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1- INTRODUCTION:

The elaboration of a national economic plan usually involves
the construction of some or all of the following economic balances:

1, Cammodity balances

2. Iﬂputuoutpu% tables (proaected)

Ze ,Naticnal budget.

I 1s eviden’ bthat the values implied in one of these balances
for the ccmpauenﬁs of any of the ethers should be exactly those which

Tigure cut in the 1atter., If for example commodity. balances are cons—
tructed in physical terms - as they in faet should - the values of the

- various resources and uses should express the exact values of the cor-

responding flows in physlcal terms, The values of those flows can be
calculated in different wayss the specific way chosen in a certain type
of balances depends on the type of analysis envisaged through their use. -
By the same token of consisiency of all sets of estimates relating %o

a giver pericd (whebher realized or projeched), care should be taken tha’
the flows esleuvlated in a certain way would remain unchanged if they are
valued in terms of another set of prices, so that differences in the
values of those,fl@ws rafleet solely differences in prices. :

Fnrther, geonomic balanoes'are not mere accounting frames which
satisfy eertain accounting or balance equations. They should basically
ensure the fulfiilment of more basic relationships implied by ‘the strue-—
ture of the glven ecoromy, a fact that has to be taken into account in
the construction o»f +the analvuical modets (mathematical or not) used in
building up of the balances, Hence, the choice of a given valuation
principle is to be made in the ¢1gh of the requirements of the economic
ana1J51s envvsagad , . ' -

In the constﬁuctlaﬂ of the national budget, attent on is pald
%o the national aggregates, and emphasie is put on income or (product)

" rather $han production, The subdivision of oubput into eurrent vs, .
caplial wuses, as well as 1ntc domestic vs. foreign components, is based

on the requirements of economic $heory which provides an explanatica of
the factors determining each of these components. Therefore, differen—
tiation betweesn business, kouseholds, administration and the rest of the
worid is based on diffsrences in rules governing economic behaviour.

-Since demand for any type of goodc is determined according %o the prices

charged for it i2 the marknu, estimatss at the so~called " market prices™

are “eqalred. On the other hand, Azmthe anaiysis of the factors affeciiig .
p“cductlon, only payments paid {o prodnctlﬁn factors in conrection with




" their contributions to output are relevant. .Indirect taxes impebed 3]
- output are not determined within the framework of production progesses,

and it is necessary therefore to introeduce another councept, viz., that
aof "factor costs" The well-known relationship between the LWo. eoncephE

1S¢ - .!)
Gross domestic -

product at - market prlces.- Indirect taxes of sabszdle%,‘

product at facter costs.- Gross domestis

This latter’ concept is the one relevant to the measurement of incoms
(after allowing for capital consumption), Which is the decisive fageor
in determlnlng demand relations.

Now, if we approach the problem from the v:ewp01nt of preductiOA‘
rather than incomé, (e.g., in commodity balances or input=cutput tables)
the problem of valuation has to be treated agein in connection with
purposes of ana1y51s, " The qaastlon might be raised whether the two

-econcepts discussed above are still rélevant. Further, if %he goverage’

of the system is incomplete (c.g., commodity balances which concentrate:
on a number of commodities, execluding others), are we free to device

" some concept without "egard to its 1mplicat10ns for the rest of thp

system ?

It iz ouyr belief that a dlSCUSSlOH of the merlts of any valuatiyn

-principle, or the charascteristics of a partial svstem of balances can b2

only systematically discussed within the framework of complete interficy-
tables. Further the passage from one principle %o the other can best

be studied in terms of the relationships between different variants of

those tables., It is true that interflow ;ables had beéen closely related
to more refined mathematical techn;queso It is also a fach that many

planners (as well as economistg) prefer not to have much ado aboud ma=.

thematics, either because of natural dislike, or because of fear that
the degree of reliability ef available data does not warrant the use

of those more refined techniques. This is not the place %o indicabe

the dangers of the one view or the fallacies of the other. Whal we want
to emphasise is that, given the amount of det ailed inf@rmation usnally
involved in the elaboration of a national plan, much of the labour and
all of the errors occuring in the consiruction of the various types of

‘balances which express they information can be avoided through the

systematic use of interfloyw tablesp

1) Sinee we shall base mest of our argumenis on the condliions
in a closed economy, we need rnot worry aboul differentiation
be ween dwwﬂstle and nailoﬂal coucepts. N

2) Ses. for exsmple, R.Frisch: "From nsabional accounts %o maewbnebnaamgc
decisior models™, pp. 1-26, in Ins&mp & Wealth Series IV, Bawes
& Bowes, London, 1955.
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ﬂuTERNAIIVu CONCEPTS OF VALUATION:

in splée of itz worldwise accepbance— is somewhs”

»dar that the first concept as defined before should gualily

wrement of v the propsr economic sense we have o asevns

further $o require the existence of &
xeb: We have o assume the case of aguiii-
market. The uuderlyi ion is the

% ng nosion
an ind’@aﬁmr by which t¢ measure ithe actual contribablen
the aflowx fqatil contributing %o produciion, excluding any remune-
tions which ave not warranted by production nesdz, but are dus bo
arket® conditions. Ideally, the term should sxclude all incomes ac-
uing o monopelistic powers, as well az abnormal revenues nbialnsd

some factors a5 a resuld of deviallons fronm mqavilbmlum conditions
i+

n

r in the marked dus to extransons factors
inherfersnce of $he State in ‘hp form of ts
evan 1f thisg ﬂﬁ true, the exclusion of commodity Uaxes

W3
thoir effests through the structurzl relationships
& 3

\ 26 {0y QH“TAWW““ﬁ)a I all these imperfsc ti@ﬁq in the ﬁa?kﬂ* digappear,
the only deviabion aoonrd @

N e
s -)i—

“-c

uld he tha

I

u
noe the need fow the merket valus co ﬁheﬁtajy Forther,
these bazes . is neb the oanly modification reguired,
dees unt ; WA he distertions in thse market arising
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¥ dwell on thiz problematic guestion
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The costs of production of the commodity include all payments to inpubs;
whether secondary (produced by socme other sector) or primary (factors cf
production), including the producer's own services. The whole income of

the producer is included even though he might be receiving abnormal profits.

Excluding siorage at the source, 3ll production is sold ait the
same period, either to other production sectors or te final demand sechors.
At this point twe things cccur outside the circuit of production, i.8.,
within the boundaries of the market:
1. Commodity taxes have to be paid or subsidies taken, These night take
various names: excise duties, sales taxes, etcC.... Bub it is customs.,
to charge them t¢ the producer, whoe in turm charges them %o the buyer.
Thus, for all practical purposes, we can assume that the producer sells
at a price which exceeds his costs by the amount of the tax (a subsidy
beirg considered 2s a negative %ax, hence subtracted) Since this event
takes place during marketing of the commodity rather than during its pro-
duction, it can be consideved that we are dealing with a mezked prics;
in fact the first of a series of market prices, noticing that a number
of dealers exchange the commodity before it reaches its final destinatior,
each adding a ceritain markup for his services, thus introducing ancther
market price for the same commodity.

2, The mecond element is the Tact that the passage of the commodity frow
“the producer %o its final uwser is accomplished through the media of those
who help o trarsport it cver space and time. In each step extra margins
are added within tThe market, i.e., within the productien circuits of sec-
tors involved in the marketing processes. These comprises

a) Ra%l, air§ water, truck and pipelime transportation
B) Wafeh@using and storage

¢} Retail and wholesale trade agents

d) Financial agents (banks,insurers,;efc...),

The gize of each of these itews is determined by the »slative
positicn of the ultimabte user with respect Lo the produser. Thus they
form a part of the price paid by the purchaser, and their total whan
‘added Yo the price charged by the producer form the purchaser's prise,
which is the final sbtep in market prices. It is clear that this price
differs from one user to the other. When the producer is using his own
production, alse in tha case of services,; the commodity passes directly
aod the two market prices, selling and purchasing, are identical, The
longer the disbance between the producer and the user, the iarger the
differencs bstween the Twa,

4) Further complications are involved when variocus tax rates ars
charged againsi different users, or exemptions awarded to soms,
But we shall ignore this case for purposes of simplicity.
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To qummarize; the following items appear in the structure of tke
final price of the commodity: \ f

1) value of secondary inputs, evaluated at the price which the
producer pays for their purchase}

ii) paymenits by +he praducer to the services of the primary fac%oa;,
1nclud1ng his own services; :

'iii) Indirect taxes (less subsidies) on the productlon of the
_commodity

iv) Marketing margins on the commodity (trade,transport, and
'finance).‘

The three types of prices dlstlngulshed above can be def;nea

‘as follows:

1) costs of production = (i) + (ii)

=) value of inputs at purchaser ] prlces
+ factor payments

II) P“odvceW’b selling prxce (a market price) - (i)+(11)+(111)
= (I) -+ (i4i) ‘
w Costs of productlon + indirect taxes on
production

III) Purﬂhaser 5 price (another market price) (1)+(il)+(iil)* (1v*,
= (ELY + (1) e
= Preducer’s~selllng prlce + trade margzn;.

S5tiil other Pancﬁpts can be devised' -

v Purchaser's price net of taxes = (i)+(11)+(1v) = (I) + (iv)

= costs of productlon 4+ marketing marwins

- Phis concept ignares taxes on production, althougb 3t can be
seen to contain taxes on inputs. If for purposes of consistercy we
F&CThdv taxes on 1npats, another producer's concept might be invented.

) Part:a’ rasts of production 3 value of 1nnuts net of thelr
taxes (but including thelr own marglns) + (ii), paymﬂnts o
primary factors.
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3. THE PROBLEM:

The problem which we want to discuss in this paper is: What

are the interrelations between valuation concepits of national product,
and those of commodities 7 Since in any case the naitional produst
concepts exclude the double counting due to secondary inputs, we have

to subtract their values as estimated in the calculation of the vslue
of the commodities, Thus, in concepts (I) = (IV), we have to subtrach
the purchasing value of inputs (defined according te consept III),while
in (V) we have %o subtract the value of inputs less their taxes (f.e.,
defined according to V). But this subtraction yields differsnt results:

la

3e

In the case of concepts (I) and (V) the remainder will be faétar
payments (iii) only, hence when adding up for all commodities and
all sectors we obtain national product at factor cost.

When use is made of concept (IV), we also obtain national product

at factor cost. However, when adding the products of a single
sector, subtracting only inputs reguired for production, it will be
clesr that the value added by the sector will be containing. trads marglne
which are produced by olther sectors. This reises another type of double-

R

counting,. which can be treated:in either of the following ways:

a) To consider the margins as inputs in the specific producing
sector, Thisz ensures that the value added in that sector will
be exactly attributed to it. Therefore, we have to estimate
the value added in the markeiing sectors in exactly the same
manner., ‘ : '

b) To include the margins as value added in the producing sectors.
To eliminate double-counting, the value added in marketing
sectors is composed of the difference between the value of all
their services rendered directly to final users, and all impubs
used in the production of these services and those relating to
the marketing of the production of other sectors.

It is clear that the second of these approaches, though
yielding %he sams overall total, is not fair in iis treatment
of the varicus sectsrs, and the former approach is therafore
preferable. :

If either of corsepts (II) and (III) is used, the ageregation yieids
total value adled =t market prises. However, whereas coneapbt (II)
yields estimates for varicus sechors which measure their astual
contributions to the agsregabte, cencept (III) raises problemsz
similar to those faced in using (IV), henece sclved in ths saue
nanner., ‘
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In spite of this overvhelming agreement, one can spot some
. differences in the practices adopted by certain writers, For example
. Richard ‘Sione has recently 9) differentisted between flows at. purchaser's
"~ values and at producer?®s values according to whether or not they inelude
trade and transport services, In other words,,both_concepts"includa
indireect taxes on production (as well as on inputs)., To get rid of the B
cumulative effects of indirect baxes, he excludes all indirect taxes on '
broduction and on inputs required both directly and indirectly 10} %o
arrive at what he calls producer®s value at factor cost., This latter
aoncepi;defines the value if the system was free from any taxation what-
Soever, a concept which is consistent with the factor eost principle ‘ .
used in -cenneetion with national product., It is ¢lear that the concepl
is not directly observable; it iz a purely analytical concept which has ‘
to be cdleulated after the compilation of the table at producer's value. &

_ Nowy, if it is true that the latier concept is the ona corres—
pending to the factor cost principle of national accounts, then what
about concepts (IV) and (V) defined before? Further, can we therefore
consider concepts (I) to (III) as variants of market prices? One might
‘argue that concept (I), viz., the cost of production concept is diffi-
cult to consider as a basis for a market price valuation. We shall prove
the feverse later (Seétion 9). But even if we leave this concept fom
the moment, we might question the advisability of defining one single
price (the producer’s selling price) as-being "the" market price, hence
implying that the éthers are not market prices, It is true that the

. purchaserfs price need not be "a" market price, in the sense that it
might include some extra costs (ecg.y freight and insurance) over and
aboveﬁwhat is quoted for the commodity in the last stage of the market.
But .then, the term "price" itself is misleading and it is preferable L
to call it "value® as Stone did, or "cost", As it will be shown latew,
all three variants - when considered within the framework of a complete .
interflow table - lead %o 'the calculation of national product at market
prices, ‘ A ' - o
- .1t geems however, that‘fhe-current terminology does not convey
the underlying motions of the various concepts. To avoid any misurder-
standing we propose the following terminologys L - '

Ao

y . s . ’ . . ! |
”1):Concept (I) will be taken to siand for "producer's ecosts of producticn.® _
" . They represent the price which if @Earged'will cover all expenses L

for inputs employed by the Tactory, firm, establishmentf‘étcg.

. 2) Concept (1I) wili be called "producer's selling price". The word
selling is added in order to differentiate this cancépt from {I)
- currently called producer?s price, This concept is meant to insigde
- all indirect taxzes whether paid at the point of production or dirse-
tly by the consumer (e.g. purchase taxes). , -

_ 9)'R.Stﬁne: Input—butput\and Nationél AccountsfFChOIII, 0.E.E.C.,1961
10) See section 11 below - : ‘ L L R
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_iniroduced fhrough iranslaiion,
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'3) Concept (III) will be called tuserts price". The term user replaces

‘the current term "purchaser", simply because we want 3o distinguish
those purchasers who are buying the commodity with the intertion of -
using them either for intermediate or final uses, . In fact the term
price does noi ir this connection necessarily stand for a " priez
qpotatien“ in the market. A‘better'terminology_would have beex
Uyalue® or Peosit® as :suggested.befgfa,_ However, the_addption-ef'_
 the term user is considered %o remove any ambiguity. R

Now, if we start by $he second concept, it willbe seen that
it expresses, in most cases, an actual situation in the market, In this
version, taxes on commodities are allocated to their producers, while
margins allocated o users. Concept (I) is a hypothetical one, in the
sense that it means a reallocation of taxes so as to be debited directly
o users. On the other hand, concept (III) is also hypothetical sincs
it implies reallogation of margins to producers. - The main difference. .
Lejween these two latter concepts is that dn the former the item which
is veallocated belongs to the trsasury, which lies among the primary
factors, while in the latter the items reallocated belong to sectors
normally included in business.  This might invelve different treat—
ments as will ke shown in section 7~10.below, Bul the important thing
is that both of them introduce alternative treatments of items entering

[ into the set of market prices invelved.

5. THE PLANNING GOMMITTEE CONCEPTS: -

st us consider first the practices developed by the U.A.R. .19y
Filanzning Committes. 11)Referrirg to the first five—year plants documsnts
we ean distingsish =a number of concepts which are summarized in the
+zble helow. Ths English version of the document has been compared
with the original Arsbic 3o make sure that no additional errors were

P

IR
N
[

11} The probiem has besn recently cousidered by Mr, F.Afia in Memo . 698,

Ministry of Hational Plamnirng (in Arabic). The amthor is also

‘ irdebiad tor Mr. Afia for valuable commenis made on_the present
paper. S o . '

T.AR Hational Fianﬁingicnmmittee; General Frame of the =-Yesr Plazx
for Economic and Social Pevelopment July 1960 — Jume 1965; Cairo,
1 ‘ S L

1660, Govermment Primbing Offices.
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D S g ?‘Réferences'to'
-qucept The N,P.C. corr95pond;gg concepis them in Generdl
' Frame
1|1~ “,Selling prices of the féctory,‘the_farm o _

: or the establishment, thus excluding Pe 54-
indirect taxes and 1nclud1ng gﬂvernment - '
subsidies®

"2~ % Value at factor cost, which is market S

: prices excluding taxes and 1nc1uding Tables 29,
government sub51dles" ' 30 & 37

‘II' - 3= % Producer's price, which is in a sense ... o  :
' '4-‘..,”market'price at some stage or another® P 39u
(see 2 above)'
CIIT | 5= " Users! costs,l.e., market prlces 1nc1u51ve_ p; 55
' ‘ of commodity taxes™ : ‘
6= 1 Users! price" ‘ " Table 37
7= " Value at market price" p. 54 and .
' . Table 28
IV 8~ " Value of resources %o their users at p;5#
i factor cost excludlng commodity taxes" .
or, simply, : : :
9= " Value at factor cost“ Table 28
V|10~ "Value at factor cost" 13

' The above table exhibits many undesirable featursss

1. The lack of a strict ‘terminology that is. used throughout the‘
same book.,’
The use of the same term to 51gn1fy different. meanings, even

24

"in the same page.

Section Three of the document, especially

pPp. 5% and 55,and ji;able 28 and the following tables are the
- most '

striking examples in this connection.

13) This.concept seems to have

see Memo.698, quoted in footnote 11 ‘before. -

entered into 01rcu1at10n at a later stagn'



3 A more serious problem is that the values standing for ihe
same concept, and the valyes of the different concepis when
comparéd-together, do not fit together, 1In s0me gases,
-footactes would indicate the source of discrepancy, thus 14)
reflecting the existence of more than one - conceptual framework,
But in others, no logical expianation ig given, and there seems
to exisi certain errors which have been ambiguously treabed
by means of certain balancing items, 4 striking exXample ¢
thkis latter error relates to the definition of ﬂccmmedity taxes™.
. in connection with commod ity balances, Since the treatment af— -
= . fects the basic conceptual framework of these balances, ws shall
' : c¢onsider it in the following section, R '

6~ CONTENTS OF COMMODITY TaXEs:

uses, Section three of the General Frame gives in Tables 29 and 30 details .
"of balances for commodities and commodity groups. classified according
%0 sectors, distinguishing agriculture as one sector, and 23 industrial
sectors (imcluding electricity). Table (28) summarises the base year
estimates, while (28a) summarises the Fifth year planned figures. Lek
us -consider the latter of these tables to see what type of balance was

enrisaged Ffor the plan targets, 15) Ignoring the first 24 rows for
the mement (giving the totals by sestor) the remainder of the table runs
-~ as follows: ' 3 :
1. Sub-total., This is the total of resources and uses of a1l
products ef agriculture and industry according to concept (I),

‘ tses.ybefore inclusion of indirect taxes,
24 Stﬁdies; plans and managementlof investment.
36 Construction and machine installation. |
P ,: " Ae | Trage margins.,

B 5, Yotal at factor éost = sum of previous four items.  This ig
> E ' in fact concept (IV) : ' ' :

14) See for example, fooincte I to Table 74, pp. 213 =219 of the
General Frame, 5 . - : :

15) Table (28) which relates to the base year includes other sources _
ef errors, dus to approximations, This can be seen when comparing
its estimafes with other estimates in the same document in cther

- seclticns, The whole problem had been discussed by the present
author in,his:‘WPlanning for Economic & Sbcial'DevelepmentF,(in
Arabic),Cairo 1963, esp. pp. 155-156 . ' :
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6.  Net commodity taxes

7; Total at market prlce = Total at factor cost + net commod ity
. baxes.

The columns of the table run as follows:

A. Local .production (at production costs)

B. Imports CIF

C. Total. ThlS gives the total of "Value of avallable commodltv
: resources" .

The'remainlng columns_relate'to nJses™, and they ares

D. Exports

E. Fipal consumption

F. Commodity preduction requirements

G. L,Invéstmenxs;

H. .. Increase in stocks.

Phe data for 1964/65 are:

Commodity-Resources.  _ , ‘Uses o .
] Local Imports - |'Final | Coms-.- }jIavest|Stocks
Lten Prod. | C.I.F,| -oval ExP“"Ec:ons. Prods .; ment |incr.
g : Reguirs
Sub~Tobal 03844 | 214.9 12599.3 |214.7 | 824.6 | 1310.3 [137.3 |110.%
Invi.Studies - 1.5 =. | 1.5} = - -~ 15| - |
Machine. Inst. 49,5 = 49,5 | - | = - 495 -
Trade Msrgin 220,9| 24,0 |244.9 | 14,6 |134.4| 62.9 | 30.0| 3.0
Potal at F.C. |2656.3238.9 [2895.2 [229.3 | 959.0 1373.2 |218.3 | 115.%4
Net Comm.Taxes | 236.6 | 107.5% | 3.0 |127.2| 1249 | 16.1 | 4.6
Total at M.P.  |2892.9 ] 346.4 - |232.3 hoss.2| 1498,1 | 234.4 1120.C

x) Less 8, 000 000 pounds value of taxes an éxported cigarettes.

8) Since commodity taxes on exports appear in this table, the total
balance cannot be
in the coclumns showing commodity resources and on exporis shown in

the corresponding columns f&r.uses.

shown. They sre imposed on production and imporis



