-
ern production is able to trade effectively on a mutu-
;&){(ea?ﬁlantageous basis. For these purposes it must

e necessafy investmen i
upIde?hnite-capacitiZs. ents and as a result build

n the USSR investments for expandin
calculated in actordance with thepgenerglezgﬁélt‘;eaf)ef
plan formulation and depend on whether the export (or
part of it) is an autonomous element of the plan or
represents a function of imports. The possibilities of
increasing output both with capacity built or recon-

''V. G. Pavlov Proﬁyshlenn export ¢ i .
i1 , s ! tegii ekonomiches-
kogo razvitiya (Industrial E S e Strates lones
Development), Moscow, 1967, ’;{)031';5 in the Strategy of Economis
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structed at the beginning of the plan period or on ac-
count of imported equipment and materials are brought
out at the preliminary stages of planning in the sec-
tors (ministries) and in the USSR State Planning
Committee. An increase in imports must be secured by
a rise in exports. In this case additional investments
in export sectors are inevitable. The task is to choose
the best variant. The eificiency of investments in export
sectors is assessed by a number of indicators. The ex-
ports of goods must be advantageous from the nation-
al economic viewpoint, i.e., it is necessary to make
the smallest possible current inputs and investments
for the production and transportation of export goods,
which enjoy a big demand in the foreign market, and
to ensure the obtaining of maximum foreign-exchange
receipts. _

Foreign trade has to satisfy the needs of the econ-
omy in goods which it is more advantageous to buy
abroad than to produce within a country. Moreover,
the national inputs in export goods sold to pay for im-
ports must be smaller than the inputs for the national
production of imported goods or their substitutes.

In appraising every project for expanding the pro-

duction of export goods all the elements of the inputs
must be considered. National economic inputs for
export production, as in any sector, are calculated
by the cost of production, adding the investment-
output ratio multiplied by the normative coefficient
of efficiency.
- Since this valuation is made for each project in na-
tional prices, to determine the degree of its conform-
ity to export needs, it is necessary to establish its
efficiency in terms of foreign exchange. For this pur-
pose the net foreign exchange receipts of exports per
unit of goods are compared with the total inputs for
their production and transportation up to the border.
A comparison of the relative efficiency of the export of
separate goods serves as the basis for choosing a
structure of investments in export sectors which makes
it possible to increase the export of goods whose for-
eign-exchange receipts are comparatively bigger than
the inputs for their national production and ftrans-
portation.' T o ‘

134

Since  investments in the production of
) . oods for
export are made in order to increase expor'[gr receipts
and OI’l"thIS account extend imports, the indicators of
éll}gafg?cwnfcythof e?é)orts must be co-ordinated with in-
' s 0 e elificien fi i ,
il ciency of imports necessitated by
The economic efficiency of the ex ‘ ’
: ; port of goods can
be ascertained by taking into account the ef%ciency of
the imports of the goods which are bought or will be
bought with the obtained foreign exchange. The compos-
ition and quantity of -these imported goods are known
as the import equivalent, Imports, in turn, must be
icr?\rlrég‘?r;edt-;w';h tlgg»magnitude of inputs (current and
ent) for the production of i -
plaching maorte. p ion of national goods re
The indicator of the relative efficiency of the import
of goods (X;) is mathematically expregsed as: Pt

o
X, =Ti?— (ruble/foreign-exchange ruble)

where I; —inputs in the national production of goods
analogous to imports (determined the same
way as inputs for the production of export
goods); ‘
F,—totalhforeigfnrexchange expenditure for the
purchase of imported goods i
: Indicat to the border. d ¢ gnd de11ver’)ﬁr
ndicators of relative efficiency can be utilised for
comparing the efficlency ‘of exports or imports %vithci)rl;
the bounds of trade with a separate country or group
of countries whose-currencies are mutually convertible.
To compare the efficiency of expanding capacity for
the export and import of goods bought and sold in
different countries and for different currencies, it is
necessary to introduce adjustments in the efficiency in-
dicators whlch,;t.ake into account the objectively exist-
1rt1)% _dlﬁderfences{ﬁn thle purchasing power of currencies
obtained from the sale of export : -
ch?-fse of foreign goods. borts and used for the pur‘
a commodity is sold for. freely convertibl cur-
rency, it is possible to consider theyaVerage we?glgtlgd
indicator of the relative efficiency of imports as ap-
plied to the compositioni of all goods bought for freely
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convertible currency. If a commodity is sold for a non-
convertible currency within the bounds of one country,
_the average efficiency of imports of all goods from the
given country should be considered. :

The magnitude of the efficiency indicator of the im-
port equivalent (Xieq), with the help of which the pur-
chasing power of the currency obtained from the ex-
ports of the given commodity is specified, is expressed
as follows:

_ 1L;Q

Xi eq FeQ-t“’

where Q; — the quantity of separate kinds of goods en-
tering the import equivalent;

1,Q, — the total inputs for the national produc-
tion of the products of the import equiva-
lent;

F,Q; —total expenditure of foreign exchange in
payment for the import equivalent.

On the whole, the indicator which can be used for
valuating the efficiency of each project for extending
exports (considering the efficiency of the import equiv-
alent X.;) can be denoted as ‘ ‘

Xoi==X.X;op Where

X, — relative efficiency of exports in terms of foreign
exchange. :
If some or other goods enjoy a big demand within
a country and the productive capacity is limited, it is
inexpedient to increase its exports. In this case the ef-
ficiency of producing and consuming the goods within
“the country may be higher than the efficiency of selling
it in the foreign market. A comparison of efficiency in
the home and foreign market is a requisite in substan-
tiating the economic efficiency of foreign trade and in-
vestments in the production of export goods. _
The constraining parameter for each new investment
in an export project is the indicator of the efficiency of
foreign trade as a whole (Xs) measured as follows:

1,Q
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where 1;Q; — t.otal national economic inputs for the na-
: tional production of imported goods
bought in a country or group of coun-
tries or for the production of all goods
imported into a country;
[.Q. — total national economic inputs for the
- production and transportation of goods
exported to one country, a group of coun-
. tries, or the total volume of exports.

1If the indicator of efficiency is above 1 foreign trade
with separate countries and group of countries is eco-
nomically advantageous and ways should be sought
for increasing the volume of exports and imports of
the respective goods.

In some cases capacity for the export of a separate
commodity can be increased only by making compara- -
tively big investments for the additional output and re-
ducing the price in the foreign market. In this in-
stance the indicator of the export efficiency will decline.
The boundary determining the expediency of.increasing
the volume of exports is the requirement that the effi-
c1er;cy of exlpoit)s i,(corﬁlid‘e{ing the efficiency of the im-
port equivalent) for the last additional
should not be below 1. tot of goods
.The most rational projects of investments in produc-
tion for export must be not only efficient but also meet
the country’s internal needs. This presupposes, first, co-
ordination with the entire construction progran’lme,
and, second, the comprehensive balance of production
and consumption of all groups of goods directly or
indirectly linked with exports or imports.

* * *

_ Co-ordination of investments by sectors, including
investments in production for export, their dovetailing
with the material and labour resources and also the
capacity of the construction industry make it possible
to elaborate the entire comprehensive programme of
investments in the national economic plan. The result
of this work is the national economic plan of invest-
ments which contains both overall indicators of the.
commissioning of fixed assets and the volume of work
and also indicators for separate big projects. The plan
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of investments of the USSR consists of several sec-
tions, the most important of which are characterised
by the following indicators: R _
"1) assignments for the commissioning of productive
capacity and fixed assets by separate sectors, min-
istries and areas; .
~ 2) volume of investments and building and assembly
work given in the same aspects;

3) structure of investments;

4) estimates of reserves; , -

5) calculations of unit investments and the economic
efficiency of the planned investments; .

6) itemised construction lists, i.e., an er}ume.ratlon
of the most important projects with a specification of
the scale of investments, building periods and designed
capacity for each project. o

Chapter VI
PLANNING OF LABOUR

Skilled labour is an indispensable requisite for the
functioning of social production. The number of skilled
workers must satisfy the needs of the national econ-
omy, especially sectors developing at the fastest pace.
The training of skilled personnel is a primary requi-
site for raising the efficiency of production.

Many developing countries are faced with the task of
making maximum use of the available manpower re-
serves, i.e., ensuring the full employment of the able-
bodied population. ‘

Soviet national economic planning has accumulated
considerable experience in coping with problems of la-
bour and employment. This experience has been Crys-
tallised in conditions of the dominance of social own-
ership of the means of production and planned man-
agement of economy on a countrywide scale. The full
employment of the labour force creates the conditions
for high and stable economic growth rates. That is
why the labour plan is one of the leading sections of
the national economic plan and is organically linked
with its other sections. It is intertwined especially
with the production and building plans. The scale of
investments and their allocation shape the structure of
social production and thereby influence efficiency in the
use of manpower. An increase in the volume "of pro-
duction and of productive capacity is accompanied by
a rise in the number of employed. In turn, the volume
of production and the scale of construction depend on
the number of workers, their skill and productivity.
The labour plan is also connected with the plan of
trade and social and cultural measures, production
costs, the introduction of new equipment, the location
of production in the country’s territory, and so on.
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1. Contenf of the Labour Plan

The labour plan as part of the Soviet national eco-
nomic development plan is called upon to ensure the
full employment of the able-bodied population and the
manpower needs of the national economy. The training
of skilled personnel, in accordance with the demands

of modern technology, is likewise planned. Special at-

tention is paid to the use of the labour resources by -

the country’s areas, to the migration of labour between
areas and from country to town. Fulfilment of the la-
bour plan has to ensure the steady and swift growth
of labour productivity; increase in the number of peo-
ple employed in the social economy; extension and im-
provement of the training of skilled personnel; and rise
in wages.

The accomplishment of these tasks has its distinc- -

tions in different periods of economic development,
which is linked with the socio-economic and demograph-
ic conditions.

Nevertheless, a combination of a rise in labour pro-
ductivity with an increase in the number of employed
is a characteristic of the Soviet economy. In the USSR
an increase in labour productivity does not become a
factor which reduces employment. The number of peo-
ple employed in social production is growing at high
rates. In various periods the importance of one or the
other factor (growth in labour productivity and in-
crease in the number of workers) in extending pro-
duction correspondingly either rises or decreases,
reflecting the conditions of economic development.

Two types of indicators are used in planning la-
bour in the USSR. Ome, the broader group, is made up
of indicators used in calculating the substantiation of
the plan; the other consists of indicators which are tar-

_ gets of the labour plan. This is determined by the spe-

cific feature of substantiating the labour plan.

The drawing up of the plan consists of two organi-
cally connected stages: an analysis of the use of man-
power in the pre-plan period and long-term plan cal-
culations. An ecoriomic analysis helps bring out the
main processes and also the positive and adverse
sides in employing manpower by sectors, the national
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economy as a whole and in the territorial aspect.
Moreover, a demographic analysis of the labour re-
sources is-made and the manpower reserves are deter-
mined.

For this purpose a wide system of indicators for
calculating the plan is used. They are given in many
variants because the designing of a national econom-
ic plan_mcludes several variants of using manpower,
proceeding from different parameters of developing the
national economy. The purpose of the variant calcula-
‘;1ons is to find the optimal employment of the labour
orce.

The balance method plays a big part in these calcu-
lations. The system of balance calculations enables
planners to co-ordinate and reciprocally dovetail the
targets for labour in all links of planning — from en-
terprises ‘to central planning agencies. The overall
manpower balance and the relevant calculations estab-
lish conformity between the labour resources and the
needs of the national economy, the necessary propor-
tions in the use of labour resources by sectors and the
country’s areas and rational distribution and redistri-
bution of these resources. Balance calculations make it
possible to determine the share of the population en-
gaged in the social economy and in full-time study,
and the composition of the employed in material pro-
duction and in the non-productive sphere.

The indicator giving the share of the able-bodied pop-
ulation working in the social economy and studying -
full-time makes it possible to analyse the level of em-
ployment in different areas of the country. By compar-.
ing this indicator with the share of employed in agri-
culture and the service sphere planners establish the
nature of employment in one or another area.

Balance calculations bring out the scale of migration
from country to town and also between republics and
regions. The practical significance of these indicators
goes beyond the bounds of planning the rational use of

manpower. Thus, the indicator of migration from coun-

try to town is important in planning urban devel-
opment, the building of houses, public utilities, and
service establishments, cultural, educational, health and
other institutions. '
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Indicators characterising the sources of the forma-
tion of manpower for separate sectors by areas hold
an important place in calculations.

Indicators of the labour plan calculations must be
closely co-ordinated, ensuring thereby a correct char-
acteristic of the relationship between the manpower
resources and the needs of the national economy, be-
tween the rise in labour productivity and the change
in the number of employed, the training of skilled per-
sonnel and the requirements of the economy, the wages
fund and the number of workers, etc.

This entire system of calculations covers different
aspects of manpower use and is aimed at ascertaining
and most fully substantiating the best variant of the
plan. Thanks to this substantiation the number of indi-

cators which represent direct assignments of the la. -

bour plan may be limited to a minimum. But they are
of a directive nature.

This does not mean that the targets envisaged in the
plan are achieved in an administrative way. The nation-
al economic plan contains a system of economic in-
struments designed to regulate the processes of popu-
lation migration, the enlistment of manpower into the
key sectors of industry and the national economy.
These instruments are the levels of wages differentiat-
ed by sectors and areas, development of the public
services network, accelerated housing construction, and
SO O

The system of materially stimulating the most expe-
dient use of manpower holds an essential place in na-
tional economic planning.

2. Basic Principles of Planning Labour

- The assignments of the state labour plan are formu-
lated on the basis of definite methodological principles.
In the USSR the planned, balanced development of
socialist production ensures the full employment of the
population and steady rise of its living standard.
That is why a comprehensive approach to consider-
ing the factors of growth of rates and scale of produc-
tion and the factors influencing the use of labour re-
sources is an important methodological principle in
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planning labour. Another principle consists in the need
to envisage a combination of investments and the use
of manpower which ensures the obtaining of goods and
services with the least total social inputs. There is an
interconnection between the rates of investments, their
structure and allocation and the use of manpower. This
interconnection is concretely expressed in shaping the
determining national economic proportions in the dis-
tribution of manpower: between material production
and the non-productive sphere, between industry and
agriculture; in industry, between the extractive and
manufacturing sectors, and so on,

Shaping the basic national economic proportions in
the use of manpower presupposes an overall and thor-
ough analysis of the tendencies of these proportions
in the past period, and disclosure of the factors which
influence their further development and change. The

-use of balances of manpower and the inter-sector bal-

ance expressed in a labour measure (in workers
or man-hours) commands great significance in this
analysis.

Among the basic methodological principles of plan-
ning labour resources is the need to consider not only
the economic effect as a whole from fulfilling the la-
bour plan but also the concrete social consequences
which may result from the contemplated use of the
labour force in separate sectors and regions of the coun-
try. This is of special significance in choosing a vari-
ant for the siting of enterprises when it is necessary
to take into account factors influencing the develop-
ment of production in the given area, not only in the
immediate, but also in the more distant future: the rise
in labour productivity, the appearance of new genera-
tions of skilled workers and the advance in the stand-
ard of living. It is impossible to plan the location
of new enterprises without considering the available
manpower reserves. Let us assume that a project for
building an engineering plant in a definite district is
inferior for many economic indicators as compared
with variants in other districts. But since the new en-
terprise ensures fuller employment, the variant less el-
ficient economically may be preferable in some cases
(Table 1, p. 144). '
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Table I

Comparative Annual Production Inputs of
an Engineering qunt

(hypothetical figures)
thousands of rubles

Location of the plant
Variant A} Variant B | Variant C
Production inputs, - 12.1 ©10.5 1.4
of which
wages 10.8 9.4 9.7
Cost of transportation 0.5 0.4 0.3
Public utility services 0.2 0.2 0.5
Total 12.8 11.1 12.2
Riseinthelevel of employ-
ment of the population
in the district (per cent)] 47.3 25.7 17.0*
Rise in the incomes of the ‘
population (per cent) 55.6 17.3 254

* Manpower will have to be partly enlisted from other dis-
tricts.

Taking into account the whole range of consequences
of building the new enterprise in a district with sub-
stantial manpower reserves, it is expedient to bring
production closer to the labour force, i. e., to selecl vari-
ant A. Therefore in choosing a siting variant consider-
ation should also be given to creating conditions for
solving an important social problem — achieving f{ull
employment — and this ultimately is linked with raising
the material standard and cultural and technical level
of the population. The state of the l.abour force, the
age-sex composition in separate districts, has also to
be taken into account. In this context utmost use of a
district’s own labour resources, considering the tend-
encies of their long-term formation, is an important
principle in planning.
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Ensuring the rational use of manpower presupposes
long-term planning. The five-year plan is the basic link
of such a system of planning in the Soviet Union. It
envisages accomplishment of this task with a view to
the possibilities and resources the country has in each
given period of economic development.

3. Methodology of Calculating Labour Productivity

The method of calculating the saving of working
time by factors underlies planning of the rise in labour
productivity. :

The factors affecting a rise in labour productivity
are combined in four groups linked with:

an advance in the technical level of production and
the provision of labour with technical facilities (mecha-
nisation and automation, introduction of new types of
equipment and production processes, modernisation
and renewal of equipment);

improvement in the organisation of production and
labour (the introduction of .new management sys-
tems — automatic control systems and others — elimi-
nation of losses of working time, reduction in the num-
ber of workers engaged in ancillary processes, rise in
workers’ skills, and so on); ‘

structural changes in production taking into account
the influence of inter-sector and .intra-sector shifts;

influence of natural conditions, especially in the ex-
tractive industries and agriculture.

To raise the scientific level of substantiating the rise
in labour productivity a classification of factors by
types is employed, with distinctions for separate sectors:
industry, agriculture, construction, transport and trade.
- To avoid a possible double count since some meas-
ures bring about a saving of working time not for one
factor but for several, it is expedient to credit the sav-
ing to the factor whose influence is the greatest. Well-
organised statistical information ensures reliability and
sufficient substantiation of the saving (reduction in in-
puts) of working time.

To obtain correct results it is expedient to calculate
the total saving of labour separately for each factor.
Special attention should be paid to a comprehensive
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is of the attained level of labour p.roduct1v1ty, to
3?sill%sélisrlgo the reasons and conditions which hamper an
increase in labour productivity, and so on. f
The growth of labour productivity for each group )
factors is calculated according to the formula:
' 4 D X 100
L===D

; — rise in labour productivity, D — decrease in
;\h};errfurlrllberr of workers, ;?nd W—qumper of workers
calculated for the voluTe Otfhprt?dudlorilolél the plan pe-
i rding to output in the base period.
rl01~£lirasctcoc>f al%, the i%itial nurqber of workers fortthi
plan period. is estimated assuming that the base ouh;')uh
is preserved and then the number of workers wtlcd
can be cut by the contemplated measures is deducted.
For example, in the base period the labour force num;
bered 250,000. Since the plan calls for a 50-peé't'cen
expansion of output in five years, all other con 215188(5)
being equal, the labour force should increase by 125,
' 375,000. o '
an%hteo‘[;l)r?tzamplated measures for raising the technical
tevel of production make it possible to reduce the num-
ber of workers by 73,000. Moreover, production %%%
cialisation cuts the need in manpower by ar}of[her 13,299.
These measures will raise labour productivity by 29.
per cent ( 86,000 X 10000). .
— 86,0
- To ascer:){?asi,?loqche influence exerted on labour progluc-
tivity by factors linked with a reduction of idle t1crlne,
better fulfilment of output quotas, combining of trac .esl,
and so on, account should be taken not of the initia
number of workers, but of the reduced figure as a re-
sult of raising the technical level of production. Letbus
assume that these factors thllll help raes_du§§ ‘izgoﬁlsrr;krgr
' ncrease .
of workers by 12,000, then the 112,000><100 )
ductivity will be 4.3 per cent (Wt . -
i e of factors linked with structural shilts
apr?iismt%uet?i number of workers determined under
" the influence of the factors named.earller. This 1st}1n-
derstandable, inasmuch as the saving of working 1l§ne
should be calculated in relation to the actual number

of workers.
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- Such an approach to measuring the saving of work-
ing time owing to different factors makes it possible
to establish more correctly the influence of the whole
range of factors on the growth of labour productivity.
Moreover, the calculations are based on an estimate of
the saving as a result of the influence of factors linked
with changes in the technical level of production. The
dates for carrying out each measure and the coefficient
of its spread effect are considered. The latter characte-
rises the share of the category of workers influenced by
the measure.

- Planning the level and growth rates of labour pro-
ductivity for the plan period makes it possible to esti-
mate the number of workers and the wages fund.

4. Shaping an Efficient Structure of Employment
: in the Economy

Efficiency in the use of the labour force has different
aspects. One of them is expressed in increasing the
share of persons employed in social production and en-
gaged in study. Another aspect consists in shaping the
most expedient proportions of its distribution by sec-
tors of the economy and areas of a country. The ‘struc-
ture of employment changes constantly, reflecting the
law-governed process of economic development and of
technological progress.

The balance method is the main instrument of plan-
ning and ensuring the efficient use of manpower and
full employment of the able-bodied population. As the
scale of social production is extended and its technical
level rises and swift qualitative changes take place in
the sphere of labour, the importance of the balance
method is enhanced. In these conditions even small
planning miscalculations may lead to the irrational use
of manpower and consequently to the slowing down
of the rates of economic and socio-cultural develop-
ment and of the improvement in the living standard of
the people.

Overall balances of labour (manpower) resources
and balance calculations are utilised in Soviet plan-
ning. These calculations help establish the additional
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need in factory and office workers, the sources for cov-
ering it, the provision of jobs to young people, the ad-
ditional need in skilled workers and specialists, sources
for satisfying it, and other questions.

_ Balances are drawn up for the country as a whole
and for separate territories — Union Republics, regions.
(territories), big economic areas and Autonomous So-
viet Socialist Republics. They accomplish two tasks.
The first is to co-ordinate the labour resources with the
need in them so as to ensure full employment. The oth-
er is to establish, with the help of balances, the most
efficient structure in the use of the labour force. More-
over, balances make it possible to locate production
most rationally, to plan the most expedient develop-
ment of sectors.

A balance of labour resources i$ a system of tables
drawn up in accordance with a definite layout and con-
sisting of two interconnected sections. The first sec-
tion characterises the number and composition of the
labour resources; the second, their distribution and
use. The overall balance of labour resources presents
data for the base period and for the plan period (aver-
age annual figures). The labour resources and their
use are examined in the balance separately for town
and country. '

The firsi section of the overall balance gives the
number and composition of the labour resources, and
also the inter-area redistribution of labour resources
and the migration of the population from the country-
side to the cities.

The second section gives the distribution of labour
resources. It makes it possible to determine the pro-
portions and interconnections in the distribution of la-

bour. This section provides for three types of distri-

bution which characterise from every angle the socio-
* economic aspect in the use of manpower resources:

1. Distribution of labour resources by types of occu-
pation:in the national economy, full-time study, in the
household and in personal subsidiary farming. These
indicators help establish the ratios between the total
labour resources and the part engaged in the national
‘economy, and also the degree of employment of the
able-bodied population.
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2. Distribution of the employed in the national econ-
omy by sectors and spheres: in material production
and the non-productive sphere and also within each
of them.

A rise of efficiency in the use of manpower in ma-
terial production presupposes a redistribution of la-
bour f{rom agriculture to non-agricultural sectors;
a change of employment in industry as a result of the
accelerated development of the most progressive sec-
tors., Industry increasingly takes over functions previ-
ously performed by other sectors (construction and ag-
riculture). This makes it possible to perform them
with smaller inputs.

The smaller the territory for which the balance is

drawn up, the wider the classification of sectors. Such
an approach allows for planning comprehensive eco-
nomic development and establishing a proper ratio be-
tween sectors with a predominantly male or female
labour force. - :
_ 3. The third type of distribution of the labour force
is by social groups: workers, office employees, collec--
tlye farmers, artisans united in co-operatives, indi-
vidual peasants and artisans, families of workers and
collective farmers. This part of the balance character-
ises the social composition of employment. It shows
how the relationship changes between the employed
in the state and collective-farm sectors, between mem-
bers of families of factory and office workers and col-
lective fa_rmers; it also gives the number of persons
engaged in personal subsidiary farming. This section
gives an idea of the share of artisans not united in co-
operatives and other categories.

Such -data help plan population incomes per gain-
fully employed person by categories of employed and
make other economic calculations.

In their totality these three types of distribution of
the employed in the national economy characterise
quite fully the use of the labour force. A comparison
of data for the plan period with corresponding figures
of the pre-plan period help reveal the main tendencies
and laws in the use of manpower. .

Information on the use of manpower separately in
urban and rural localities contained in the balance
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~ allows planners to trace the process of industrialisation
and socio-cultural development both in town and coun-
try. This also creates the possibility for establishing
how the relationship in the distribution of labour in
town and country is shaped by separate sectors. |

Irrespective of whether they are compiled for the
country as a whole or separate territorial sub-divi-
sions, balances are based on common methodologi-
cal principles, uniform for the entire system of bal-
arnces. :

Long-term balance labour ‘calculations have to be
preceded by a profound analysis of labour resources
by definite areas in the pre-plan period. Such an analy-
sis helps bring out shortcomings in the use of la-
bour resources and to chart the main trends in the ra-
tional long-term use of these resources.

Methodologically, it is expedient to make such an
analysis by separate groups of questions which will
ensure its greater thoroughness and profundity.

The first group of questions characterises demograph-
ic aspects of employment (the size and composition
of the labour resources, factors, influencing their move-
ment, settlement of the population and its migration
from the countryside to the cities and by areas).

The second group of questions helps establish the
nature of labour activity of the population in the econ-
omy and the efficiency of its utilisation (distribution

of labour resources by main spheres of employment -

and economic sectors, sex and age composition, use of
working time in the main sectors, and so on).
The. third and fourth groups of questions are linked
with ensuring the needs of the national economy in
manpower and disclosing the labour resources which
- could be drawn into the national economy in the long-
term aspect (main sources for satisfying the man-
power needs of the national economy; the size and com-
position of the labour resources not engaged in the so-
cial economy or in full-time study; conditions which
ensure the possibility of drawing them into the social
economy).
An analysis of each of these groups of questions is
closely linked with an analysis of the other groups.
In their totality they help ascertain the degree of em-
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ployment of the population in the social economy and
the possibility of ensuring its full employment; provide
a sufficiently complete idea of the main problems of
utilising the labour resources which existed in the pre--
plan period.

In drawing up a balance of labour resources it is
necessary to dovetail its indicators with those in all the
sections of the national economic plan, and at the first
stage of its formulation, with the preliminary esti-
mates of the basic indicators. The latter influence the
working out of the labour plan. Technological progress,
the introduction of comprehensive mechanisation and
automation are displayed in assignments for the
growth .of labour productivity and the number of fac-
tory and office workers and also in the calculation of
the number of collective farmers. Ascertainment of the
number of employed persons by sectors provides the
basis for constructing the balance. In material produc-
tion the number of employed is established proceeding
from the rise in labour productivity and the possible
expansion of production. The number of employed by
branches of the service sphere is established, proceed-
ing from data on the development of the respective
network of establishments and normatives of labour
inputs. Each branch has its units in which the norma-
tives are expressed. They are elaborated in a differen-
tiated way for town and country and also by areas
(considering the size and density of population and so
on). For example, the number of teachers in schools
depends on the contemplated number of classes, num-
ber of pupils and curricula.

The compiling of a balance must not be reduced to a
mechanical computation- of separale balance data, to
the technique of its construction. The interconnection
of indicators presupposes their logical dovetailing, the
finding of their best combination ensuring the most
rational use of labour resources. It must also be borne
in mind that many indicators of the balance are close-
ly interconnected and can be reciprocally substan-
tiated.

It is important correctly to determine in the balance
the distribution of labour resources by the predominant
(main) type of activity. The point is that in the course
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of a year the same persons. may be engaged in differ-
ent types of activity. Thus, .in agriculture in the most
intensive periods not only those directly engaged in the
sector are employed but ‘also workers of other sectors
(industry, the service sphere, students and pupils).
There is also such dual employment in other sectors.
To avoid a double count and ensure the comparability
of labour resources with their use the principle of pre-
dominant employment is utilised in balance calcula-
tions. This, of course, definitely affects the indicators
of the real structure of employment, in the first place,
the labour inputs in agriculture. Available information
about the. participation of people from other sectors in
agricultural work (in annual reports of state and col-
lective farms and also in reports of industry, and so
on) makes it possible to adjust the distribution of la-
bour inputs. Such materials are utilised for calculating
the levels of labour productivity and other economic
indicators.

Comparability of the labour resources with their use
separately in town and country has to be ensured in the
balance. The reason for it is that labour resources are
calculated for the place of residence, while their use is
given for the place of employment or study. The proc-
ess of so-called pendulum migration takes place. This
refers to persons who live in the country but work or
study in the city. For purposes of comparability it is
conventionally ‘assumed in calculations that all the per-
sons working and studying in cities are classed among
the urban population. This makes it possible to ascer-
tain more correctly the degree of employment of the
population and its distribution by types. and sectors of
the economy. ' -

.To find the best use of labour resources the variant
method is employed. Its essence is as follows. The bal-
‘ance of labour resources represents an economico-sta-
tistical model of the employment of labour. It can be
used for obtaining different variants of labour distribu-
tion in accordance with the main indicators of nation-
al economic development (on the basis of the balance
of the national economy) and choosing the best one.
Thé latter must ensure optimal rates of extended re-
production, most fully satisfy the material and cultur-
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al needs of the population, with the necessary labour
inputs and full employment of the population.

In view of the cumbersome nature of balance calcu-
lations and the brief periods of plan formulation a lim-
ited number of variants is used in practice. But even
this yields a big effect, making it possible to bring out
the advantages or shortcomings of one or another
variant and to select the best one. ‘

The use of a system of economico-mathematical mod-
els has recently acquired practical value in optimis- -
ing balance calculations. Modelling the use of the.
labour force in material production is acquiring partic-
ular importance. To find the most efficient structure
of labour inputs in production sectors it is expedient to
utilise an inter-sector balance given in labour crite-
ria. This model enables planners to obtain full labour
inputs per unit of output. This indicator serves as a
prerequisite for finding the best variant of labour in-
puts in all sectors of the economy for the production
of a unit of the final product of a definite structure.

‘The methodological principles of constructing a bal-
ance of labour resources are supplemented by concrete
rpethods and techniques of calculating separate posi-
tions of the balance. The available statistical informa-
tion plays the decisive part in choosing the calcula-
tion methods which are constantly being improved.

Drawing up of an overall balance of labour resources
presupposes the elaboration of a wide system of tables
as a basis for calculating and substantiating separate
positions of the balance. Calculations of labcur re-
sources are based on estimates of the size of the popu-
lation in future and also forecasts of possible
participation of persons of pension age in the national
economy; the number of students 16 years and older
engaged in full-time studies; the scale of the inter-re-
gional mechanical migration of population; the distri-
bution of population between urban and rural locali-
ties, and so on.

Balance calculations of the additional need in man-
power and sources for its provision by sectors are of
particular importance in drawing up an overall balance
of labour resources. Of great significance is the proper
substantiation of the need 'in manpower by sectors,
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taking into account the withdrawal of workers from

employment for various reasons (study, retirement on
pension, and so on).

Calculations of the provision of jobs for young peo-
ple are important in the system of labour balances.
They make it possible to ensure the drawing of juve-
niles and young people not engaged in full-time studies
in social production and to bring to light possible
sources of enrolment for educational establishments
engaged in training personnel.

Young people are the main source of replenishing
the labour force and the main task of balance compu-
tations dealing with the provision of jobs for them is
to determine the conditions for utilising this category
in the national economy. These calculations help plan-
ners to establish the possible number of young people
graduatin% from educational establishments or drop-
ping out for various reasons before completing their
studies. Allowing this possibility in advance, the bal-
ances provide for drawing young people into industrial
training and work. On the basis of these calculations
enterprises are given assignments for the enrolment of
young people and proposals are drawn up for re-rout-
ing young workers to other regions. :

The balance of labour resources thus makes it pos-
sible to incorporate in the labour plan assignments for
providing manpower to sectors and regions with an in-
sufficient labour force, including assignments for the
distribution and redistribution of personnel and the

placing of young workers.

5. Ascertainment of the Need in Skilled Personnel and
Planning Their Training

- Ascertainment of the economy’s need in skilled per-
sonnel is a basic element of balance calculations for
meeting it. Balance calculations dovetail the additional
~need in personnel with the available possibilities to
cover it taking into consideration the respective ma-
terial facilities. In so doing priority is given to satis-
fying the needs in skilled personnel (workers and spe-
cialists) of key sectors, i.e., those which in the given
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plan period are decisive for the successful fulfilment of
the entire national economic plan.

The ‘main demand made on the methodology of de-

termining the needs in skilled personnel is that it dis-
close most fully the influence of different factors on
shaping this need. This work is done in two stages:
analysis of the changes in the vocational composition
of the workers and their skill under the impact of tech-
nological progress and the direct calculation of the
need by separate sectors during the plan period, consid-
ering the trends and scale of technological progress.
These calculations furnish the basis for personnel train-
ing plans. ' :
. 'A'scertainment of the Need in Skilled Workers. The
initial moment is provided by an analysis of changes
in the vocational composition of workers and their
skill as a result of technological progress in the pést
period. :

For thes:e purposes a classification of workers is
made. It is based on the production and technical
principle which allows the grouping of workers by
vocations and specialities according to their relation
to the instruments of production and to technology. The
leading vocations and specialities are singled out in
each vocational group, considering the importance of
the vocation in each sector, its spread and prospects in
view of technological progress. ‘

The initial material for estimating the number of
workers by vocations for the plan period is data on
the number and composition of the fleet of machines
plan of organisational and technical measures, projec:
tions of the volume of production and labour productiv-
ity, rates of labour inputs; in the service sphere, data
on the development of the network of enterprises, es-
tablishments and organisations. L

First the total number of workers by vocations is
calculated for the plan period and then the additional
need is established so as to meet the increase in the
number of work places and replacement of workers due
to retlr_emgnt, transfer to full-time study, and so on. -

The main thing in estimating the nimber of work-
ers by vocations is the choice of the method ensuring
the most proper consideration of the sector’s specifig
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features and initial data. In long-term calculations
aggregated computation methods are applied which
make it possible, depending on changes in the initial
data, to prepare several variants of the need in skilled
workers. Extensive use is made of empirical depend-
ences of the vocational composition on the level of the
technical basis of production.

Particularly intricate is the calculation of the need
in skilled workers in sectors where there is no increase
but rather a decrease in the number of workers of some
vocations. As a result essential shifts in the vocational
composition of workers are planned without an abso-
lute increase in their number. ‘

Three methods of ascertaining the number of work-

ers by vocations are mainly employed in different
sectors and categories. of production depending on the
nature of production, the jobs performed by the work-
ers and the available information.

In cases when the labour-intensity of production is §

calculated the number of workers of respective voca-
tions is obtained on the basis of labour input figures.
But these data encompass not the whole range of work-
ers of enterprises and are calculated on a full scale
not in all sectors. '

In industries and enterprises where processing is 3

done by apparatus or with equipment requiring special

technical servicing, the number of workers by voca-
tions is determined on the basis of servicing rates. |
This group links up with workers engaged in auxiliary |}

and ancillary operations ensuring the continuity of the
production process.

In cases when workers directly act upon the objects
of labour and their number depends on a change in the
scale of production, the manpower need by vocations |
is estimated on the basis of the available equipment |

and output quotas.

Caloutations of the additional need in skilled work- |
ers are highly important for an increase in work

places.

In sectors of the economy where the need in work-
ers is determined by the number of work places, their

long-term vocational composition is established with

the help of the normative of the size and service rates |
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considering the expansion of the networ -
tive enterprises and establishments. K of the respec

An important methodological problem in estimating
the need in workers by vocations is to establish the
number of workers in new vocations arising because
of technological progress and also released from in-
dustry under the influence of mechanisation and auto-
mation. Separate calculation of the vocational compo-
sition of these categories is of methodological and
moreover, practical importance. Considering the emer-
gent shifts in the technical basis of production and their
influence on the number of workers by vocations, meas-
ures for the rational employment of skilled personnel
have to be planned in advance. For this purpose it is
necessary to establish how many workers and in what
trades have to undergo retraining so as to be employed
at the given enterprises, other enterprises of this sec-
tor or in other sectors. Ascertainment of the need in
new vocations makes it possible to introduce in good
time changes (adjustments) in the composition. of per-
sons undergoing training. .

The additional need in skilled workers is also esti-

‘mated in order to replace the retired workers by years

of the plan period. Soviet planners methodologically
dlffe_rentlatg a natural decrease (caused by death, dis-
ability, retirement on pension) and a decrease for oth-
er reasons and also manpower turnover. Among the
reasons are: transfer to full-time study, transfer to the
post. of a specialist upon graduation from higher or
specialised secondary educational establishment after
studying while working; change of vocation or post
not linked with the gaining of a special education and
also call-up to the army. Turnover of personnel is con-
sidered in calculating the additional need if there is
a turnover between sectors.

T_he additional need in workers to replace withdraw-
al is usually calculated as a whole, without a break-
down by definite vocations. Then the established per-
centage of withdrawal for separate reasons has to be -
considered when estimating the number of workers in
each vocation. Such computations do not require an
absolute degree of precision. For this reason they are
made on the basis of aggregated data.
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To ascertain the additional need in workers for re-
placing withdrawal, account is taken of the sex and
age composition of the labour force in the plan period,
including persons- of pension age, improvement of the
working conditions, change in the pattern of produc-
tion and expansion in the scale of higher and special-
ised secondary education. Corresponding adjustments
are made in the respective indicators. Methodologically
these calculations present no particular difficulties, and
as a result the need in skilled personnel by vocations
is ascertained. A plan of training workers by voca-
tions is drawn up on the basis of calculations of the
need in skilled personnel, taking into account the anal-
ysis of changes in the nature of labour and functions
performed by the workers.

An intricate problem facing planners is retraining of
the employed personnel in view of the expected shiits
in the vocational composition and skills of the workers
under the impact of technological progress. Here it is
necessary to differentiate between two groups of work-
ers: unskilled and low-skilled, on the one hand, and

highly skilled, on the other. While in the first case.

refraining in fact represents the teaching of new voca-
tions and skills, retraining of skilled workers from one
vocation to another may be done directly at enter-
prises. As a rule, skilled workers learn a new trade
which has some features in common with the original
vocation,

Ascertainment of the Need in Specialists. The need in
specialists, irrespective of the sphere of their activity,
is determined by the entire planned volume of work
and the work performed by each specialist.

“The initial moment is the construction of a model
showing the use of specialists in the pre-plan period.
Such a model helps to bring out the provision of an
enterprise, institution or organisation with specialists
by vocations and skills during that period. The obtained
data serve as a basis for estimating the need in special-

ists for the plan period. At the same time, it is neces-

sary to analyse the utilisation of specialists.
The need in specialists for new posts should be as-
certained separately for operating enterprises, institu-
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tions and organisations and for those to be commis-
sioned in the plan period.

Proceeding from the long-term plans of operating
enterprises and other organisations and programmes
of organisational and technical measures, the necessary
changes (increase or decrease) are introduced in the
initial number of posts. These data serve as a basis for
further calculating the need in specialists. What makes
this task involved is that the period for which the need
is established does not coincide with the plan period.
The main planning period is five years, while the need
in specialists should be estimated 8-10 years in advance.
This presupposes two methods of considering the rele-
vant factors. For the first five years the need is estab-
lished for each speciality, proceeding from the detailed
projections of the development of production and the
non-productive sphere envisaged in the five-year plan.
For the next five years calculations are made by an
aggregated method for groups of specialities consider-
ing the computations made for the first five-year
plan and the general trends in the development of the
sector. '

Moreover, the need is calculated for the sector as a
whole applying normatives of the full provision of the
sector with specialists.

The choice of a normative depends on the specific
conditions of a sector (for example, the number of spe-
cialists for 10,000 kw of rated capacity of electric power
stations, per 1,000 spindles in the textile industry, and
so on). These normatives can be elaborated according
to data of the technical designs of enterprises commis-
sioned at the end of the plan period (five years) and
be extended to the entire sector. In case no new enter-
prises are to be commissioned, the normative can be
obtained from data of technically and economically ad-
vanced enterprises.

Figures of the increase in the number of specialists,
obtained on the basis of these calculations, can be bro-
ken down by groups of specialities, considering their
structure at the end of the plan (five-year) period and
tendencies of change during these years.,

‘As for sectors of the service sphere and some other
types- of activity, the need in specialists for the period
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beyond the five-year plan can be calculated by the
method used in computations for the first five years.

The influence of technological progress is first of all
considered in detailed calculations of the need in spe-
cialists for the five-year period. A more intricate no-
menclature and assortment of output make for a greater
need, because of higher labour-intensity in elaborating
the production operations and more complicated control
of the production process.

The main factors which reduce the need in specialists
are industrial specialisation and co-operation, the
change-over to the manufacture of less intricate ar-

ticles, improved organisation of production manage--

ment and mechanisation of managerial labour and rise
in the skill and general educational level of workers.

In sectors of the non-productive sphere the need in
specialists is determined by the size of the served
groups, their sex and age composition, the nature of
the services and the organisational structure of -the
service establishments. Ascertainment of the need in
personnel for science and scientific servicing is the
most intricate problem here.

In sectors where the need in specialists is determined
on the basis of staff normatives (education, the public
health services, and so on) it can be calculated by
dividing the total volume of work in the plan period by
the fixed volume of work per specialist.

For newly commissioned enterprises, offices and or-
ganisations the future need in specialists can be calcu-
lated on the basis of staff estimates in the designs of
the construction projects and the staff schedules of en-
terprises, advanced technically and organisationally,
which were commissioned in the last years of the pre-
plan period.

Calculation of the need in specialists for replacing
their retirement should be made separately to establish
the possibilities of natural withdrawal, withdrawal in
view of transfer to other sectors, enrolment for full-time
study and for other reasons. For the national economy
as.a whole, such differentiation is of no practical sig-

nificance; it will be necessary to replace only the nat-

ural retirement. But when the need is calculated for
separate areas and, the more so, for separate enter-
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prises these factors must be considered. For th iod
beyond the bounds of the - ; ® naturs
wi_tr}ll]drawal can be determineﬁc;{e year plan only natural
e calculations of the additional need in speciali
serve as the basis for ascertaining the scale %?Clear:;ztl?
ment in higher and specialised secondary educational
establlshmeqts. Data of these calculations can also be
used for adjusting the contingents of students at the
beginning of the plan period and their redistribution by

specialities in accordance with L
of the economy. with the newly arising needs
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Chapter VII

ECONOMIC INSTRUMENTS OF PLAN
IMPLEMENTATION

Planned management is a characteristic of an eco-
nomic system based on socialist property, on the gen-
eral interest in the best use of all the produc,tlon po-
tentialities for the all-round satisfaction of man’s needs.
. This is displayed in the purposeful, conscious and co-
ordinating activity of economic agencies which ensure
the dovetailing of the production and commercial opera-
tion of every enterprise and association with the general
interest of the people.

The machine of the planned management of the econ-
omy performs three main functions: v )

analyses the situation in the economy and the main
tendencies of its long-term development;

draws up and makes decisions (in the form of the
national economic plan and other guiding pro-
grammes); o o

applies a range of directive and economic measures
ensuring the implementation of the e}dopted decisions.

In the previous chapters we examined the first two
functions of planned management while the present
chapter discusses the third funct_ion, ie., the system of
measures and assignments ensuring the implementation
of the national economic plan and the regulating in-
fluence exerted by managerial agencies on different
stages of the extended reproduction process.

1. Direct and Indirect Regulation

The experience of economic development in the USSR
demonstrates that two methods of regulation — a) - di-
rect and b) indirect — can be applied for carrying out
the state plan.
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The fundamental principle in utilising both methods
is centralised guidance of the socialist economic system,
i.e, the single trend and co-ordination of economic
activity in all its links. This means that in the USSR
regulation of economic processes and the corresponding .
co-ordination of all functioning links of the economy are
determined by the general aims and tasks set before
the economic system as a whole. Under socialism cen-
tralisation of planned management is based on the
operation of objective economic laws, the dominance
ol socialist property and the absence of exploitation.
But the methods and forms of the display of centrali-
sation differ, depending on the link of the economy and.
the tasks being accomplished. «

The general function of managing socialist produc-:
tion is exercised by the state. In some cases it acts as
the owner of the means of production and regulates
relations between society, on the one hand, and enter-’
prises and individual citizens, on the other.  Acting as-
owner of the means of production, the socialist state
directly influences the growth rates and structure of’
the productive forces with the help of centralised in-
vestments, credit and reserves; it sets direct produc--
tion assignments to ministries and, through them, to
associations and enterprises. This ensures a -single
trend in shaping and developing the macro-structure
of the economy: national income, funds of accumula--
tion and consumption, major inter-sector proportions,
and so on. . :

State agencies are also able indirectly to influence
production by regulating concrete forms of economic
relations (including commodity-money relations). For.
this purpose extensive use is made of the planned for-
mation of prices and rates for services, of finances and
the material incentive system. :

Direct management methods are expressed in the
form of directives — definite assignments and instruc-
tions given by higher managerial agencies which regu-
late and control the design, production, circulation,
distribution and at times also the consumption of goods.
Direct links between the managerial machine and the
corresponding sections of reproduction are intrinsic
here. Hence the binding nature of the decisions of
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directive bodies. Their decisions and measures must be
based on cognition'of objective economic laws and be
free of subjectivism and voluntarism. Directive forms
of management are effective and they are an important
instrument in applying economic policy; they_are ba§ed
on the mechanism of the general laws governing soc1§11-
ist reproduction and express the interests of the entire
society. . )

Economic forms of influencing enterprises (associa-
tions) correspond to indirect methods of'managemen.t.
With the help of these forms the production process is
regulated through various elements of the production
relations. As a rule, economic forms of ma.nag.ement
rest on cognised laws which reflect stable ties in the
behaviour of production collectives apq 1nd1v1due_11
workers, depending on the material conditions of their
activity. The economic forms do not bear a categoric
and directive nature.

Both direct and indirect methods proceed from the
necessity of co-ordinating the collecf[ive.and persone'll
interests of the people with the social interests. This
makes it possible to utilise most fully the advantages
of the socialist mode of production. ,

The employment of both forms of planned manage-
ment in regulating socialist reproduction promotes the
fullest satisfaction of the needs of all members of so-
cialist society. A primary task of economic policy is
properly to combine directive and economic methods of
guidance. Direct methods of managing the economy
make it possible to concentrate resources in the prin-
cipal sectors, to win time in solving major economic
problems. But these methods to a definite extent restrict
the initiative of the lower production links.

It is a distinction of economic methods that they
are quite elastic and at the same time operate to a cer-
tain extent automatically and generally in the set direc-
tion. They encompass a wide range of measures which
bring about progressive changes in the pattern of the
national economy, contribute to the eificient use of re-
sources for fulfilling big scientific and technological
and social programmes. These methods presuppose
the extensive use of commodity-money relations, credit,
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prices, cost accounting, ! profit, and the material incen-
tive system. Economic instruments are aimed at exercis-
ing thrift, constantly improving production organisa-
tion and processes, reducing the periods for the develop-
ment of new technology and its introduction in the econ-
omy, i.e., at stimulating collectives and every worker
to expand and improve production, making optimal use
of all available resources.

Economic instruments exert a regulating effect on
the assortment and quality of output by enterprises,
the use of available productive capacity, on labour pro-
ductivity of the personnel and the development of com-
mercial relations of an enterprise with raw-material
suppliers and sales organisations. :

In most cases economic instruments assume the form
of a definite normative which is set on the basis of the
socially necessary labour inputs or indicators of their
efficiency (results). These normatives are directly linked
with the operation of objective economic laws. That is
why the system of normatives must be based not on
individual but average sectoral or group inputs. The
use of such normatives as criteria for assessing the
results of operation and stimulating the collectives of
enterprises, for comparing them with individual results
of enterprises makes it possible to bring out more
clearly and at the same time objectively the best and
the lagging collectives. Enterprises where the inputs
are below the social normatives will obtain a surplus
profit or some other additional result. The system of
economic methods ensures the use of part of the addi-
tional results for providing greater incentives to the
best collectives.

! The cost-accounting system (khozraschot) is a method of
management of socialist enterprises based on commensuration, in
meney terms, of the inputs and results of economic activity, the
covering of the expenditure with the enterprise’s income, on the
ensuring of profitability of operation and on the provision of ma-
terial incentives to the enterprise and its personnel. The covering
of an enterprise’s operating expenses by receipts from the sale
of its output and the obtaining of profit distinguish a cost-account-
ing enterprise from an enterprise or institution which is financed
by the state bud%et. Under the cost-accounting system economic
relations are established: a) between separate enterprises and the
state; b) between enterprises themselves; c) between enterprise
and their personnel.
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This greatly enhances the interest of collectives of
enterprises in fully utilising the productive resources
for extending output, in displaying initiative to improve
plant and production methods, raise the quality of
goods and better satisfy the demands of consumers.

Economic methods thus help intensify the develop-
ment of the national economy and promote its greater
efficiency.

Economic methods are part of the system of p!anned
guidance. In a number of cases they serve as indicators
of the plan and are of a normative nature. There is a
tendency to have certain directive targets of the state
plan perform the function of economic instruments.
(this, for example, applies to the profit and profitability
targets). ' )

Economic methods exert a regulating influence on
production and the sale of goods only if there is a
functional connection between the results of operation
and the material interest (income) of the personnel.

Two trends in the influence exerted by economic in-

struments should be differentiated: o

a) effect on the interests of a production collective
as a whole, stimulating the rational use of all resources
of an enterprise through profit, payment for assets and
the incentive funds;

b) effect on the personal interests qf workers, prompt-
ing them to strive for better individual performance
(through wages, bonuses, additional 'hqlldays, im-
provement of living conditions and facilities for rest
and recreation). - ' o

One of the basic demands in applying economic in-
struments is that they concentrate the initiative of col-
lectives on coping with the plan targets. This is achieved
through constant control and cor'respondmg regula-
tion of the entire system of economic management.

9. Distinctions in the Development of the Forms of
Management

Every important period in the history of the Soviet
econom}; hag been accompanied by definite distinctions
in the use of some or other methods of centralised man-
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agement dictated both by the specific tasks and the
concrete historical situation.

Immediately after the victory of the October Revolu-
tion the Soviet Government began to prepare for the
extensive use of economic methods of regulating eco-
nomic processes. Preparations were made for a mon-
etary reform. The objective was to exchange all pre-
viously issued money for new currency, to stabilise
prices and organise trade. But the outbreak of the Civil
War and foreign intervention compelled the govern-
ment to put off this work. Urgent measures had to be
taken to mobilise all the resources for the needs.of the
front and to cushion the impact exerted on the economy
by the deranged monetary and financial system and the
spontaneous private market.

At the end of 1917 and early 1918 the state intro-
duced a monopoly of trade in major goods and set
stable prices for them. But the limited commodity
resources at the disposal of the nationalised sector pre-
vented the organisation of full-scale trade at the stable
prices. The demand vastly exceeded the supply. Goods
exchange was particularly difficult with the countryside.
The government increasingly resorted to direct inter-
vention in economic life so as lo organise, in view of
the goods shortage, the supply of the front and ration-
ing in interior areas. The working people received
rations at low prices. Within the nationalised sector one
enterprise handed over its goods to another on the in-
structions of central bodies without any money settle-
ments. In this situation the issue of money depreciated
the incomes of the private sector and served as one of
the forms of mobilising the resources of the economy
for the needs of the iront. The amount of money in
circulation grew inordinately. Under the influence of
the sharply increased demand prices on the unorganised
markel reached astronomical figures. Money no
longer played the part of a universal equivalent. The
entire system of commodity-money relations was de-
ranged.

- Barter.became the dominant form in the exchange of
products not only on local markets but on a country-
wide scale as well. A surplus-grain appropriation sys-
tem was introduced, which provided for the removal
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i he

all food surpluses which the pgasants had above t
gitablished norpms. At the beginning of 1921 the urfban
working people satisfied their needs mainly with ]Eﬁe
food rations and public utility and other services. he
emergency measures of the state were dictated by the
extremely grave situation during the Civil War. .
Transitioni to peacetime conditions made it p‘ossll) le
to effect a sharp turn towards a New Economic o%
icy — NEP. This policy envisaged a livening up o

commodity-money relations, utmost and priority de-

/ f trade, in the first place between town an,d
\cghorﬁ?;%n;n% an advance, on this basis, of the country’s
i rces. .
prcl)gutc};[:eviefvg conditions of peaceful economic develop-
ment the socialist state was faced with a number of nedw
tasks. It was necessary to gain control of thﬁ tra g
mechanism, and undertake to regulate the mar (eit arll1
money circulation with the help of systematic anf well-
conceived economic measures. A serious reform Ot matn-
agement was carried out in 1921-1922. State drusl S,
uniting several enterprises of the same type and a sto
designing organisations, became the main costjaccl;)ur} -
ing link. Syndicates, functioning on a commgrmalt asw;i
handled the supply of materials and equipmen l.and
sale of goods. New methods and forms of centra 1tshe'
regulation and planning of prices were devised in this
period and widely utilised in setting prices. Co-opera-
tives were given the kritgh'tt tot'set retail prices in ac-
ith the market situation. .
CO{F(li'laencnioV:llettgry reform of 1922-1924 which created a
stable currency in the USSR was among the plrlmarty
measures that furnished the requisites for imp erlnen -
ing the New Economic Policy. Demand and supply 051
the market were balanced and prices were stabilised.
During this period special attention was paid to [Ero-
viding incentives with the help of economic (1jns’_ru-
ments, to raising the efficiency of industry and re ucmtg
costs. The trusts and associations, operating on al\CI(I)iSP.
accounting basis, set up during the transition to =)
proved to be the proper form of coping with thes? tasbs.
Some industries which had operated at a loss, after te-
ing transferred to cost accounting (1922), began -to

show a profit.
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Improvement of technical and economic operation of
state enterprises created favourable conditions for in-
troducing order in the price-formation system. The fac-
tory prices of manufactured goods were repeatedly
revised downward. Top prices were introduced for a
number of goods. The lowering of rail freight rates was
of importance in reducing the prices of raw materials
such as ores, timber, coal and peat, in the case of
which transportation costs make up a big share of the
price. :

Measures were also taken to stabilise and cut retail
prices. Lists of uniform obligatory prices for many
types of goods were introduced. State agencies adopted
new principles of regulating trade mark-ups. Originally
these mark-ups were set in percentage of circulation
costs of trading organisations. This, first, did not stim-
ulate the ‘rational organisation of trade and the
combating of losses. Second, it did not set a limit to
retail prices. The new trade mark-ups were fixed in per-
centage of the wholesale prices of industry which made
for greater efficiency in regulating retail prices.

The New Economic Policy, extensive use, alongside
directive methods and planning techniques, of market
forms for stimulating the growth of production, the
monetary. reform and stabilisation of -prices — all this
made it possible, in a relatively brief period, to regain
the prewar level of industrial and agricultural produc-
tion, to arrange a balanced goods exchange between
town and country and raise somewhat the living stand-
ard of the working people, :

But the task of eliminating the substantial lag of the
country’s economy behind those of the more developed
capitalist states remained unsolved. It was necessary
to overhaul the entire economic and social structure of
society, to build up a modern material and technical
basis and develop science in a brief period. All this

- demanded improved methods for solving many eco-

nomic problems, which ushered in a new stage in
planned management.

The first five-year plans increased the redistributive
functions of central management agencies in view of
the need to mobilise accumulations for financing con--
struction in industry on a scale tremendous for those



days. Planned management played an energetic part
in the mechanism of reallocating resources between
sectors. ‘
The need for concentrating in the hands of central
agencies the biggest part of accumulations for acceler-
afing the development of key heavy industries dictated
the considerable extension of directive methods of guid-
ance. The state covered the entire expenditure of financ-
ing construction and extending the productive assets.
To these ends budget subsidies were also- widely
utilised which localised in large measure the rise in
the prices of goods in view of the increase in produc-
tion costs. Actually, in the 1930s slate subsidies helped
create a new system of stable prices, which qualita-
tively differed from those in the 1920s. Payments from
the budget covered all the money outlays of producing
enterprises, i.e., ensured the satisfaction of their min-
imal material needs. Thus, the system of subsidies,
notwithstanding its intrinsic serious shortcomings of
an economic nature, made it possible to preserve the
stability of prices over long periods and to control
money circulation in a very intricate situation. All these
measures were designated for a definite period.
Progress in industry and the completion of collectivi-
sation in agriculture were accompanied by a noticeable
rise in the efficiency of production and consolidation of
the country’s general economic situation, which -was
reflected in the system of commodity-money relations.
The sphere of the use of economic methods and instru-
ments for regulating and stimulating economic develop-
ment was gradually extended. But this tendency was
interrupted by the outbreak of the Second World War
which demanded a tremendous exertion of effort by the
people and the mobilisation of all resources for victory
over the enemy. Again direct methods of managing the
economy had to be employed for coping with these
tasks. . '
They were also preserved in the initial postwar pe-
riod when the Soviet Union had to restore the national
economy, efface the aftermath of the war and step up
the growth of its economic potential, utilising the ad-
vantages of the new management methods for concen-
trating resources on key sectors. The winning of time
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s of accelerating the growth rates‘ in the livi
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situation and new tasks are a 8! . e new
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. § the proportional
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3. The Present Economic. Reform

An economic reform is under i
‘ ‘ ! way in th i
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ial incentives to the collective_of an enterprise
gfs r:a\ifeilrole and individual workers is in operation _andt
it orients enterprises on introducing the most efficient
regi f operation. ’
re%;mfh?s cpontext great importance attaches to tfhe
scientifically-based choice of criteria (mdlca.tors). .f[)r
objectively assessing the results of the economic activity
of enterprises and materially stimulating their collec-
tlv_lg}sl.e indicator of goods sold and also the indicators
of profit and profitability are utilised for assessing the
work and rewarding production collectives and, conse-
quently, for stimulating their economic activity. )
These indicators do not affect uniformly the economic
activity of enterprises. The indlncator of output sold,
which replaced the “gross output” target, has a number
of ‘undoubted advantages as compared with the latter
because it reflects the link of production with the satis-
faction of society’s needs. It thereby stimulates a

change of the assortment in favour of goods which are - *

in demand by the consumers and also an improvement
:2 gﬁality. B}l,lt it should be borne in m1‘1‘1d that the in-
dicator of output sold inherited from “gross output
one unpleasant attribute: it stimulates the production
“of material-intensive goods, of articles {nade from ex-
pensive raw material, and retar.ds the 1r}troduct10n of
cheap substitutes or a reduction in the weight of goods.
Experience shows that at many enterprises where the
volume of output sold serves as the criterion for assess-
ing and stimulating productive activity, the assortment
is changed in favour of articles produced from relative-
ly more expensive types of raw and other matenals,
which quite frequently raises the average price of the
oods of the given group. )
pr%?'zfii(it%on at the lgvel of enterprises and associa-
tions is stimulated moget effectively by targets of profit
ecially profitability.
an%hizpdoes %cﬂ mean that profit becomes the purpose
of the productive activity of enterprises. The mechanism
of the self-adjustment of enterprises to the most ec01;
nomical regime of work operates within the framewor
of the state plan, which directs all .the links of the na-
tional economy to the maximum satisfaction of society’s
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needs. The profit and profitability targets are objects
of centralised planning. In these conditions profit acts,
on the one hand, as one of the main ways of realising
the net income designated for forming the social funds
of accumulation and consumption, and, on the other,
as_an overall indicator of the results of production.

Profit is the difference between the vaiue of the out-
put sold at wholesale prices and its cost of production.
The profit indicator both for its total and its rate stim-
ulates enterprises to raise the economic efficiency of
production. The latter reflects the economic effect of in-
creasing the volume of goods sold, reducing production
costs and improving quality because, as a rule, higher
prices are set for articles with better utility properties.
An enterprise receives a profit when the goods have
been paid for by the client: this means that it has pro-
duced what is needed for satisfying society’s require-
ments, . .

It should be borne in mind, however, that the target
for increasing the mass of profit can be topped not
only through better organisation of the production pro-
cess and tapping all other potentialities, but also with
the help of additional investments and the accumula-
tion of excessive productive assets. That is why it is
impossible objectively to judge the results of an enter-
prise’s operation only by the actual volume of its net
income. To gain a proper picture of the economic ac-
tivity of an enterprise the size of .the obtained profit
must necessarily be compared with all the inputs as a
result of which it was obtained. That is why in the new
system of management the indicator of profitability, i.e.,
the ratio of profit to the value of the employed fixed
productive assets and the rated circulating assets, is
also utilised for assessing the work and materially stim-
ulating production collectives. '

The material incentive system is a component part
of the new mechanism of economic management. The
fundamental coincidence of the interests of socialist
society and of separate collectives makes it possible to
design the material incentive system in a way that it
should be advantageous for an enterprise to produce
goods most efficient from the viewpoint of the entire
economy. - : e

sl
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To make a production collective materially interested
in profitable operation the following three stimulation
funds are set up at enterprises:

a) material incentive fund,

b) fund for social and cultural measures and hous-
ing construction,

- ¢) production development fund.

The first fund is designated for bonuses to the per-.
sonnel of enterprises: the payment of a bonus for the
annual results of the economic activity of the entire
collective and also of bonuses and allowances to indi-
vidual workers. The importance of this fund as a ma-
terial incentive is steadily growing:

The fund for social and cultural measures and hous-
ing construction serves as a source for financing the
building of children’s institutions, sports installations,
houses, factory holiday homes and also for improving
cultural and other services to the personnel.

The size of these incentive funds is the bigger the
higher the profitability of production and the volume
of output sold. This makes every worker, engineer and
other employee of an enterprise strive for high general
performance indicators, for rational and thrifty opera-
tion. : '
The production development fund is made up partly
from profit and partly from depreciation allotments and
is utilised for financing the outlays of enterprises for
modernising equipment, introducing new plant and pro-
duction processes and improving the quality of output.

After transferring enterprises to the new conditions
of management, the growth rates of production and
profitability rose and other technical and economic per-
formance indicators improved as a result of moral and
material stimuli, rise in the scientific level of planning
and labour organisation.

At the same time bonuses and other payments from
the incentive funds raised average earnings, especially
in the case of engineering and technical personnel who
play a leading part in organising an optimal regime
of an enterprise’s operation. '

Economic methods of centralised management are
especially effective at the level of production associa-
tions. The functions of cost-accounting associations in-
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4. Price as a Regulating Factor
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on the way the operating prices are set. The new mech-
anism of planning and material stimulation can
function normally if prices of definite goods are eco-
nomically justified, well-based and co-ordinated.

The mechanism of planned price formation is being
steadily and intensively improved in the Soviet Uniomn.
In 1966-1967 a general review of wholesale prices of
industrial goods was completed. Work of practical cur-.
rent regulation and improvement of the operating
price-formation system continues. A system of long-
term prices is being built up. All this work is based on
a big cycle of research which has been conducted in
recent years and is experimentally being tested on eco-
nomico-mathematical models. Since price is an object
of planning, in other words, a consciously-utilised
category, it is possible to reflect in the levels and ratios
of prices the interests of all of society, i. e., to take into
account the demands of socialism’s economic laws.

But price is also a primary element of the market
mechanism. Consequently, it comes under the influence
of the law of value. To ignore the law of value signifies,
in essence, to ignore the objective conditions in which
hundreds of thousands of production cells of the social-
ist economic system, the enterprises, develop. The
law of value is the law of the movement of prices in
the socialist economy too.

The law of value, expressing the objective intercon-
nection between the interests of separate collectives
which realise their output as commodities, orients them
on the exercise of thrift. The point is that the contra-
dictory striving of separate enterprises to achieve the
most advantageous terms of purchase and sale is bal-
anced in a definite price. Price is not of an accidental,
but of a stable, objective nature, i. e, is a law to which
the proportions of commodity exchange are ultimately
reduced. From this it follows that the relationships of

planned prices of separate commodities must corre-
spond to the proportions of the inputs objectively need-
ed for their production.

- The socially necessary normative ‘of inputs emerges

in the course of manufacturing the main mass of goods

of the given type under normal conditions of production
with an average level of skill and intensity of labour.
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Practically this normative is close to th

_ ] e avera -
toral figure. From recognition of a single normagt?v:ec(;f
inputs follows the conclusion about the objective nature

" of the average sectoral norms of production inputs and

th(i net incc‘zme of an enterprise.
n recent years Soviet economists and industri
executives have paid special attention to considzli'lglnagl
the quality of substitute goods in price formation. In
the past enterprises which improved the technico-eco-
nomic parameters of their goods frequently were
harassed by financial difficulties because their addition-
al expenditure was not compensated in the price
'il;o?:)éolrrllSisdubstarztlatlingthprices the prevailing approach.
er not on e producti
us%propelljties not ot gyoods.p ction costs but also the
_Use value is a definite totality of the u -
ties of articles which satisfy mar?’s materia?egglsgirr(i)‘gue;l
requirements. The unity and interaction of use. value
and value makes the producers watch the qualitative
side of labour, its usefulness. If this connection is upset
f.or some reason, for example, when the price does not
1ae;ﬂect ;[h(? use properties, the result is that enterprises
go%drsl.o interested in improving the quality of their
Consumers -are first of all interested in th :
erties of the goods and then in the price. Thz uc?’leegll;zgt
articles will not be sold if their use properties do not
meet the needs of the consumers. This formulation of
the question by no means implies that the value of com-
modities disappears or is replaced by the category of
utility. Both sides of a commodity really exist and
depend on each other. Practically this means that goods
of better quality as compared with the mass of output
u_sed for the same purposes must, as a rule, have a
higher wholesale price. In this case enterprise’s will be
gleaz»t/erlallzl1 1ntq1‘;ﬁsted in undertaking the production of
goods with improved us i i
err}i;ing traditional g%ods. © properties and in mod-
_ There is always an objective ceiling to th "
in the price for improved quality. T}%is ceiliengl?gktllllg
level at which it is equally advantageous in the
economy to utilise the old and improved article
This means that the entire effect of raising the use

177



properties is incorporated in the wholesale price and
remains completely with the producer. This raises an
intricate task before the planned price-formation sys-
tem — to master the methods of analysing and calcu-
lating the economic efficiency in the use of substitute
goods. Without such information it is impossible stic-
cessfully to manoeuvre with prices and utilise them as
an instrument for economically influencing the composi-.
tion of the demand and supply.

What makes the question intricate is that the level,
the magnitude of the use value depends not only on the
material characteristics of the article, but also on the
sphere and method of its consumption. For example, ‘it
is not always possible to assert that seamless pipes are
of a better quality than electric-welded ones. In some
spheres of consumption, for example, in water mains
seamless pipes yield no additional effect as compared
with welded, while in the production of high-pressure
boilers only the former are utilised. Here the social
utility of seamless pipes is much higher. Thus, the price.
must consider not only the improved technico-economic
parameters of the goods but also the effect practically
realised in consuming this output in different sectors
of the economy. :

Study of the regulating effect of the planned price
on the demand and supply is the more important as the
different sides of the Soviet economy are more balanced
and the sphere of commodity-money relations is ex-
tended, specifically with the development of wholesale
trade in means of production. The overall balance or
equilibrium of the demand and supply decisively depend
on three factors: the level of production, the sales
prices and the money resources of the consumers.

Price formation is assigned quite an important role
in the mechanism of balancing the composition of
demand and supply. This composition can be upset
(and is often actually upset) within the framework of
{heir general equilibrium. Here are two typical in-
stances: the first is when the cause of such a dis-
crepancy is the disproportion in the material composi-
tion of the output, which, in turn, is frequently the
consequence of different profitability in producing var-
jous articles owing to the inconsistent structure of
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prices. Another reason for disproportions is th e
ting of the relationship of pricespfor substitutz lég?:its
when the substitute article is artificially made cheaper
and the sale of the traditional goods encounters diffi:
cultlgs. In such a case a corresponding change in the
relationship of prices is needed, considering the social
efﬁgenqy of these substitute materials. This will restore
the equilibrium between demand and supply and create
prerequisites for introducing economic methods of regu-

lating the manufactur fotpibt c
articles. v e and distribution of the given

5. State Regulation of the Use and Distribution
of Manpower

State control over the most rational -
power in the national economy is effected l;rsieachenr?raar}-
ised way in the. USSR. The People’s Commissariat of
Labour,. set up in 1917, immediately after the October
Revolution, was the first state body engaged in regu-
lating the distribution and utilisation of the country’s
labour resources. It was charged with a wide range of
duties in‘the sphere of wages and labour protection
the'state regulation of relations between labour and
capital, control over the observance of labour laws and
explaining their application and ascertaining the man-
power ne;eds of industry, agriculture and trade. Subse-
;]cl)lrigltl}f[hlt e:ils?' ha(%t t}? ((iiraw plans of labour and per-

other duties. ad a i i
sa‘iiogs el duties. It h ramified network of organi-

abour exchanges played a special part

local agencies. They were of pa?ticularp impslr'rtlglfllge tﬂ;
to 1929, in the period prior to the First Five-Year
Plan. They acted as intermediaries in hiring workers
and also recruited workers for all industries. But they
played their biggest part in studying the demand for,
and supply of, labour, in keeping check of unemployed’
who were getting relief and in keeping records of
labour resources and distributing manpower in. a
planned way to all sectors of the economy. One impor-
tant function of the labour exchanges was to inform the
population about the demand for workers, for which
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purpose special bulletins on the state of the labour
market were issued. . _ .

At the end of the 1920s when the First Five-Year
Plan was being drawn up, the People’s Commissariat
of Labour elaborated plans of providing manpower for
industry and transport by vocations and skills at the
area level. These plans envisaged the release of sur-
plus labour from enterprises, the sending of workers
to enterprises in need of manpower, the redistribution
of skilled workers between areas and the training of
skilled personnel. The People’s Commissariat of Labour
did a tremendous amount of work in keeping an ac-
count of the labour resources by areas.

In subsequent years state agencies which performed

certain functions in regulating the use of labour re- -

sources were modified as the conditions in the country
changed. '

At present these functions are exercised by State
Committees for the Use of Labour Resources set up at
the Councils of Ministers of the Union Republics.

One of the primary tasks of these Committees is to
study the labour resources by areas and draw up pro-
posals for their rational use and distribution. They keep
an account of the persons who have to be provided
with jobs, ascertain the needs of definite areas in more
work ‘places and, on the basis of the balance of labour
resources, offer their opinion on draft plans for the
development of one or another area (especially the sit-
ing of enterprises) from the viewpoint of the manpower
factor. For this purpose the size and composition of pop-
ulation, including persons not engaged in social pro-

“duction, are comprehensively analysed and the migra-
tion of population and the turnover of manpower and
its causes are studied.

The Committees draw up economically grounded rec-
ommendations as regards the main trends for the ra-
tional use of labour resources by definite areas and
also proposals for the current solution of problems of
- job provision. ‘

One of the important functions of the Committees is
to inform the population about the manpower needs by
areas, indicating the vocations, living and working con-
ditions in the respective regions. »
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The lower link in the system of state re i
the distribution and use ofythe labour resourgtl.gactcl)cr)lrclerc:f
trates efforts on keeping an account of the population
which could be drawn into social production under
definite conditions (care of children in pre-school insti-
tutions, the availability of work near the home, and so
on); the local Committees help in job provision’ inform
the population about the needs in personnel st’udy the
labour resources of concrete areas and strive to ensure
the fulfilment of the plan for the organised recruiting
of manpower and the resettlement of the population.

Vocational guidance of young people and the solutior
of other problems which ensure the rational employ-
ment of the population are becoming an important

function of the State Commi :
Resources, ‘ mmittees for the Use of Labour



Chapter VIIT

ORGANISATION OF PLANNING
AND CONTROL OF PLAN FULFILMENT

The present organisation of Soviet planning is a prod-
uct of prolonged historical development. Planning is
done simultaneously in three aspects — national eco-
nomic, sectoral and territorial. The experience of the
Soviet Union and other socialist countries shows that
the drawing up and fulfilment of national economic
plans requires the establishment of special state plan-
ning agencies and also of planning agencies within the
system for managing sectors and enterprises.

1. Structure of Planning Agencies

The direct work of planning is done in the USSR by
the following planning agencies: state (State Planning
Committee of the USSR, State Planning Committees of
the Union and Autonomous Republics, planning com-
missions of executive committees of territorial, regional,
and district Soviets of Working People’s Deputies),
departmental (planning-economic boards-and divisions
of ministries and departments) and industrial (plan-
ning departments of enterprises and organisations).
Sfate planning agencies are divided into three
groups — all-Union, Republican and local. Organisa-
tionally, they represent a single system. Their common
task is to formulate compreliensive economic develop-
ment plans (respectively for the country as a whole,
for a Union or Autonomous Republic, territory, region
or district) and verify their fulfilment.
The State Planning Committee of the USSR Council
of Ministers (USSR Gosplan) is the all-Union central
agency of national economic planning. It is subordinat-
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ed directly to the USSR Council of Ministers and en-
gages in general state planning.

_ The USSR Gosplan concentrates attention on ensur-
ing proper national economic proportions and links,
raising the efficiency of social production and finding
resources for the accelerated growth of the national
income and improving the standard of living. It ensures
the methodological and organisational unity of the
entire planning system. The USSR Gosplan draws up
the' national economic plans and, moreover, controls
their fulfilment. In this respect special attention is paid
to the timely commissioning of productive capacity and
the organisation of the manufacture of new goods. The
USS.R Gosplan elaborates measures for the timely pre-
vention of disproportions in the development of the
national economy which may arise during plan fulfil-
ment,

Special functions in national economic planning are
also performed by the State Committees of the USSR
Council of Ministers — for construction, science and
technology, and material and technical supply. Their
names indicate the functions they are assigned in the
system of state guidance of the economy.

Ministries and departments engage in planning the
development of their respective sectors, jointly with
the USSR Gosplan and other planning agencies. USSR
ministries guide production and also the acfivities of
research and design organisations in their respective
sectors.

Local economic bodies and local planning commis-
sions engage in territorial planning. Regional, territo-
rial, city and district planning commissions draw up
draft plans of economic and cultural development and
submit them for approval to the corresponding execu-
tive committees of local Soviets. After approval these
plans are sent to the higher planning agencies.

The sectoral principle of industrial management has
substantially raised the role of the Gosplans of the
Union Republics as state agencies which, on the basis
of a thorough study of the potentialities and needs of
a republic, determine the most expedient proportions
in the development of its economy, efficient location of
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the productive forces, ways for comprehensive economic
development in combination with expedient specialisa-
tion in the countrywide division of labour. The Gos-
plans of the Union Republics have the task of ensuring
the proper combination of the sectoral and territorial
principles of planning.

The Councils of Ministers of the Union Republics
examine the draft plans of enterprises on the territory
of the Republic, drawn up by USSR ministries and de-
partments and submit their proposals on these plans
to the USSR Council of Ministers and to the USSR
Gosplan. :

2. Types of Plans and Their Interconnection

The system of plans in the Soviet Union and the way
they are inferconnected can be pictured as a pyramid,
the base of which is made of plans of production en-
terprises; plans of production associations and then of
central sectoral organisations come within the part of

the pyramid covered by sectoral planning; another part,

pertaining to-territorial planning, covers the plans of
the respective planning agencies, including plans of
the Union Republics. Lastly, at the apex of this pyramid
is the state plan for the development of the national
economy of the USSR.

The state plan is drawn up both in value terms and
in physical terms — the quantity of some or other goods
which have to be produced in the plan period. ,

The national economic plan is a composite of the
assignments for the Soviet national economy as a
whole and for separate sectors in accordance with the
aims set before the economy for the given plan period.
For convenience these assignments, which are also
called plan indicators, or targets, are grouped by sepa-
rate sections. The structure of the state plan naturally
depends on how developed the national economy is, on
the social and sectoral structure of production, and also
on the aims and tasks of the plan.

Sections connected with long-term social develop-
ment hold an important place in the ‘state plan. They
envisage a further growth in the incomes of the people,
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the development of science, culture and the health ser-
vices.

In socialist society the people’s standard of living
rises on the basis of technological progress and- im-
proved production methods, chiefly through an increase
in labour productivity. That is why in all sections of
the plan great attention is paid to raising labour pro-
ductivity.

A national economic plan necessarily has sections
which chart the development of industry, agriculture,
transport and communications, foreign trade, material
and technical supply, retail trade, the development of
separate economic areas and also improvement in the
living standard. The general section consists of the
overall national economic development plan which in-
cludes the main indicators of material production, la-
bour and wages, finances, cost of production and accu-
mulations. ' , ‘

The sectoral design of the national economic plan
reflects the real forms of the social division of labour
and specialisation of the production apparatus — of in-
dustry and other sectors of the economy. . :

The plan of an enterprise is the primary link in the
entire system of sectoral planning. The plan of an en-
terprise envisages the volume of output and dates of
production, the needed productive resources and also
rational economic relations with other enterprises and
organisations, and lastly, financial indicators of eco-
nomic activity. ’

Plans of the managerial middle link (firms, associa-
tions) aggregate these plans and incorporate a number
of new elements in co-ordinating the activity of enter-
prises under their jurisdiction; they solve questions of
production specialisation and co-operation, techno-
logical policy and also labour remuneration, prices,
sale of output, and the like.

Plans of central economic bodies (ministries, chief
boards) represent comprehensive programmes for the
development of the given sector. They envisage the
volume of output of the main goods in the given sector,
the wages funds, technical re-equipment of operating
enterprises, specialisation, co-operation and integration
of production, new construction, taking into account
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better use of operating capacity and fixed assets, and
financial indicators. '

Sectoral plans provide for priority - growth of the
most efficient lines of production and technologies,
greater specialisation and co-operation within sectors,
mechanisation and automation, the manufacture of the
more important, new machines, mechanisms, equipment
and materials and consumer goods. Much attention is
paid to working out and applying progressive input
rates of materials, fuel and labour, rationally using
productive capacity, raising labour productivity and
cutting costs.

All plans of separate sectors are strictly co-ordinated
and they make up a single economic plan. Only precise
co-ordination of sectoral plans creates that consciously
maintained proportionality in the national economy
which is a paramount feature of socialist planning.

For all the importance of sectoral planning it does
not encompass many questions of the economic relations
in industry within a territory. That is why sectoral
planning has to be combined with territorial planning
by economic areas. This above all is dictated by the
fact that every enterprise has more or less developed
relations with other enterprises in the given economic
area. Moreover, the need for an economic area (terri-
torial) plan is determined by the existence of enter-
prises of ‘local and republican subordination which are
not covered by centralised sectoral management.

3. Sequences of Plan Formulation

The principle of democratic centralism underlies the
process of drawing up and approving national -eco-
nomic plans. The democratically elected guiding bodies
of the country after a thorough analysis of the results
of development in the preceding period, assessment of
the main resources and potentialities of the economy
begin to draw up draft Directives for the new five-year
plan. The highest management and planning agencies
and also research organisations take part in this work.
The draft Directives of the country’s leading bodies
formulate the basic, economic and socio-political tasks
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for the coming period, chart the main trends in eco-
nomic development, outline major proportions, volume
of production and growth rates of large sectors of the
economy. Millions of people take part in discussing
these draits. '

The countrywide discussion of the draft Directives of
the plan is consummated by their examination at a
Congress of the Communist Party of the Soviet Union.
The Congress makes a decision on this draft and com-
missions the USSR Council of Ministers to ensure, on
the basis of these Directives, the formulation of the na-
tional economic development plan, with a breakdown
by years, ministries, departments and Union Republics,
and to submit it for consideration to the country’s
highest legislative body, the Supreme Soviet of the
USSR. For these purposes the planning agencies draw
up initial variants of the plan which determine the
place and role of every sector and economic region in
the country’s ecanomic development. ’

The main indicators, outlined in the Directives, serve
as the initial basis for drawing up drait plans by

- sectors, Republics, economic regions and enterprises.

Detailed draft plans elaborated by enterprises form the
basis for plans of ministries, departments, territories,
regions, Autonomous and Union Republics. The USSR
Gosplan, enlisting the services of a number of central
institutions and departments, co-ordinates and dovetails
these drafts, compiling the draft national economic
development plan of the USSR as a whole. After approv-
al by the USSR Supreme Soviet, the assignments of
the. national economic plan are passed down to the
management bodies and enterprises that have to carry
them out. Furthermore, on the basis of state plan
assignments the enterprises prepare full-scale plans of
their production and economic activity. The principle of
democratic centralism is also observed in the course of
plan fulfilment, creating the best conditions for ra-
tionally combining the interests of society, a collective
and a worker.,

National economic development plans are of a direc-
tive nature. They are approved by state bodies and be-
come binding assignments. Approved plan targets of
an enterprise can be changed only in exceptional cases
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after a preliminary discussion of the matter with its
management in a way and periods fixed by the USSR
Council of Ministers. If plan assignments are revised
all interconnected indicators of the plan and all settle-
ment of an enterprise with the budget have .to be ad-
justed simultaneously.

Combination of current (annual) planning with the
formulation of long-term plans is an important prin-
-ciple of the Soviet planning system. Historically cur-
~ rent plans arose first. These were plans of the produc-
tion and distribution of major goods.

At present the. five-year plan with a breakdown of
major assignments by years is the basic form of plan-
ning. Annual plans specify the assignments contained
in the long-term plan; they take into account the course
of fulfilment of a long-term plan, new requirements of
society and the achievements of science and technology.

Long-term plans reflect fundamental socio-economic
tasks of the country’s development, they incorporate
big investment programmes ensuring the application of
the latest scientific and technological achievements, set
national economic proportions and the structure of so-
cial production, the level of the national income and
welfare of the people.

As the rates of the scientific and technological revo-
lution are accelerated and the sphere of its impact on
society’s life is widened, practical needs insistently
face planning and scientific institutions with the task
of long-term forecasting and the elaboration of suffi-
ciently grounded and reliable hypotheses of technologi-
cal and economic development. :

A long-term plan is designed in two stages. At the
first stage central planning agencies construct an ag-
gregated model of the plan which offers general guide-
lines as to the trends and growth rates of the economy
in the period covered by the plan. Aggregated plan
projections, after their examination and approval by
the country’s leading bodies, are passed down to eco-
nomic agencies and enterprises. Next comes the formu-
lation of a full-scale, i. e., detailed plan by all the links
of planning and economic agencies. ‘

The designing of a long-term plan in two stages is
_an important organisational principle, which makes it
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possible to take fuller account of the potentialities and
reserves of production. ‘

A major rule in working out the assignments of the
long-term plan by years is to ensure the rhythmic and
proportional development of the economy, which pre-
supposes the balancing of the plan for every year. But
naturally, even given very high precision in formulat-
ing: the long-term plan all changes in economic life
cannot be foréseen. Therefore the adjustment of the
annual assignments is inevitable. Changes in the plans
of consumer goods production in conformity with the
changes of orders of trading organisations are intro-
duced by the enterprises themselves within the bounds
of the profit targets set by the plan.

4. Plan Indicators

Assignments of the national economic plan make up
the basis of the plan for an enterprise’s operation. The
organising role of this plan is displayed along two
lines. First, the plan provides the basis for organising
the production process within an enterprise or another"
economic unit. Second, under a highly developed so--
cial division of labour, which is a characteristic of the
socialist economy, every enterprise can function only
by exchanging the results of its activity with other sec-
tions of the economy. The plan of an enterprise deter-
mines its economic relations in the national economic
system. _

The plan targets, which fix the production assign-
ments and the economic side of the production process
within an enterprise, are examined and approved by
the head of an enterprise. ‘

The plan reflects the interconnections of shops and
sections in compliance with the demands of technolog-
ical progress. The production plan, say, of an aver-
age-sized engineering plant encompasses the manufac-
ture of tens of thousands of parts which pass numer-
ous phases of production and, within them, hun-
dreds of thousands of processing operations. All these
processes must be co-ordinated in time and in space
by observing proportionality between the scale of work
and the productive capacity.
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The indicators which determine the relations of the
given enterprise with other enterprises and organisa-
tions contain only data necessary for shaping national
economic proportions, [or organising the productlon
links of enterprises and determining the economic rela-
tions of the given production collective with society, of
the enterprise with the state.

These indicators of an enterprise’s plan include:

productton——the volume of output sold at operating

i

wholesale prices. The volume of goods sold is deter-

mined without the cost of intra-factory circulation, i. e.,
without the value of articles of its own productlon
designated for further processing within the given en-
terprise;

labour — only one indicator is approved: the total
wages fund. This enables an enterprise itself to decide
on the size of the personnel and to manoeuvre with the
average wage within definite bounds. Approval of the
wages fund enables it to ensure proper relationship
between payment for work and the main quantitative
and qualitative targets of the enterprise’s operation
" (growth in the volume of output, profit, and so on);

finance — the total sum of profit and the target of
profitability (the ratio of profit to the sum of the fixed
assets and the rated circulating assets); payments into
the budget (for example, payment ior assets) and
appropriations from the budget. The profit target
takes into account the net income created at the en-
terprise, stimulates an improvement in the quality of
goods and the manufacture of new, more progressive
articles.

The profitability target is given in the form of the
ratio of profit to the average annual value of the fixed
productive assets and rated circulating assets;

construction — the total volume of centralised in-
vestments, including building and assembly work, the
commissioning of fixed assets and productive capacity
on account of centralised investments;

introduction of new plant — assignment for the mas-
tery of the manufacture of new kinds of goods and
the introduction of new production processes, compre-
hensive mechanisation and automation of particular
importance for the development of the sector;
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material and technical supply — the volume of de-
liveries of raw and other materials and equipment to
an enterprise which are allocated by a higher organi-
sation.

The targets set to an enterprise are given in the an-
nual plan, as a rule, with a breakdown by quarters,
while production assignments in physical terms in ex-
ceptional cases are also given with a breakdown by
months, taking into account the contracts for the de-
livery of goods concluded by the enterprise.

All the other indicators of an enterprise are not
subject to approval by higher organisations and are
drawn up by the enterprises themselves and are used
by planning agencies as calculating material in for-
mulating the plans.

5. Control Over Plan Fulfilment

In verifying the fulfilment of national economic
plans, planning agencies pay special attention to ana-
lysing the data characterising the solution of major
economic problems and the development of the key
sectors.

The USSR Gosplan and the Gosplans of the Union-
Republics analyse above all the fulfilment of the over-
all indicators of the state plans on the basis of data of
central and republican statistical agencies, and thor-
oughly verify the implementation of directives and de-
cisions of leading bodies. Ministries and managerial
agencies of enterprises constantly control plan fulfil-
ment for a wider range of technico-economic indica-
tors which characterise the operation of every enter-
prise, shop or construction site. But all of them utilise
the uniform general methodology of analysis and
methods of organising the verification of plan fulfil-
ment.

A study of all aspects of production and financial
activity and an analysis of the indicators of the work
of a sector or the economy of a republic are made for
all interconnected indicators. Verification of plan ful-
filment must be comprehensive, that is, encompass all
the sections and indicators of the plans.
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An analysis of plan fulfilment must not be of a sta-
tistical nature which merely registers the results of
operation but should be scientific and based on a pro-
found study of the dynamics of the economy, its prac-
tical achievements and advanced experience. Such an
analysis furnishes the necessary material for bringing
to light the potentialities of production and formulat-
ing new tasks of economic development.

The main practical way of verification is to compare

figures of the plan and of actual performance. In ana-
lysing the operation of enterprises and ministries the
actual figures are usually compared with similar aver-
age indicators for the sector as a whole and with data
of the advanced enterprises. The balance method is
widely employed in checking the fulfilment of national
economic plans. »

'~ The annual report and the bookkeeping balance
sheet, which characterise from every angle the produc-
tion and economic activity of an enterprise, make up a
major document reflecting the results of an enter-
prise’s economic activity.

State statistics serve as the main instrument for
verifying and analysing the fulfilment of economic
-.plans, The Government of the USSR, the USSR Gos-
plan, the Councils of Ministers of the Union Repub-
lics, ministries and departments receive from the Cen-
tral Statistical Board of the USSR (CSB), and its
agencies the necessary statistical data on the fulfilment
of national economic plans for the country as a whole
and for separate enterprises, sectors, republics and
also the other statistical information needed for manag-
ing the national economy, formulating plans and veri-
fying their fulfilment. The CSB, with the help of its
apparatus, both in the centre and in the localities, ar-
ranges censuses, periodic surveys and other statistical
work needed for planning agencies. To improve plan-
ning and control of plan fulfilment in present-day con-
ditions statistical information reflecting both the quan-
titative and qualitative characteristics of processes in
the economy is needed. This is achieved by widely em-
ploying electronic computers.

‘Many important decisions on economic questions are
taken by the Soviet Government on the basis of an
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analysis of the development of various sectors of
the socialist economy. These decisions provide for a
system of measures, at times to be carried out
over a number of years, designed to develop separate
sectors in order to meet the demands of the entire econ-
omy. _ .

Verification of plan fulfilment includes, alongside a
study of how targets are met, a check of how govern-
ment decisions and instructions on economic matters
are carried out.

* * *

The principles of national economic planning in the
USSR are constantly being enriched both in practical
activity and theoretical studies. The 24th Congress of
the CPSU, held in 1971, attached great importance to
further improving the planning system in the Soviet
Union. The Congress resolution orients planning agen-
cies on raising the scientific grounding of plans and the
degree of balancing all their indicators at all planning
levels. In view of the greater significance assumed by
the socio-economic aspects of the country’s develop-
ment, the Directives of the 24th CPSU Congress pro-
vide for thorough elaboration of the socio-economic sec-
tions of the plan. As interrelations in the economy be-
come more intricate greater attention has to be paid
to questions of inter-sectoral planning, and the bigger
role assumed by intensive factors of economic growth

- dictates an improvement in planning scientific and:

technological progress.

Each of these trends in the advance of planning was
discussed at the 24th CPSU Congress. In substantiat-
ing plans the task is to improve the methods of deter-
mining the needs of the economy in means of produc-
tion and elaborating technically sound input norms of
raw and other materials, fuel and electric power and
also normatives of the use of plant and particularly to
ensure the fuller co-ordination of the volume of pro-
duction and construction and other plan targets with
the material, technical and financial resources. For
these purposes economico-mathematical models, modern

computers and means of communication are to be em-
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ployed in formulating plans at all levels in 1971-1975.

Work of developing and introducing automated plan-
ning and management systems for sectors, territorial
organisations, production associations and enterprises
will be conducted on a wide scale during the current
five-year period. The ultimate aim of this work is to
create a nationwide automated system of collecting and
processing information for planning, management and
statistics. It will be based on a state network of com-
putation centres and a unified automated communica-
tion system.

-The 24th CPSU Congress devoted much attention to
problems of ensuring the implementation of economic
development plans, specifically questions of economic
incentives to plan fulfilment, stimulation of scientific
and technological progress, the provision of a system
of economic stimulation at all levels, from the enter-
prise to the ministry, to achieve the best results and
efficiently utilise material resources and investments.
Wider use is to be made of the financial and credit
mechanism for accelerating technological progress -and
intensifying production.

Management of enterprises will be improved, and di-
rect ties between them will spread. Transfer to the new
system of planning and economic stimulation will be
completed at all enterprises in all sectors of material
production, research and design organisations and ser-
vice establishments. The state planning system will
exercise stricter control over plan fulfilment and elabo-
rate measures for the timely coping with the plan tar-

ets.
¢ Greater efficiency of current and mid-term planning
hinges on an improvement of long-term planning. The
Directives of the 24th Congress provide for the formu-
lation of a long-term national economic development
plan of the USSR; forecasts of scientific and technolog-
ical progress, growth of population and natural re-
sources are to be utilised in preparing this long-range
perspective of the couniry’s advance in every sphere of
life.
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