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Financial Mechanism of a Socialist Economy

(on Poland's Example).

I, Financial system of a socialist economy.

1. The structure og the flnanclal sistem.

The socialist economy is composed of many units,which are eccnomically inde=
{i

pendent, such as socialist (l.2. state and collective) enterprises, private
enterprises, individual co sumers etco This economy isﬁganaged in a planned
manner, which imposed a certain limitation on the {Eggggégééce of the econo-~
mic decisions taken by separate units. The instruments of limiting the
freedom of economic decisions are of different types, as for example the
genepal p¥fscriptions of the civil law, the dirvect orders given by upper
organizations (National Planning Oftfice, Ministries atc.,) and the indirect
instruments stimulating directions of decisions according to the objectives
»7 the general plan. The financial system is playing an important part among
these instruments. All economic decisions = in order to be effective — must
be connected with the means sufficient to put them into execution. This
means that the plan regnlating the monetary revenues and expenditures of

the independent economic units may hes 2 -ffinient instrument of manaming
their economic activitye. 1ne planned reguldavion of WORELANY 48yt i PNt

expenditures is the main obgeutlve of socialist financial systemo

This system is composed of the following main parts:

a) The financial system of the sncialist enterprises which inelats
the state enterprises and Lbe colloetive ones, both oeing tr
general Very gimilar, but difrerent in some important quesbion

EETe

as well as the industrial, commercial, agricultural and others

[

C5ils

enterprises, each of them having its own branchia® characterist
) The state budget, which serves in general as an instrument of
ox;f appropr1at1ng the financial means CmMoOng all the branches of Lhe
naticnal economy and as an Lic trument of Cinancing the astiwi ¥y
of the state in non—productive sectors, such as education, pubiic

health, administration, national defence etc.
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¢) The insurance financial systemy, which is practically reduced
to the financial activity of one state organisation of®gemneral
insurance®™ , dealing with material goods' Social insurance

being included into the state budget.

d) The financial system of banking and credit.

There does not exist a separate financial system for the population
(individual consumers) and private enterprises, as a result of their indepen-
dence of the state. The ;erscrlptlons, regulating financial relations bete
ween individuals and socialist organisations (state budget, enterprises,
banks, insurance company) are included in their respective csectors financial

systems,

2, Financial system of socialist enterprlses ( a short outline)
¢ + :

The most important source of monetary revenues of enterprises is
'Y«the sale of goods and services. The sale is effectuated at prices fixed by
the state organs , save exceptional zases in which the price of individually
commanded and produced goods may be fixed by contract between sellers and
buyers (this is the case of very special investment goods)., The industrial
enterprises sell their products at se-called industry sale prices,the whole=—
sale commercial enberprises sell them at wholesale prices (industrial sale
prices increased by wholesale margin), the retail commercial enterprises sell
them at retail prices (wholesale prices {ncreased by retail-margin). The
retail prlces are flxed by the state organs at the presumed equilibrium leve'I
of supply and demand, and wholesale prices and industry sale prices are deduc=

ted from retail prices, '’

As a rule, the industrial sale prices cover not only plamned average
costs of production (the use of capital equipment included) but also give a
surplus, which is called "monetary accumuiatlon“(gross benefit). This is the
main souvee of financing state expenditures: both productive and non-productive
ones, The management of the gross benefit of the social@st enterprises is one
of the mest important problems of the financial system,

The gross benefit of each enterprise must be divided between centra-

lized funds (state budget among them) and the decentralized ones, in order to



a

(3)

allow to finance both centralized expenditures (big investments, all non-
productive'expenditures of the State: ), and decentralized exPenditures(small
{nvestments decided by enterprises themselve55.panticipationfof,uorkgrs_iq_H
#et benefits, bonuses etc;)u@e%heuinstnument‘Qf.diviﬁingehheigrpss-benefitg_

P the turnover tax.

In most cases the rates of the turnover tax are calculated indi-
vidually for each commodity. These rates are calculated as the difference
between industry sale price'and the zo—=2lled "plant price™ of each good.The

"plant price" includes:

- average planned costs of production.

- rate of net profit.

Average planned costs of production are calculated for all enter-
prises putting out a gifen kind of goods., Of course, eagh of these enter-
pr.ses may produce this kind of goods at different costs, according to diffe-
rences in capital equipmenty productivity of labour, natural conditions , etc,
But the turnover tax is fiied at equal rates on this good unit from every
enterprise, regardless of these differences, This means that the rate of
profit included in the "plant price" is -@lso an average one, and that in
reality the rates of profit in each enterprise of the same branch of industry
are different. In some special cases, when the differences in individual
costs of production of single enterprises are extremely high (and it happens
especially in mining, where the influence of natural conditions of production
on costs level is very great) some of the enterprises have deficits instead
of benefits . In such cases, the trust (Union of enterprises of the same
branch) organises the repartition of benefits among enterprises, in order to
cover the deficits of those working in unfortunate natural or economic condi-
tions, by the over-average benefits of the other ones, ;orking in better con-

ditions.

The turnover tax flows directly to'the State budget. The rest of
the "gross benefit" of the enterprise after deduction of the turnover tax is

called its profite.

It is necessary to underline that the rates of profit, included in

"plant prices" of different commodities are equal, ©

r differentiated deliberately,
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when it seems advantageous in order to stimulate or to limit the output of
certain commodities. When it happers (rather seldom), that the "plant price®
is higher than industry sale price of certain good.- the rate of turnover tax
gets a negative value, meaning that the producer of such a commodity instead
of paying the tax receives an allowance from state budget for every unit
sold, It is also necessary to underline that the turnover tax system (of po-
sitive and from time to time negative payments to the State budget) plays

the regulating role only on the level of an industrial branch: (trust, Union
of enterprises) not on the level of single enterprises. The trusts being
responsible for inter-branch econcmic policy, must lecok after repartition of

benefits among their enterprises,

The prefit of an enterprise is further divided. In state enter-
prises one part of the profit forms the sc-zalled " bonuses fund" another
part forms "fund of development” = and the rest is transfered to the trust,.
The rules of forming these funds are rather complicated. In general, a pro-
portion is maintained between the bonuses fund and the loan fund an%'the
increase of the benefit (as compared to the last year) J he percentage rate of
the share of the fund of development in the total benefit is fixed by the
ministry of finance for the trust, and the trust is fixing it for each enter-
prise, These rates must be fixed for a period of no less than five years, in
order to give the necessary perspective is planning self-financed development

ir every trust and erterprise.

The rest of the benafit has to be transfered by the enterprise to
the trust's account. The trusts are ebliged fa transfer a fixed amount of
these payments to the State budget, and are using the rest of them (a) for
covering the planned deficits of other enterprises (b) for increasing the

reserve=-fund of the trust.

To summarize the system of formation and allocation of state enter=-

prises gross bhenefits may be outlined as followss
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E_nterprise 's Financial System

Revenues from the sale of goods R
(et industry sale prices) -

less Costs of production c
“equal gross benefits = A
less turnover tax (and allowances) - Te=--=3 state budget
equal profit (or deficit) = B+E.¢ﬁ"__
less "Fund of bonuees" fogmation - C B
less n"Fund of the development" formation - D $$ E:
equal Transfer of profit to the trust = % ' g

Trust's financial system l z: g

Ppansfers from rentable enterprises. F Eg E
less Allowances covering planned deficits g: E:

and funds formation in deficitary i S s o

enterprises - E -
less Trust's reserve fund formation - G<g1"—’]

g2 5 other purposes

equal Tpust's payments to the state : = § ——> state budget

The fund of development of an enterprise is devoted to cover:
a) The expenditures connected with capital investments.

b). The expenditures connected with ingreasing stockse

Every state enterprise is equiped by the state with its own capital

whose amount is equal to the value of a) capital equipment being at the dispe=-

sal of therenterprise, b) standard amount of floating capital, i.e. value

" of standard stocks of raw materials, unfinished production, finished goods etc.

The.initial equipment of a new-organized enterprise is financed from budgetary
funds. The maim source of increasing the own capital ("own means" as it is

called in order to avoid the word ncapital®) of existing enterprises is théir
fund of development. Only general reconstructions of existing enterprises, or
creation of new plants within existing enterprises, may be financed from bud-

getary funds.
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So, the rate of development of existing enterprises is regulated
through the regulation of their rentability (price policy and turnover tax)

and of the share of the fund of development in the net benefit.

The re~investment (renewal of existing capital equipment) being

financed by amortigation fund, the fund of development is devoted chiefly" e
to self-financing of new investments. But in practice, the amortiS$ation
fund and the part of development fund, devoted for investments, are unified
in one fund called ®"the fund of investment and reconstruction", It may
happen that this fund of investment, accumulated in a given year by a given
enterprise, does not cover the amount of expenditure included by the entere
prise in its financial plan, ' In such a casey the enterprise may apply for '™
a bank investment credit., The investment credits are reimbursed from the

accumulation of the investment fund in coming yearse.

The increase of standard stocks is planned by the enterpr;se inde=
pendently. No directives are given in this area., But the enterprise is
obliged to cover first the increase of the standard stocks from the fund of
development, and only then is authorized to transfer the rest of this fund
on account of the investment fund. This means that there is a competition
“between the needs for ircreasing standard stocks and the needs for new in-

vestments within an enterprise,

Standard stocks are planned, including permanent stocks of raw i
materials, unfinished preduction and finished products, needed in order to
run normal activity. They do not include seasomn or special stocks = these
being financed exclusively by bank short-term credits., The bank short-term
credits cover also the claims of ent erprises emerging from the delay in. sete
tling; the transactions in goods and services. The average period between
the date of furnishing goode and the date of monetary settlement is of 12
days, so in the average,the bank credits granted to this purpose amount to
12 - days turnover,

} §

The annuai flnanezai plan of an enterprlse includes a summary
table, which has the form of a balance-sheet ‘of monetary revenues and

expenditures., It is divided into &4 chapters as followsg
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)

Financial plan for the year seee

(Simplified )
‘REVENUES

VEXPENQ;EURES
Chapter. Is Gross Benefit & Net- Benefit
1. Costs-of sold- goods and services 1. Revenues from sale of goods &ser=
. vicese

2. Turnover tax | 2, Budgetary allowances
3. Net benefit _ 3, Net deficit

TOTAL ’ TOTAL

Chapter IIgs Egpartition of the Benefit
and Financing Deficit.

1. Net deficit 1, Net benefit ;
2, Bonuses fund - 2. Allowances from the trust
3 Development fund
4, Transfer to trust

TOTAL TOTAL

Chapter II1 ¢ Own Circulating Fund

1, Increase of standard stocks 1, Part of .development fund
2. Reimbursment of bank credite. 2. Bank credit.
3, Transfer on investment fund. | 3, Reduction of standard stocks.
4, Others Aies Others

TOTAL TOTAL

N S A S e
_Chagter IV ¢ Financing Investments.
1. Costs of investments and renewal 1. Part of development fund ..
2. Reimbursment of credits 2. Amortization fund.e.
3+ Others 3, Budgetary allowances
4, Bank credits ..
5, Otherse.
TOTAL TOTAL
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The annual plan does not include needs for the formation of overw=
standard.stocks, or bank credits granted in order to cover them. This kind

of financial operations is estimated only in quarterly plans,

In order to prepare their financial plans (year plans),the enter—
prises get some directive 1ndlcators from upper organlsatlons. As a rule,
these 1nd1cators 1ncizde the amount or the rate of 1ncrease of the gross
beneflt (as compared to the previous year), the share of the fund of devew
lopment in the net benefit), the budgetary allowances fo; 1nvestments ﬁﬁf»-_
any centralized investments are planned), The enterprise has to keep these -
directive indicators in its plan, or to establish its objectives above (when
they indicate minimum reven*es s Or respectively under (when they 1nd1cate
maximum expenses) thﬂlr levels The enterprise's financial plan is not- o
approved by anybody other than the director of the enterprise and the wor-.‘
kers! council, But - as far as the financial needs of an enterpgise have
to be covered by bank credits-fimancial plans must be discussed with bank's

office representative and the credit requests must be approved by the bank,

In quarterly plans entergglses estimate the fulfilment of annual
plan’s targets, especially of the formatlon of the benefit and their own
funds, 1n,order to correct the requesqs for credits formerly granted by the
bank (credifs of standard stocks, investment credits), and, besides, they
calculate their needs of credit on over~-standard stocks and of sattlnmept-

Predlts.

3¢ The financial activity of the population and private enterprises,

The planning of financial activity of the population and private
enterprises, i.e. planning of their monetary revenues and expenditures,
serves above all, as an instrumenrt of maintaining equilibriuﬁ on the market
of consumption goods and the production goods which are furnmished to private
producers (mainly small farmers), The inclusion of private production aad
1nd1v1dua1 consumption in the same financial plarwtheoretlcally wrong = is
in practice unavoidable as a re:ult cf the difficulties ~emerging from the
separation of individuals! expenditures on consumption froﬁ fhéir expendi-
tures on production, For the purpose of analysis, of course, separate plans
of individual consumption, of private agrlculture (which in the only impor-

tant private kind of production) and other private economic activity are

i
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prepared but for operational work only one plan is drawn up, containing

all financial relations between the socialist sector and particulars.

The main sources of monetary revenues of individuals aret

a)

b)

&)

d)

e)»
f)

g)

Hages, salaries and other kinds of repumeration paid by socia-
list.enterprises, organizaiions, institutions etce

pensipns, allowances, schélarships etce péid by the State: bud-
get (which now includes formerly existing separate social in-
surance fund), .

revenues from the sale of ggricultu:gl and others products to
the socialist enterprises,

indemnificétion$ from estate insurance company,

Bank credits, I

others

reduction of monetary savings : a) on accounts,

b) in cash.

The main kinds of monetary expenditures of individuals are:

a)
b)
c)
d)
e)
)

Purchase of goods and services from socialist enterﬁfisqs._
Taxes and other payments to the State budget.

Payments to insurance cqmpany.

Reimbursment of bank loans.

Others.,

Insurance of monetary savings ¢ a) on accounts

b) in cash.

The balance-sheet of monetary revenues and expenditures of the

population, whose main positions are given above, is not adressed to any

specia1 institutions as a target or directive for fulfilment. ,It serves

as an instrument of coordination of different targets, included in diffe-

rent and separate plans, but on the basis of this balance—-sheet even very

1mportant changes of directives given to different institutions may be im-

posed.

For example, 4f it occurs that the estimated purchasing power of

the p0pulatlan 45 not in accordance with estimated supply of goods and

services (at

flxed prioas) - SOme measures must be taken in order to



(10)

equilibrate both quantities, It does mean, that or the estimated revenues,
or expenditures of the population have to be corrected, and nOu only in
this balance-sheet, but also in enterprises financial plgns, state budget,
credit plan etc. The analysis of the market equilibrium and the financial
measures serving to its maintaining are a spécial problem, which will be

separately treated,

Wages are planned on thé basis of planned amount of employment
and average'wages. Every enterprise and office gets from its upper orga-
nisation a directive, indicating the maximum loan fund, which dare not he
exceeded W1thohtsauthor1;at10n. The upper organisation, e.ge.) trusts and
ministries, dispose of some reserve loan fundy which may be used in order
to raise the givén limits in emergency cases, Besides, during the year
when new opportunities arlse, due tc overfulfilment of production plans,
additional loan fund may be admitted in order to raise the average wages
above the formerly planned level, or in order to exceed the planned amount
of employmeﬁt (but ocaly on condition of keeping the planned level of 1abour
productivity, which means that over-planned employment must be in proportion
to over~planned production)s As a rq;e, enterprises producing consumption
goods are automatically authwsised %a surpass their planned loan fund in
proportlon to the over-planned output, while enterprises producing invest-
ment goods and all nom-productive organisations may surpass the planned
loan fund only bpﬁ“ expilicit authorlisation. The rigid control over the

loan funds is executed by the banks,

The pensiors, scciai allewances, schdlarships ettey being paid
from budgetary funds, zre plapned, within the planning of State expenditures,
on the basis of demographic estimations (penq*nns, family allowances), #&ta-
tistical data on 1lliness cases and accidents, prescriptions regulat: ﬁg

amounts of indemnitiesz eho,

Revenues from the sale of agricultural and other products, pro-
vided by the individual formars and other private producers, are planned
within the finanegial plans of commerczial erterprises, buying thesé products
from private suppliers. These revenves are planned on the basis of estima-
tion of agricultural production (less self-consumption and increase of stocks
in farms and less direct supplies of these preducts to the town-population)

and fixed prices,
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The indemnities for losses of estate, paid by State insurance
office, are planned also on the basis of statistical data, by insurance

companiese.

Bank credits granted to the population and private producers,
are of four different kinds : a) investméht amd short-term credits for
private farmers b) investment and short-term credits for others branches
of p?ivate.production D) investmént credits for private house.cénstpuction
d) consumption credits, including credits granted to commercial enterprises
in order to cover their claims arising from sale by instalements. Each
kind of these credits, playing a different role in economic activity, is

separately planned within the credit plan.

Other mqnetary revenues, received by the population, are of small
_mportance and must not be treated in a detailed way. This item of the
halance=-sheet includes for example revenues such as gains from the Statie

lottery etce

The purchase of goods and services by the population-though
as the first item of the expenditures part of the balance-sheet, is planned

at the end, after all others.

The payments to the State budget, imposed on the population and
private producers, are composed mainly of such as the tax on wages and sa=-
laries , income tax and turn-over tax (concerning only private producers
and dealers except farqers) and land taxe The tax 6n wages and salaries
is a prOgresgive one, with rates growing from 0,5 % up to 15% of earnings.
Exemptions are granted to numerous families, war invalides etc., The turn-
over tax feéeived from privaté producers and dealers is taken at small,
constant (regardléss of the amount of turnover) rates from.1l up to 5%. In-
come tax is progressive, with rates growing from 5% up to 65% of net bene=-
fit o Small handicraft enterprises, employing no labour .powe;,except the
owner, his family members and up to 2 pupils - are extempt from normal turn—
over and income taxes but they pay combined turnover-income tax expressed
in absolute rates. These rates depend on the kind of profession, the num-

ber of population in the locality where the enterprise is situated etc. The

land-tax is imposed on the basis of estlmated (not realised) income of the
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farm, this income being calculated according to standards fixed for 1 hec=
tare land' in diffefent amourts, according to (a) economic area(the whole
country is divided into three areas, according to the level of economic dee
valopment )y Bleconomic zone where #he'farm is situated (there are five
zones, distinguished for the purpose of'land taxation § big towﬁs, near

to town zones, country zones distant country zonese(¢) Kind 'of land (plough®
land, pastures and meadows, forests) and finally (d) the class'of land (there
are ﬁistingpished 6 classes of plough' land and 5 classes of pastures.gnd
meadows, according to their fertility, all forests belongimg to only one
class), The relation between the lowest and the highest'standard of income
from 1 hectare land is abﬁut 1 ¢ 40 . The rates of land-tax are progressive,
growing from 5 up to 36% of estimated income, but many extempts and alle-
viations are granted'ih difféfent zases, It must be underlined, that all
incomezabove the standard level is free of taxation, what has for purpoée

to incite private farmers to intqnsification.ofltheir production, In
practice the standards of income, used for taxation, are rather far below
realized income levél from ! hectare , S0 the real burden of the land tax

is estimated on.the level of the half oxly of its nomimel rates,

The payments to the insurance company resulti) from the contracts
concluded between 'this company and private firms and personse, There are
many kinds of insurance contracis, some of them being obligatory (for<example
insurance against the risk‘of fire for private farmers). Thesg payments
are planned by the state insurance company on the basis of statiétical
forecasting,

The payments resulting from the reimbursment of bank lecans, fore=-
merly granted to the private sector (and to the[state and cooperative shops
as imbursment of claims emerging from the sale on instélments)‘are planned
in the four formerly mentioned groups within the credit plan, In some cases

a part of credit indebtedness of private farmers and persons may be reduced

%) Beside taxes and &uties, the payments to the state budget include also
fees for different services executed by Btate organs, as for example
regtsbfor flats in nationalized houses, fees for medical services (paid
only by persons, not participating in sociai securit organi i

is the case of private farmers) and so on, ¥y organization, what



