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Short Term Financial Planning and the Market Bgullibtriuw,

It is evident, that in the annual economic plans, both the physli=—

cal and monetary sides of economic processes are rigidly connected to ses:
"t other, what means that every planned supply of material goods and services
at current prices is connected with corresponding monetary demand., This
equality is assured in central annual plans not only in total levels of
supply and demand, but alsec in their internal struciture. The supply of core
sumption goods is connected with purchase funds of individuai and colleg—
tive consumers, while the sﬁpply of investment goods is connected with the
amount of investment funds, and further, the equality of planned supply and
demand ﬁiEhin the central economic plan is assured also iun sectorial or
branchial structure. But this rigid equality may not be reached already =3
the stage of detailed economic planning in enterprises {(based o2 central
directives), though not speaking about the implementation of the planned
targets, Let us consider the main factors, entailing differences betweaan
the supply of material goods and services and the monesary demand. during the
implementation of central plamns, enclosing the establishment of detailed ene

terprises! plans already to the stage of implementatior.

These main factors may be enumerated as foolows:

a) The difference between average current prices, adopted in plans, and the

0

specific prices of any kind of good and service. Enterprises, planning

and performing their production according to the ordsrs of home and fo=-
reign trade companies and of other enterprises, do not use average prises,
— ' but specific (unitary) ones, and cnﬁsequently, the value «f their braﬁuc-
tion may differ from the central planned one. In this way ths total supply
7. of goods and services in nominal value {differs from the central planned

one, too, Certainly, the same difference must appear alsgo betweern the

performed and planned amount of monetary revenues from the sale of pro
duction (if other factors are not changed), but it dess not 1E IRERe
ket's eguilibrium, because the adjustment of the structure pnly

and demand be in this way changed. Let us suppose thai, as & rasult of

o the mentioned differences between average and specific prices the total
- amount of supply of consumption goods was reduced. I does ro% reduce



b)

c)

d)
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the amount of loan fund and other monetary revenues of individual cone |,
sumers, and consequently, does not reduce total demand on consumption
goods, what entails occurence of an inflationary gap on consumption
goods' market. AT the same time, the reduction of enterprises' monetary
revenues from the sale reduces their gross benefit, and consequently,
their demand on production (investment) goods. A deflationary gap on

investment goods' market is occuring.

The differences between actual and planned physical (or real) amount of
production. Like the precedent case, this fact does not cause in general
disequilibrium between total supply and total demands(changing at the
same time the value of produced goods and the amount of monetary reve=
venues), but as a rule it causes changes in the structure of production

and disequilibrium on both specific marketss

The production of goods of bad quality, having no real value or having
a reduced one as compared with their nominal prices, or of guantities
of certain goods surpassing effective demand., This factor may lead to
a general disequilibrium, to the occurence of an inflationary gap on

both markets at the same time., This fact results from granting bank

credits on stocks of final products. In theory, the stocks of goods of poor

quality etc. have to be excluded by bank offices from stocks to be fi-
nanced by credit and in this way the expenditures on their production
would be covered by gross benefit earned on the sale of other products.
If so, the output of bad quality goods, diminishing at the same rate the
planned value of goods and monetary revenues, may cause structural dise
equilibrium only, but does not cause a general disequilibrium. But bad
quality goods being not extempted from bank credits granted on stocks,
total monetary revenues surpass total value of goods and services avai-

lable, causing both general and structural disequilibrium,

Too great or too small amount of bank credits, granted on purchase of
goods, This category of credits includes credits on stecks of raw ma-—
terials; investment credits and consumption credits. The increase of
these credits during the planned period has to be equated with monetary
savings and the increase of reserves, which reduce monetary demand below

the total sum of monetary revenues,. Differences in the total sum and in
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b) The size of the gsp, expressed in monstary units.

e L

the internal structure of purchase credits and of savin gs cau~e general

and structural disequilibria between supply and demsnd.,

e) Deviations of the planned amount of financial transfers Qf different
kinds. For example, other things being equal, the over=nl mwnadfamouﬁt
of the loan-fund causes an increase of the demand for comsumption goods
and the reduction of the demand for investment goods (@s a result of re-
duced enterprises® gross benefit), the over planned budgetréy-revehues
from taxes paid by the private sector reduce the demand for vonsumpulon
goods and increase the budgetray surplus etce This factor in most cases

causes only structural disequilibrium between supply and demani.

This list of factors, causing discrepancies betweer material and
monetary flows and disequilibrium on the two main markets in the socialist
economy, is not of course exhaustive one., It inclades some examples only
of these factors most frequently observed in the economis 1ife. In practice,
many factors of this kind appear simultaneously, acting in different direc-—
tions and partially balancing results of their activity, but as a rule in
the final result, the estimation of the plans implementation in the coming
period reveals the danger of dlsequlllbrlum and requests the adsphation of

economic measures in order to balance the economic development .

The estimation of relations between supply and demand must be per-

formed separately for the market of consumption goods and for the markes

- of production goods, these two groups of commodities beirng in general nonL-

substitutive (with few exceptions, as for example fuell}. In many Cases,
supplementary estimations are requested for more detatled groups of commo=
dities within both markets, as for example for food products, but the basic

analysis encloses each of marKets as a wholes

The estimation of the implementation of planned targets, which
ought to serve the choice of measures of balancing demand and supply on

both markets, has to discovers:

a) The character of the gap between demand and suppiys whizh can be infla-

tionary or deflationarye.
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c) The shape of the gap, i.e., the tendencies of development of demand of
supply, if no economic measures influencing them would be adopted.

d) The internal structure of the gap-~ only in more detailed investigations,

On each of the two markets, four different situations may occures

a) The open inflationary gap.
b) The closed inflationary gap.
c)‘The open deflationary gap.
d) The closed deflationary gap.

These situations are illustrated by the follwoing diagramss
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It is obvicusy that the closed gaps in some timg have $: turn Into their’op-
psitezs the closed inflationary gap has to turn into sn open deflaticnary onhe, and the
_sclosed deflationary one has to turn into an open inflatlionary gap. That iz why the
establishment of the shape of the gap is 'so important and the analysis cannct
be stopped on the mere statement of the character of the cccuring gap as an
inflationary or a deflationary one. The deflationary gap on the market of
consumption goods, which is often considered as a opportunity for raising
./ wages and other monetary revenues of the population, having closed shape
is almost as dangerous as the open inflationary gap and at all events does
not allow to increase wages. The proper measures of balancing markets snad
of maintaining equilibrium on them may be chosen only when the shapes of the

gaps are determined.l“

The mutal adjustment of demand and supply may be reached by

1) The adjustmect of real supply,
2) the adjustment of nomiual supply, i.e., by changing in the price level,
physical quantities of supplied commodities femaining unchanged,

3) the adjustment of monetary demand.

Within short time pericds the only factor of the adjustment of real
supply are the disposable reserves of different commodities, formeriy not
designed to be sold. The adjustment of current production o the nesds of

1) The determination of the shape and of the size of the gap is easy if de=-
mand and supply are functions of time, expressed with equabtions:

d £/t/ = a/l+b/ -1 demard
pft) = pfisal supply

where a, b, p, q are parameters determinable on statistic data with the
method of least squares, a and p indicating the level of demand respes=
tive supply at the time =1, b and g indicating their rates of growthe

8]

1

S

| p ; ’ )
In order to determine the shape of a gap, the first derivates of
both functions have tc be calculated, according to equationg expressing

thems t=1 :
il 41 A a/l+b/° "~ 1ln a/l+b/

- g1/t/ = p/l+a/""" 1n p/ita/

If the first derivate of the curve lying higher on the diagram 13
greater than the first derivate of the curve lying lower, (ab the point
t=n/, the curves have the tendency teo separate each from another /cpen
gap/. 1In the oppesite case they have the tendency to¢ sross, whisch indi-
cates the closed gape.

1
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the market requires mcre time, and if even started within the planned
périod, its results would be sensible only in the coming periods,. This
does not mean, of course, that on the basis of estimations of the planned
targets? implementation no measures have to be taken in order to improve
the plan; on the contrary, these estimations are aimed to contribute to
permanent adjustﬁents and improvements of physical plams, tcc. But awai-
ting their results, for the time being we can dispose only of material -
r@serveé, of means of price policy and of financial instruments, regula=-
ting current monetary demand., Let us consider the application of these

instruments at differant market conditions,

1 b}

A. The market of consumption goods. ’

The mairn factors determining monetary demand on consumption
goods are: '

1) The level ¢f nowizal wagss and salarisg, earned by the population in Lhe
socialist sector. This level, in 'its turn, is determined'by :{a) the
level of employment at the beginning of the planred period, (b) ité'
planned increase within the planned periocd, (¢) the average nominal wage

at the beginning of the planned perisd, (d) its planned increase.

last of enumerated sub~factors, the starting level of employment and average
wage being invariable, and the increase of employment within the planned
period being determined by the investments which have . started before and

are now in the period of completion,

Conte to pe 5

The size of the gap is determined by the difference betweern defi-
nite integrals within the limits (m,n) of both curves, expressed by the
equations:

| 1 p Tesl, o,
£/6/a% =y (a/14b/®  aa/140/2%)

n
ff/t/d'i, = ”:‘-‘—‘“?:‘45:1—"—‘- - i"'p/'é 0 /I'}—_‘_ _p/‘.';‘.!_q/m“l\‘}
i - in pfisq/ ~F/ YU : ] )

1) We use here the term of "consumption goods®™ in the aonvertional sense adope
ted in Polish planning practice. In this meaning this term encloses not only
exactly consumption goods, bubt all commodities scld to private buyers, ma-
chines, tools, Pertilisers, fuel and construction materialis for private far-
ming and handicraft inclusive.



o

2) The level of budgetary subsidies paid to individual perscns (sosial in=-

3)

4)

5)

6)

surance, rents, pensions, scholarships etc.). Like the precedent case,
the only flexible factor, determing this item of population’s mowe+arv
revenues, is the planned increage of unitary rates of specific atﬁgOEIPS
of subsidies (if, of course, it was planned at all), starting their level
being determined by law presc 1ptxonb and the number of persons entitled
to them being determined on one hand by the law prescriptions, on the

other hand by natural demographlc phenomena,

The level of mopetarv revenues received by the private prodwnews from the
sale of their products to the socialist enterprises and organisstions
(mainly agricultural products). The physical volume of these produéts,
being determined by their production, ought to be considered as indepen—
dent of planning authorities, unless we do not envisage dangercus and
useless policy of limitation of quantities of commodities bought from
prlvate suppliers, diminishing the total volume of goods at the dispesal
of the socialist sector. Therefore, only the changes in prices pald to

private suppliers may be considered, and especia’ly Fhel r plannad Lzcreasge.

Compensations pald to private persons by the State general insurance sys—
tem must be considered as a totally independent factor, free of any inf-
luence of short term financial policy. However, at the shor® Germ finan-
cial planning the implementation of formerly planned figures in this item

have to be estimated, verified, and - if necessary - corrected.

Bank credits, graatad o private producers and consumerse This factor in
in general flexible, especially as far as short term credits granting is
concerned, but cbligations to grant long-term credits formerly given are
stiff,

The reduction of moneta“v savings of the populatnﬂn on bank accounts, sa=-

ving-bocks and in cash. In normal cond*tlons the genevsl amount of all
kinds of savings is never reduced. But if the application of some finane-
cial instruments reducing monetary revenues of the populaticn 1z envisaged,
it is necessary to verify whether in the past their application had not
entailed temporary reduction of savings, recompensing in this way in some

part the reduction of monetary revenues.
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7) The increase of monetary savings of the population, This factor is
rather independent of financial policy, the rate of interest paid on the
savings by the- sav1ng—banks having in practice no determlned influence on
their movements, It is however necessary, while applying different finan-
ciﬁl measures, to take into account not only their direct influence on
monetary: revenues or expenditures, but also their indirect influence on
the level of the savings® 1ncrease, resultlng of changements of revenues
and expenditures, 7

8) The taxation and fees, paid by the- population, In short time planning

this factor remains inflexible, every changement in taxation demanding
the appllcatlon of the Iong-lasting parllmamentary procedure, of course,

within the planning limits of a year, the application of this financial
instrument may be considered,

9) The payments to insurance company and the reimbursment of bank credits,

in normal limits of the short term-financial- planning, i.e. within a

quarter, are 1nf1eX1ble, the first of them resulting of formerly made
contracts, the second of formeriy granted credits.

10) The planned expenditures on the purchase of consumption goods for the

purposes of collective consumption are performed mainly by the state orga=-
nisations in non=productive sectors, To some extent, this factor may be
considered as a flexible one, because almost always some &conomies in the
state expenditures can be made, However, these p0351b11t1es have not to

be overestimated if no important .damage is expected to occur in the non=
productlve activity.

The choice between the flnanC1a1 factors influencing. monetary demand,
together W1th the application of price policy and the utlllsatsm“ of material
reserves of the national economy” has to be made according to the situation on
the market of consumptlon goods, estimated for the nearest future, Let us
shortly consider the different conditions on thls market and the comptlablllty
of dlfferent methods of economic policy.

a) I_....gpgﬁ_.;gi;_a.t;g_.a.zx._ggg;.
The occurence of the open inflationary gap on the market of CONsUMm=

ptlon goods means that measures must be uaken, changing the actual tendency
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in the development of real supply. In consequence, some changes must be mace

within the plan of investments in order to assure supplementary increase of
the production of consumption commodities. This program being established
and put into operation, the open inflationary gap turns intc a closed cne.

For the time being, this does not make a great change on the market,

The most comfortable and advisable method of equalising the closed
inflationary gap is the utilisation of the state's reserve of consumption
commodities-unless this reservé is not sufficient in its size and internal
structure., Sufficient reserves allow to wait until results of the changes in
the structure of production take place, without demaging formeriy establisked
aims of the increase of average wages, budgeﬂary subsidies etc. But when the:
state's reserves are not great enougﬁ ﬁo'cover all lacking supply, the appli-
cation‘of other means must be envisaged., The rule of choics among théé iz
the minimisation of economic and social deﬁages caused by them. So the
reduction of credifé granted to privéte producers for productive purposes 1s
not advisable as a method of diminishing demand, as well as the reduction
of prises paid by the state for products sgppiied by the private sectbr, both
measures influencing unfavourably the future developmenf of pfiVaﬁe T
duction . : | |

The most effective method of the témporary reducticn cf the demand
is the postponement of formerly planned increases of average wages, salaries
and budgetary subsidies, and the reduction of the formerly planned amount of
consumﬁtion credits, These methods are usually applied in the sezond turn
after the utilisation of reserves of commodities. The =zpplicabticn of %hs
reduction of consumption credits depends however on the structure of the gap;

consumption credit are namly granted on the purchase of several kinds of
commodities. only,as for example motor cars, motocycles, refrigeratcrs, tele-
vision sets, furniture etc, If, the situation of the comsumpiticn gocds® market
being in general inflationary one, these goods of sow=called "higher monsump-
tion" are in relative . abundance, the reduction of credits granted cn their
purchase is not advisable, because it entails the increase of demaxd win other

goods, aggraviating the inflationary stress.

The increase it +axes ought to be considered together with the
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monetary revenues on which they are impcsed. The increase in the tax on wages

and salaries means the reduction of the nominal wage level; and the increase

in the land tax means the reduction of prices paid for agricultural products' R
deliveries. Both means of the financial policy are hardly applicablé in the
inflationary situation, because of their influence en the labour productivi-

ty in the socialist sector and on the output of pri&ate farms, Incré&ases

or reducfions in tax rates are in general practised when monetary revenues

are increasing, too, and are aimed to adjust the propoftions among monetary
revenues of different social groups, professions etc. So they play almost

no role in the. . reduction of the monetary demand at inflationary situa-

tions onrthe market,

The reduction of budgetary expenditure on consumption goods, -

reducing the general monetary demand, is practised especially in the cases -
of an iﬂflationary pressure of a short duration, Too far pushed economies -—
for a longer period may damage the social activity in-the non-productive
fields, which is, neverthless, of no less importance for the economic and

social development of the country, than the material production,

If, all the above mentioned methods being ehxausted, the equili-
brium on the consumption goods' market were be reached within the planned
period, the increase of prices on consumption commodities must be considered.
The increase, of course, is perofrmed in a differenciated manner for dif-
ferent kinds of commodities, having in regard differenciated shortages of

supplies and differenciated cinsumers® reactions on price changes. - -

b/ _The closed inflationary_gsp.

The closed inflationary gap may occur as a result of delays in
the implementation of investments in industrial sectors producing ébnsump-
tion commodities, and as a result of other factors provoking tempofary reduction
in the increase of supplies of these goods. In such cases, no essential
changes in investment or production plans are necessary althoughsof course.
it is necessary to apply’éﬁl means available-in order to remove the factors P
concerning the delay in the production's increase and to limif‘their e,

influence on the market, That being assured, the financial measures of
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maintaining temporary equilibrium on the market must be applied, the same
measures-which were described while analysing the open inflationary gap.

It is necessary to remember that in normal cases ( excluding such excep=-
tional conditions as the war) every open inflationary gap has to turn into
a closed one after necessary adjustments are made in investments and pro=-
duction plans, so in practicg in financial planning, one has to deal always

with a closed inflationary gap, if any;

c) The open deflationary gap.

The open deflationary gap Occurs when, in physical planning, the
possibilities of the increase of the output of consumption commodities
were understimated and this output increases more quickly, than it was
presumed, or when the level of monetary revenues of the population is
below the schedule. In the first case, cither the changes in the investment
plan are envisaged in order to raise the share of investments in the sec-
tors putting out production goods, Or without any changes in the investment
plan, it is decided to utilise the over-planned production of consumption
commodities for the immediate increase of the standard of living. In the
second case only the adjustment of the monetary revenues of the population

to the formerly pianned level may be envisaged;

The changes in the investment plan, disfavouring the future out-
put of consumption commodities, entail the turn of the existing oven defla=-
tionary gap into a closed oneswith even a risk of the occurence of an
inflationary gap in the future . However, such a risk may be run if the
acceleration of the development of the sectors producing machines, tools
and raw materials is regarded as most advisable. In consequence, the
existing over-planned production of consumption commodieties cannot be dis-
tributed among consumers, but oght to be stored as an increase of state's
reserves, or exported in order to accumulate reserves in foreign curren—
cies, serving the same purpose as the material reserves. Lt meéns, that the
equlibrium on the consumption goods' market is restored by diminishing cur-
rent supplies up to the planned limits, and no financial measures for the

short time period have to be applied;

If, however, the decision is taken to adjust the moretary demand

to planned limits, or to increase it in order to absorb the over-pianned
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supply;many possibilities of financial manoeuvring have to be considered.
Sometimes the character of deviations in formerly established financial
plans: indicate the proper financial measures to be adopted, .but sometimes
a deeper investigation.ofthe problem is required,. If the cause of the
deflatlonary pressure on the market is the dnerease of average wages below
the schedule, the adjustment of this item of monetary revenues of the popu-
lation is necessary in order to assure the implementation of the planned
increase of the standard of living of workers, and so the necessary mea-
sures are directly indicated by statistical flgures. But if it happens,
for example, that the lack of the monetary demand is provoked by the over-
planned increase of the monetary savings, the increase of average wages as
the instrument of restoring the monetary demand may be not-advisable,
When the propensity to save is increasing quickly, there is always an un-
certginty-és to its character, and a longer period of time is hecessary in
order to get assurance of its stébility;‘ If it happens to be only a tempo-
rary one, it is more advisable to restore the lacking monetary demand by
increasing the amount of consumption credits granted, because their reim—
bursment can in the future absorb dis-savings caused by the reinstalment
of the normal rate of savings. Of course, when the increased propensity
to save. testifies itself as a stable one, the increase of average wages,
of social transfers and other stable = sources of monetary revenues may be

envisaged.,

The lack monetary demand on the market of consumtion commodities

may be caused by changes in the structure of the individual consumption,
and namely by the over-planned increase of the share of non-material ser-—
vices in all monetary expenditures of the population. This phenomenon is
strickly bound with the improvment of the stand of living: expenditures

on recreations (radio, television, cinema; theater etc), on-the medical
care and other services are increasing very quickly when a levei of a
relative saturation of first-rate needs is reached, 1In the long~term plan-
ning, it demands a change in the structure of investments in favour of
services, but in the short-term financial planning, the lacking demand on
consumption goods must be resfored. In this casey there is a certainity

that the reduction of the demand is a stable one, so all measures of the
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stable increase of the monetary revenues may be envisaged in order to res-

tore ite

The mutual adjustment of the monetary demand and the nominal
supply in the case of the deflationary gap may be reached either by the
increase of monetary revenues, or by the reduction of prices on consump-
tion goods., In most céses, the increase of monetéry revenues is chosen,
because the reduction of prices: /a/ may influence production, even when
equglised with the reduction of the turn-over tax, /b/ does not allow to

differenciate the advantages received by different groups of the population;

The differentiation of the increase of the standard of living
among different social groups is necessary not-only from the social or
political point of view, but also from the point of view of restoring market

equibrium, When,'for example, the lack of the monetary demand on conw
sumption goods 1s caused by the changes in the consumption's siructure
towards the increase of the share of non-material services in it, the lace=
king demand may be restored only by the increase of monetary revenues in
lowest income classes, because therelthe stage of the relative saturation
of firste-rate needs is nof yet reached and every increase of monetary re-
venues entails almost an equél increase of the demand for material con-
sumption goods. In such a case, the increse of monetary revénues in
highest income classes may appear qgitéd ineffective on the demand on ma=-

terial goods, accelercting at the same time the stress on services,

d/ The closed deflationary gap.

The closed deflationary gap is inclined to turn itself into an
open inflationary gap, and this is why its occurence requires the appli=
cation of the measures in the physical planning, proper to the open ine
flationary gap (acceleration of the development of the sectors producing
consumption commodities). The results of the adjustment of investment and
production plans may appear in different time limits, in happlest cases
abolishing all future occurance of the inflationary pressure but it is
more avdisébie and safer in all cases to increasg the state's reserves at

the expense of the temporary surplus of production of consumption commoditlesg



