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Introduction

This memorandum is a continuation of the previous memorandum

which dealt v/ith the theoretical principles of the balance of the natio

nal economy.

The balance of production and utilization of social product is

the basic balance within the framev/ork of the balance of the national eco

nomy. The fundamental, key position of this balance follows from the fact

that the balance of social product comprises the material side of repro

duction and the main spheres of reproduction - production, consumption and

accumulation. This balance is typical for the system of national balances

used in socialist countries. Similar balances are not used v/ithin the

framework of national accounts in market economies. The reason lies in

fact that in socialist countries the economic development is directed by

tne comprehensive, over-all state development plan, which includes both

the production and utilization of social product. Therefore the possibi

lity exists to construct and analyse the balance of production and utili

zation of social product in statistical, orientation and planned forms.

The balance of production and utilization of social product represents

also the basis for construction the interbranehes balances (input-output

tables).

From'above mentioned reasons the memorandum may be interesting

for a reader.



I, CONSTRUCTION OF THN BALANCE OF FROBUGTION ANN UTJNXEA.TION OF SOCIAL
FRCDUCT

1, Meaning and Scheme cf the Balence Pradnoiion and Utilisation

of Social Prcducto

Generally we can say that .the significance of the balance of

production and utilisation of accial product .-consists in the fact that

this balance represents a nacroc.c-';-.nv xc sj.l 'node?, cf material side

of reproduction anc. characterises gen.er?,.>.-.y^ in an aggregative

form the process of production and a"ii?,isation of social products in the
national economy as a whole# Tht; !::a?-o.:.:.Ge of pi'odu.otion cuod utilisation

of social product is the bo.sic ba.-'ance within the framework of the balance

of the national economy,The fundamental ..'-'"aition of r.his balance lollows

from the fact that the bo.lan::';: i j;;: /.r pr'-'iuct c;0'mv.>x'ises tne material

side of production and the maim apho-oa of reproduotion-production, con

sumption and accunulation.

In a statistical, form it tmnblos us to analyse the past deve

lopment of the national eoonomy as a wLo-.-.-, m, ai-alys^s, as we shall see
later, the attention is coriCcm-ti'ur.C'l ok.- i.-.v-mt: xierds;

-  the rate of economic grcu-nd:

-  the tendencies in deveioprrf-r-:- of -^sain, pre port ions of reproduction

-  the raising of livul.ng -stef.u.aT?-.# •

For the purposes of anaX;^uas th«'baidjics of production and utili

zation cf social product mv.si La .ui constant prices. One re

mark in this connection! \-ihe:'\ wa mvi to refiv-CMU ini :p?aysica.l, material

side of reproduction (the flows of .g-ods)., the constant prices .

for evaluation of production, Whon wo w-ar'.i t-O' rifiect monetary, linancial
side of reproduction, we must use ti-.e current prices.

In a planned foria'the b.il-auoe of produation and utilization of

social product enables us to check tr.s_ ccnsisTicncy cf different parts of
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state development plan and to verify if the state development plan as a

whole is balanced and harmonized.

In an orientations, preliminary form the balance of social pro

duct ic a too; for forecasting the future development of main economic ag

gregates, such as social product, national income, consumption and accu

mulation.

Scheme of the balance of production and utilization of social product

PRODUCTION: UTILIZATION:

I. Production of social product I, Productive consumption

1. Industry 1. Industry

2. Agriculture 2. Agriculture

3» Forestry 3. Forestry

A, Construction 4. Construction

5

6* Matsrial technical supplies

^ Domestic trade

Purchase of agricultural produ'c-

Foreign "crade

10. Other branches

II. Import

RESOUHCSS TOTAL (I. II.)

«. Transportation and communication

6.Material technical supplies

7. Domestic trade

8. Purchase of agricultural produc
tion

9» Foreign trade

10. Other branches

II. Final consumption

1) Personal consumption

a) Retail sales for population

b) sales on agricu.ltural mai'ket

c) non-monetary farmer's con
sumption of their ov;n produc

tion

d) other personal consumption
(water, gas, electricity)

2) Collective consumption

a) Material cpnsumntion in the
non-proauctive services

b) material consumption in the
other ncn-productive orga
nizations.
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UTILIZATION:

Dapreoiat.lon of non-productive
fi^Led assets

llJc Acciiin^-ilaticn !

,;) .-idilions to fixed, assets -(both
productive and non-productive-

sphere )

2) changes in stocks

IV. hegervas

^ • hxooro

utilization total (1.+11.+111.+IV,+V)'

2. Definition of Main

a) Social Product,

In preceding nieinorandum. v/a .'.lave defined social product as an
aggregate which includes all tne ut.tlities, coimnodities, which were pro
duced in the productive sphere of the n,:rtional economy during one year.

For purposes of "practical measurement of social product the
above-mentioned definition is insuff.vcient. In statistics and planning
v;e must solve tv/o problems before HMasuring the social product;

1) We must determine the branches of a productive sphere v/here
social product is produced.

2) We must define the methods of calculation (measurement) of
social product in individual branches of a productive sphere

Ad 1) The problems of determining the branches of a productive sphere we
have discussed in second lecturs. For repetition we can say, that the
border line betv/een a productive and ncn-productive sphere in the natio
nal economy is in many cases (especially as far as services is concerned)
the matter of statistica'i convenience.

Conception of social product in socialist countries is based

on principle, that social product is created;
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a) in the branches which produce social product in physical sense

(commodity branches)

b) in the branches v/hich don't produce social product in material

form, but add a value to commodities vrhich were created in com

modity branches (productive services)

Ad 2) Methods of measurement ox social product.

Generally these methods of measurement of social product are

used in Czechoslovakia;

a) .Enterprise method (in industry and construction)

b) Method of gross turnover (in agriculture and forestry)

c) Method of value-added (in other branches)

Enterprise method.

This method is used for calculation the value of social product

in industry and construction. According to this method only such a value

of producuion which is leaving the enterprise and enters in economic turn

over of country is included in social product. The value 'of production

which circulates only inside the enterprise (for example among different

establishments or workshops of this enterprise) and don't leave the bor

der of enterprise (is net sold, realized), such a value is not included in

social product.

The value of production calculated according to the„enterprise

method" is called „gross value of industrial production" or a gross produc

tion of enterprises.

Gross production includes:

a) production for final consumption (both personal and collective)
b) production for accumulation (in the case of production of capital

goods the exception is made from enterprise method and the capital

goods are included in gross production also in the case when they
are delivered for ovm investment and general repairs in enterprise)
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o) intermediate products (raw materials, fuel, energy, semifinished pro
ducts)- but only in the case that intermediate products will be deli
vered to other enterprises and will not circulate inside the same enter-
prise

As we can see the problem of calculating the gross productionUes
in inclusion.-of intermediate products. The border line is obviously a mat
ter of convenience. As we shall see later, the enterprise method is insuf
ficient for construction of interbranohes balances (input-output tables).
If we want to apply'commodity - to - commodity conception of interbranohes
balances and if we want to reflect also interbranohes relationships inside
the^ enterprise we must change the enterprise method and replace it by so
called branch method of calculation of gross production.

Method of p:ross turnover.

In agriculture is a different situation from that in industry.
A great part of agricultural production is not sold, monetized, and is absor
bed. inside the agricultural enterprises. This production has non-money
character. For example seed for sowing, fodder for livestock, farmer's ̂
consumption of their own production. What to do with this production? To
include or not in social product? We think that this non-monetary produc
tion must be- in present- conditions included in social product, because of
differeht' division of labour in agriculture in comparison with industry.
Specialization and cooperation in agriculture is on lower level than in
industry and has a different character. Therefore we use so called „me-
thod of gross turnover" in agriculture and forestry. According to this
method all the utilities (agricultural products) are included in gross
production which- were'produced in agriculture (including non-monetary
production). If we used the enterprise method how industry, vhe
value of agricultural production would be very low in comparison with in
dustry.' Some difficulties arise, as we shall see later, in evaluation of
this non-peculiaiy
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Method of added value.

This method of computation of social product is used in such

branches of productive sphere of the national economy, v/here social pro

duct is not created in physical sense (material form) and v^here a value

is only added to commodities created in commodity branches. These so-

called ^productive services" ensure the circulation of goods in national

economy. Circulation of the consumer goods is provided by ^domestic trade

circulation of the means of production by „material technical supplies ,
circulation of agricultural production by ^purchase of agricultural pro

ducts" and circulation v/ith the rest of world by „foreign trade". To

those branches are affiliated transportation and communications.

The added value in productive services is given by the disc/-

pancy between the sale and purchase^prices. For example gross production

in domestic trade is given by a margin of trade - it is the difference

between the retail prices wholesale prices (plus turnover tax). The

gross production of transportation and comu.unication is given by the ea:.--

nings of these branches.

b) Productive Consumption (Material Costs of Production)

Productive consumption is represented by the value of raw

materials, fuel, energy, simifinished products and other inputs which

v/ere absorbed in productive branches of the national economy in the pro

cess of production or circulation. Besides consumption of intermediate

products the depreciation (consumption of capital goods) is also inclu-

vied in productive consumption.

Productive consumption so includes:

a) consumption of intermediate products

b) consumption of capital goods

Definition and measurement of productive consumption is very

important, as we shall see later, for calculation of national income, be

cause the measurement of national income in Czechoslovahia is first of



all based on the indiqators- of production (output) and productive con-

surap.tion (material inputs)*, .The drffersnce between the total output (grosi
production) and material, inputs.,(productive consumption) equals to the net
production (riationai incomei^. . . .... . ... . .. . ;

Schematically:

S - G - y S..-,,. social product

productive' consumption

'y«.., national ■ income

This method of measurement of, natlo.nal lngo,me is called the production me^.

thod, because national income is meas;!.r;ed ..in the sphere of production as |
the .sum of net productions of all productive branches • 1

c) Final Consumption.

Final consumpt.ion Ms .represented by the .consumption of consumer

goods both by households (private consumption ) or by non-productive orga
nizations in the national economy (collective consumption). Final consump

tion is form of utili.zation of national income. The .criterion for differen

tiation of personal and collective consimption is the financial source of

payments. If the final consumpfion is paid by population (from their final
incomes) it is the personal oonsump'.-io.n. If it is paid by government (frcm
the incomes of society) we speak about collective consumption.

Collective consumption -we-divide into the two subgroupss

a) material consumption in ttie'service,?, which help to increase the

living standard of population"(housingg municipal services, personal trans

port and communication, hea.lth services, educatio.n, culture)

b) material consumption in, the organiza.tions, which ensure some func

tions of state (defence, administration, b^ks and insurance companies,

police, scientific and re.seach ,orgaalzatj.ons)«

Such a differentiation is necessary fOr measurement of raising

of living standard, because the level, of living standard .is given first of
all by the size and structirre of personal consumption and the magnitude |
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and composition of material consumption in' the services which help to

increase the living standard, besides the other components (leisure, leave,

social ensurance etc»), Material consumption in the organizations v/hich

ensure the functions of state is not a component of living standard,

d) Accumulation

Accumulation is the second great fund of utilization of national

income (besides final consumption). Accumulation is represented by such

goods, which were not consumed (both in productive consumption or in final

consumption) in a given period of time, but was accumulated. In accumula

tion enter both the means of production (increase in productive fixed assets,

changes in stocks pf intermediate products) and the consumer goods (increase

in non-productive fixed assets, changes in stocks of consumer goods).

On the size, structure and quality of accumulated goods (especially

on the increase in productive fixed assets) depends the future economic de

velopment of country, its rate of grov/th.

Sometimes" it is very difficult to drav; the border line between con

sumption and accumulation, betv^een consumed and accumulated goods. This re

gards mainly the durable consumer goods - as refrigerators, cars, television

sets, household facilities etc. It is obvious that they are consumed gra

dually in the period longer one year. If we want to be accurate, we must

calculate also the depreciation of durable consumer goods and only this

amount include in final consumption and the rest of prices of durables

include in accumulation. From the practical difficulties in reckoning

the depreciation of durable consumer goods we include them all in final

consumption in the moment of their realization (when they are sold to popu

lation or to non-productive organizations). If they are sold to produc

tive organizations for productive purposes they are included in accumula

tion, The tendency is towards admitting more and more durable goods into

the category of fixed assets.



Final consumption and acciimulation represent two basic funds of

utilization of national income., .When ."we: calculate the national income in

the sphere of its utilization, we..speak abou-t. an utilization method of mea

surement of national income, ' .

3. Mutual Relationships between the Production of the Means of Production
and Consumer Goods on one Side" and' the Funds of" Utilization of Social
Product on the Other Side,- -

For the purposes of analysis and planning it is necessary to see

important interrelationships between the production and utilization of so

cial product. On one hand the magnitude and'composition of production di

rectly predetermines the magnitude and composition of utilization of social

product (when we abstract from foreign trade). On the other hand the utili

zation of social product (in particular the size and structure of accumula

tion) predetermines the future size and structure of production. In planning

these connections must be fully respected. When we shall discuss the prob

lems of interbranches balances (input-output tables), the interdependencies

will be clearer.

For better understanding of those inter-relationships we can

show in the form of scheme, how the'production of social product and, its

subdivision on the'means of pfbductibn arid conslimer goods determines the

structure of utilization of social product.' We shall abstract from foreign

trade.

PRODUCTION

MEANS OF. PRO

DUCTION

80

GONS-UMES

GOODS

80

UTILIZATION

TOTAL PRODUCTION " 160

[productive CONSUMP-
TION

60

ACCUMULATION AND

RESERVES 30

-  FINAL CONSUI^PTION

■  (PERSONAL-AND
^ COLLECTIVE)

. 70

TOTAL UTILIZATION =160
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The value of social product in our scheme equals to 160 units*

From it 80 units is the value of the means of production (intermediate

products and capital goods) a 80 units is the value of the consumer goods.

This structure of social -product diy-ectly deteriiiines the structure of uti

lization of social producti because the means of production can-be used

only in productive consumption or in accumulation (here again exist inter-

dependencies between the production of the means of production and its sub

division on the intermediate products and capital goods and productive

consumption and accumulation on the other hand - the size of accumulation is

determined first of all by the size of production of capital goods and by

the depreciation). In our schematical example from 80 units of means of

production 60 units is absorbed in productive consumption and 20 units

enter in accumulation as additions to productive fixed assets and incr.-

ments in stocks of intermediate products. From 80 units of consumer goods

70 units is consumed in final consumption and 10 units is accumulated as

the additions to non-productive fixed assets and as the increments in stocks

of consumer ^oods.»„ . -

Our picture of production and utilization of social product will

nevertheless changed by foreign trade. Therefore is necessary to observe

also the influence of foreign trade on production and utilization of social

product,

4, Foreign Trade in the Balance of Production and Utilization of Social
Product,

Foreign trade can be included in the balance of social product

in different ways. The simplified way is such one "that the value, of

imported goods is on the left side of the balance and represents'a source.

The total sum of resources of social product is given by the value of do

mestic social product plus the value of the import,-Oh the right side of

the balance (utilization) we can*t recognize whether the production is

from domestic prod]qctibn-or from import (especially in the case of . compe

titive import). We only knov: that the value of social product which is
i

determined to utilization inside the country^ equals to the value -of do

mestic social product plus import minus export. We can write this iden

tity:



3  = 3 + I - E used social product
cu  p

produced social product

I .... import

E *,•• export.

Foreign trade thus changes the siae puud structure of used so

cial product in comparison with the size an.d structure of produced social
product tn the country. In the case that the balance of foreign trade
is positive (It means that the vaiue of export is greater, excesses the
value 01 import), the value of used social product is smaller than the
value of produced social product and on contrary, when we reach the nega
tive foreign trade balance (the v.aiue of import excesses the value of im
port), the value of used social produced Is greater than the value of pro
duced social product. From the pnini, of view of used social product it
looks better v/hen we reach negative foreign trade balance. But we must

always confront the balance of foreign trade with the balance of foreign
■payments. For the latter we can i.^nXy recommend that in a long-term run
it must be balanced,

5* Methods of Measurement of the Aggregates in the Balance of Production
and Utilization of Social Product.

Vie shall xry to show novj- in detail the technique of working out
the balaiice of social product. Tiie methodology of drafting the balance
must be consisted as for the statistical balance as for the planned balar.ce.
Differences are only in the sources of infomation, the technique of
elaboration is the same.

We shall begin with the calculation of the value of gross pro
duction according to the individual bjfanches of the national economy
(its productive sphere).

Industry.

As 'we have already known, the gross production in industry is
reckoned by so called enterprise method. The basic statistical unit io
enterprise. By s-ommarizing the gross productions cf individual enter
prises v;e obtain the gross production of whole industry.
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in statistical and planning practice in Czechoslovakia we use

three main indices of the value of production in industry:

1) The value of sales.

This value is given by the amount and prices of goods which were

really saled to other enterprises or to trade organizations.

2) The value of commodity production (or market-production)

This v.alue is given by the value of sales plus or minus the chan

ges in stocks of finished goods. The value of commodity production expres

ses the value of production v/hich was produced in enterprise during the

given period and which is determined for sale irrespective if this produc

tion was saled or not in this period. The value of sales (first indice)

comprises not only the value of commodities which v/ere produced in cut -

prise during the period, but also the value of commodities which were in

stocks. In the case, that the value of stocks was increased, the value

of sales was smaller than the value of commodity production because of inc

rease of stocks and on the contrary, can write this equation:

Value of sales t: value of commodity production

changes in stocks of finished goods

The value of commodity production includes also the value of products and

services intended for own investment and capital-repairs.

3) The value of gross production

This* value differs from the value of commodity production by the
value of changes in v/ork in progress and by the value of changes of stocks

of intermediate products which were produced in enterprise.

Valuation of industrial production.

For information it is necessary to sketch the structure of price.

The basic components of price are as follows:

COSTS OF PRODUCTION PROFIT TURNOVER TAX
TRADE

MARGINS

r-

WHOLESALE PRICE

RETAIL PRICE
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The valuation of industrial production is ■■■made in wholesale

prices, which corresponded to the factor costs-term-.used .in construction
o'f national accounts in capitalist states.

When we calculate the gross production of industry for purpo
ses of the balance of social product we^have to add to the gross produc
tion in wholesale prices the value of turnover fax because of balancing
the production with utilization,

. .. The utilization of industrial production (espe
cially personal consumption) is calculated, as we shall see later, in
retail prices (including turnover tax). If ' v/e work out the balance
of social product, the same prices must be used on both sides of the
balance.

In connection with valuation of production one remai'k is ne
cessary : all the indices of production of social product according to
individual branches of the nationa^l economy reflect the value of pro
duction which was realized by individual branches.# realized
value, not created one. The main cause v;hy the indices of statistics
and planning don't show the created value, lies in fact, that the prices
of goods don't correspond to the theoretical value which is given by
the amount of socially necessary labour,The prices deviate from values.
The prices are a tool of redistribution of national income.

The value of gross production is calculated both in current
and constant prices.

Agriculture.

Measurement of gross production in agriculture is complicated
by two reasons:

*  a) Existence of different sectors (state ownership, co-operative
ovmership and private ov/nership). Due to these different sectors the
sources of information are also different. In private ownership we
must rely on sample surveys.
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b) Existence of non-monetary form of production. This non-monetary

production serves for:

- productive consumption (fodder^^» seed)

- private consumption

jAs v/e have said before, in agriculture duetto different division of
labour, different-cooperation between enterp^isesj we must use a- different

method of reckoning of gross production, .This method is called the method

of gross turnover (o.f total production) and according to this method the

non-monetary production is also included. This fact is important in deve

loping countries where the share of agricultural production in social product

is relatively high and also the siiare of non-monetary production in gross

agricultural production may be high.

The calculation of gross production in agriculture is based on so

called the balance of agricultural production.

The scheme of this balance looks as follows:
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AGRICULTURAL PRODUCTS

!♦ PLANT PRODUCTION

1* Wheat

2, Barley

3, Rice

Cotton

5« Vegetable

6. Fruit

II♦ ANIMAL PRODUCTION

1. Cows

2. Pigs

3. Milk

Sggs

Market Production

Sales to the State Sales on
Co—operative

Market s

Amount Price Total

5

A T

+'
<l) C!

O
"H
•P

s
r-J

1—I
crt O

■p
o

bH

a

Non-Market Production

Interme
diate pro'
ducts

T

;.pr iv at e_
:Consurap-
.tion

A P T

Changes
in

Stocks

A P T

I
o

r-J

O -P
f~t o
£U Eh

en

O o
'H,

O Hf!

■mi
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Individual agricultural products included in the balance are

given by the classification of agricultural production which is used in

the country# A breakdown according to the different sectors (state owner

ship, cooperative ownership and private ownership) is also made.

Valuation of agricultural production represent a difficult prob
lem because of non-market production. Usually the market production is

valuated in actual prices of sales and the non—market production is valua—
ted in average prices of market production weigthed by the amounts of dif

ferent components of market production,
1  . *

A

gi^oss production in agriculture is calculated similarly as
in industry b^th in ciu'rent and constant prices'.

Construction,

The value of gross production in construction is given by the

amount of building works done in. a given period in this branch of the na

tional economy#^. The calculating of gross production in construction is

complicated by the fact, that building works are done not only in building
organizations^ but also in industrial or agricultural enterprises and also

by. population as a selfbuilding (for example building of houses in country
side). In these cases we,must oftenly use the qualified estimations. When
we reckon the gross production in construction (especially in planning) m

simultaneously draft the balance of building production v/hich links up the
value of building production v/ith the value of investment and ensures thus

the consistency of production of capital goods (in construction and machine]
vjith their utilization in investment| repairs and maintenance,This balance

includes of course imported capital goods.
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The scheme of the balance of building production is following:

RESOURCES

(PRODUCTION)

UTILIZATION

(in state plan)

Machinery
Production

Building
.Production

-

1

1

Investment Capital
Repairs

Maintenance

Depreciation

(in the balance
of social pro-

The Value of Simple and Expanded
Reproduction of Basic Funds

Productive con

sumption

Accumulation
Productive

or Final

Cohsumpt ion

The scheme shows important relationships between production of

capital goods Xmachiner^ and construction) on one side and the size of
investment, repairs and maintenance on the other side. The-balance between
those two sides must be kept* In the volume of machinery and building

production is also included the machinery production from abroad (import).
The scheme shows later the relationships between the size of investpent

and capital—repairs on one side and the size of accumulation of fixed
assets on the other side. Accumulation is given by an excess of invest

ment and capital-repairs over the depreciation which express the consump

tion of capital goods.

Transportation and communication.

The value of gross production in these branches of the national^eco

nomy is calculated'ai the receipts for sdle .of ser;viceslof..railway^ transport.
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roa-I transport, air transport, river and sea transport-. Similarly in com-

•.uunications (post, radio, television).

Branch:es' pf circulation of production

(trade, material-technical supplies, purchase of agricultural products)

The value of gross production in these branches is given by the

trade margins (a difference between the sale prices and purchase prices, or

Vetv/een the consumer*s prices and producer*s prices)'.

Productive consumption

Industry

When we measure the value of productive consumption in industry, i.e

;-:et cut from calculations of costs of production. The costs of production

:re calculated in all the industrial' enterprises in accountancy and statis

tics (for piirposes of statistical balance of the national economy) or in fi-

liatncial plans (for purposes of planned balance of the national economy).

Costs of production are divided into these main groups according to

so called economic division of costs 1
'  i .

a) consumption of intermediate products (raw materials, fuel, energy,

semifinished products)

b) consumption of capital goods (depreciation)

c) consumption of labour forces (wages, salaries^preraiums)"

d) consumption of productive services (transportaion, communications)

The items a), b) and d) represent productive consumption or so

called material costs of production#

In connection with calculating the value of productive consumption

it is necessary to stress that we have to use the same method in reckoning

xhe material costs of production as we used in. calculating the value of gross

production. In the case of industry it concretely means that we must use the

..enterprise method" with reductions of such production which is produced and

also consumed inside the enterprise. Productive consumption (material costs

of production) in industry comprises besides the depreciation only such con-
I

sumed intermediate products and services which were bought from Other enter

prises (inside-enterprise turnover of goods is excluded).



Agriculture

Calculation of productive consumption in agriculture is compli
cated by the two reasons:

a) lack of iniormation (in particular in the private ownership,
where sample surveys and quesses.must be made)

b) different method of measurement of gross production in contra
distinction to industry (method qf gross turnover)

Productive consumption (material costs of production) in agri
culture comprises these three main groups of costs:

a) purchased material costs, such as fertilizers, purchased fodders
and seeds, building materials, oil, electricity etc. These costs
have money character.

b) non-monetary productive consumption of its own agricultural pro
duction. This item includes the production which was produced
in agricultural enterprise in .order to be productively consumed in
side this enterprise, such as fodders, seeds.

c) Depreciation of building and equipment in agriculture.

Other branches

In other branches of the productive sphere of the national eco-
nomy we reckon the productive consumption similarly as in industry, by di
viding the total amount of costs of production upon two groups.

a) material costs of production

b) non-material costs of production

Hote: The value of productive consumption expresses the mutual relation-
interdependencies between the different enterprises, branches or

commodities in the framework of productive sphere of the national economy.
These interdependencies are very complicated. Their description is neces
sary for understanding of dynamic economic'life in society. Observation,
description and analysis of the transactions between the various produc
tive branches is nevertheless not the subject of the balance of production
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and utilization of social product. Measurement and analysis of the

transactions and consequently of the ;interdependencies of the different

branches of productions that is the chief purpose of the interbranches

balances (input-output tables). tThe balance of production and utiliza

tion of social product must be linked up v;ith the system of interbran

ches balanceji The total sum of productive consumption (minus deprecia

tion) in the balance of production and utilization of social product

must correspondent to the value of productive consumption which repre

sents the content of square matrix (1. quadrant)' in the interbranches

balance.

The productive consumption and the social product contain

many duplications. The number and amount of duplications depend on

the method which we choose for calculating the gross production and

social product. The number and amount of these duplications will be

another if we choose:

the method of gross turnover (of total production without

reductions)

-  the establishment method

-  t'he enterprise method

the branch method

The choice of suitable method can*t be arbitrary. It depends

on many factorsj as the level of economic development of country, com

plexity of mutual interdependencies in the national economy, organiza

tional structure, available statistical data etc. Therefore is not pos

sible recommend methodology of one country to another, especially when

the economic structure considerably differs. Nevertheless the choice

of suitable method for calculating the productive consumption and inter

industry relationships is very important in working out the methodology

of interbranches balances,P-ifferent methods show in different ways the

picture of the national economy and the flows of goods and services v/hich

link all the branches together.
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The objection can arise in connection with measurement of social
product, >ih^^ is necessary to reckon social product which includes many
duplications? The necessity of calculating social product has tnese main
reasons:

1) the necessity of planned economy to verify whether the whole
production in the national economy is consistent with its utili
zation

2) the necessity of constructing the interbranches balances
3) the necessity of reckoning the national income by the production

method (social product minus productive consumption equals to na
tional income)

Social product is thus the indice which serves first^of all to the purposes
of balancing of the national economy and not for expressing the rate of
growth of the national economy. For "these..! purposes is necessary to use
the national income.

Personal consumption

a) Retail sales for personal consumption.

Retail sales for personal consumption-represent the great item in
personal consumption. Retail sales express the amount of goods which was sold to
population or, some .other organizations for retail prices. When we want
to obtain retail sales for personal consumption we must substract from the
total value of retail sales the purchases of public sector (enterprises,
cooperatives, non-productive institutions) and also the purchase of popula
tion for productive purposes (this refers especially to farmers),

b) Non—money personal consumption.

This item comprises the farmer's consumption of their own produc-

■;ion and is obtained from the balance of agricultural production (see the
(neasureraent of gross production in agriculture)-

/
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c) Sales on cooperative markets

The sales on cooperative markets ar-- realized by agricultural

cooperatives or farmers ajid the value of these sales for personal consump.
tion is obtained from the balance of agricultural production.

(i) Other personal consumption (consumption of gas, water, electricity).

As far as items a) and d) (retail sales for personal consumptioj
and other personal consumption) are concerned, relatively accurate statist:
cal data are available. In the cases of non-monetary personal consumpiioj
and sales on cooperative markets, the sample surveys are necessary.

Collective consumotion

a) Material consumption in the services which help to increase the living
standard—of population (housing, municipal services, personal transpor
and communications, health services, education, culture) is surveyed and
planned by local authorities which at a great part manage this non-produc
tive sphere of the national economy.

Material consumption in the organizations which ensure some functions
state (defence, administration, banks and insurance companies, police, sc
ti!;ic and research organizations) is surveyed and planned by appreciate o
nizations.

Accumulation

Fund of accumulation comprises two main ideas.

Additions to fixed assets (both in a productive and non-productive sph
of the national economy),

h) Changes iii stocks,

Additions -to fixed assets, which present, the decisive part of
accumulation, are calculated in a following way:
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1) Investments (i.e. capital formation both in productive sphere in a

form of new buildings and equipments and in non-produc

tive sphere in the form of new houses, hospitals, schools,

roadways, administrative buildings etc.).

2) + Capital-repairs (only the greater repairs, so called general repairs
are included in this item, because smaller repairs are

included in current costs of production).

3) + Value of investment projects

4) , Total value of simple and expanded

reproduction of fixed assets (replacement of worn-out capital and new
i)+2)+3) asset production)

5) - Depreciation allov/ances

6) Additions to fixed assets (including also the changes in uncompleted
4)-5) construction)

Changes in stocks include changes in stocks of intermediate products and

finished goods in productive sphere of the national economy, changes in

stocks of products in the circulation branches (trade, material—technical

supplies) and changes in stocks in non-productive sphere of the national

economy' .
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II* ANALYSIS OF THE BALANCE OF PRODUCTION AND UTILIZATION OF
SOCIAL PRODUCT

The elaboration of the balance of production and utilizatior;

of social product is only the first stage in utilisation the balance of

social product in planning* On basis of worked out balance of produc

tion and utilization of social product in a planned form, we can see, whe

ther the state development plan as a whole is balanced or inbalanced. In

the case of disparity betv;een production and utilization of social product,

the targets of the state development plan must be changed in order to reach

the equilibrium in the national economy. This is the first function of the

balance of social product in plaiining. The other functions lie in the field

of macroeconomic analysis and projections* We shall begin with the analysis

of the balance of production and utilization of social product. Main fields

ci analysis are the following:

a) The rates of economic growth of the national economy as a v;hole,
b) The general long-run tendencies in development of main proportions

of reproduction process,

1, The Rate of Economic Growth,

The rates of economic go^rth we can express or in the gross produc

tion terms (as the rate of growth of social product) or in the net produc

tion terms (as the growth rate of national income). For the purposes of

measurement of the rate of growth of the national economy as a whole we

usually use the national income, because social product comprises too many

duplications which may distort the actual growth rate of production. When

we v;ant to express the growth rates,national income or social product must

be reckoned in constant prices (real terms).

In planning we must solve very important and complicated question-

at what rate of growth the national economy as a whole will develop in future?

It is, as a rule,the .first ̂ question v/hich arises in connection with elabo

ration of plan* Can we assume that the national economy will increase its

production at the same rate as in past? Or that the rate of growth of produc

tion will be quicker or smaller? The ansv/er on these questions is not easy.
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The experiences from many countries shov; that the. extrapolation of past
rates of growth is unrealistic. According to our experiences it is neces
sary, as a first approximation in the process of determinig the future

rates of growth, to provide at least two things:

a) to analyse the past ecohomic development, its rate of growth

and major factors affecting this development

h) to determine main factors, which will influence on the future
economic development and on its rates of grovfth.

£, Fundamental Factors Affecting the Economic Development of a Country.

Thus, we come to the question of fundamental factors which cause

the rate of economic growth. We can explain these factors only generally,

because in each country the weight of each factor is different and analy

ses on the basis of available statistical data are necessary.

We can divide the factors of economic development into the two

main groups:

1) The growth of population and labour forces.

2) The growth of productivity of labour.

Increase in the amount of employed population is one important

factor of .economic development and of increasing the value of production.

This factor of economic growth is almost exhausted in many countries of ..

Eiu*ope, but in developing countries it represents relatively important source

of raising the volume of production.

How can the increase in the amount of employed population increase

the value of production? In a simple way we can fmagine, that some enter

prises have only one shift work time. Where we introduce two shift work
time, we must double the number of production. Obviously in such a way the

increase in the amount of employed population doe.sn^t affect the increase

cf production. Such a way is possible only in a case, when we have idle capa

cities. In normal circumstances'we must combine the increase of employed

population with the increase of investment and capacities. Nevertheless,
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different branches of the national economy and d-ifferent directions of

technical progress are more or less capital-intensive or labour-intensive,
-ve must choose such a structure of the national economy aiid such technical

solutions in investment prospectsi ̂ v;hich enable us to solve the difficult
problem which is typical for most of developing countries — employment of

population with relative lack of capital.

The increase in the amount of employed population in the produc
tive sphere of the national economy, which is the factor of raising the

value of production, depends on these main factors:

a) The amount and grovfth of the population as a vjhole

The distribution- of population by age (age pyramid), because the

possibility of increasing the number of employees in the natio

nal economy depends on the amount and grovrfch of the population

of working age. The lov/er limit of working age is mostly the

age of the finishing of obligatory school education and the uppei-

limit is the age of entitlement to pension,

c) The distribution of employed population between the productive

and.non-productive spheres of the national economy. The increase

of the value of production (social product or national income)

is influenced directly by the increase of employed population in

productive sphere. Employees of non-productive sphere (clerks,

soldiers, servants, teachers, doctors etc,), donH create social

product or national income according to the marxist conception of
these aggregates.

The length of working time. The changes in the length of working

time influence as a rule the value of production in the same way

Jiow the changes in the number of employees.

The average intensity of labour. The changes in the intensity of

labour involves the changes in the volume of production. The fac

tors of economic growth, which are connected with the increase of

the amount of employed population in productiva sphere of national

economy, we usually call the extensive id.utors of economic ^rovjth.
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The second grou-p of factors influencing the economic development

of a country are the factors of the growth of productivity of labour. These
factors we usually call the intensive factors of economic growth:

a) Natural resources and conditions of a country. Natural conditions

influence especially the level of^productivity of labour in agriculture,
forestry and fish ing and in mining and quarrying.

Skill and qualification of people. The stock of trained personnel

and its distribution is in present conditions one of the most important fac

tor of increasing the productivity of labour.

c) Application of scientific and technical progress in production.

This factor is very closely connected with the qualification of people,
because only highly trained people can introduce in production modern me

thods and inventions.

d) The level of division of labour in society which includes;

- the level of cooperation and specialization

-  the level of concentration and centralization of production

-  the level of organization of labour in enterprises

These factors represent also a significant source of increasing the produc
tivity of labour in a great part of countries.

9) The amount and standard of productive fixed assets in society.

On the rate of growth of productive fixed assets and their technical standard de
pends the capacity of productipn.In;fixed assets'is also materialized the scienti
fic and technical progress and skill and qualificatian of people.Therefore in sol

ving the. problems pi rate of eponomia .growth the. emphasize .'.is. given to the invest

ment policy through which new fixed assets are introduced in production.

f) The level of management and planning in society.

The role of this factor is increasing, especially in circumstances, when

government or state owns a great part of the national economy and is respon
sible for the utilization of all resources in society, for raising the rates

of economic growth and for increasing the living standard of population.
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These all above-mentioned major factors of economic growth are

very closely connected, one factor causes the other,.and therefore a comp^

rehensive analysis of all main factors is necessary, v/hen we want to deter-

raine the rate of growth of social product or national income. This approach

to the planning of the rates of growth of national income is v.ery important,

because sometimes the rate of growtii of national income is given before and

the possible factors of economic grov/th are looked for afterwards. In this

case the actual, development of national economy, its rates of growth, is

very often different from the planned one. It is natural that the actual

development is almost ever different from the planned one. But when the

discrepancy between the planned targets and these actually reached is very

great, then we are on the best way to the discredit of planning. There-

fcre we must strive for a realistic, scientific planning. Sometimes for the

rough estimates of the growth rates the production functions are used accord

ing to v;hich the rate of growth of national income is the function of some

Variables (investment, labour forces) and some parameters (capital to output

ratio, productivity of labour etc.). These functions are mathematically

formulated. We can benefit by these functions especially in long-term plan

ning when v;e draft the first rough approximations in the process of elabora

tion of the plan.

3* Pronortion between Gonsumotion and Accumulation.

Proportion betv^een consumption and accumulation is a key-proporticn

on a side of utilization of social product. Consumption (personal and collec-

tivo) and accumulation are too basic funds of utilization of national income.

At a first look these two funds are contradictory, because what is consumed,

can't be accumulated and on the contrary* In planning, first of all in long-

verm planning, we face the difficult problem of determining the right rela

tionship between consumption and accumulation. The choose is not easy, because

the quick economic development of a country needs relatively high share of

accumulation in the utilization of national income and this isj as a rule, in

contradiction with the policy of raising the standard of living. To what give

the preference? To consumption or accumulation? Before decision-making it is

necessary to see the mutual relationship of consumption and accumulation in
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a long-term range, because from a long-term point of vI^kt we shall see. that

consumption is very closely connected with accumulation, that in a long-term

run the size of accumulation determines the size of consumption. The higher

is the accumulation in present, the higher may be the consumption in future.

The present interests of people (relatively high share of consumption in

the utilization of national income) are contradictory with the future interests of

people (relatively high share of accumulation in the utilization of natio

nal income). We must look for the reasonable connection between the present

and future interests of people. This is not only economic question, but also

highly political one, because people are touched very strongly by the situa

tion on m^ket, by prices and by the size of consumption. In normal circum

stances we may not plan the decrease in,living standard and in consumption

per capita. It raeans.^ that the lowest border of the rate of growth of con

sumption is the rate of growth of population. But in normal circumstances

we want to increase the consumption per capita. It is one from the impor

tant economic goals of socialist society. It is the sense of planning. At

what rate can we increase the consumption?' First of all it will depend on

the rate of growth of national income. The higher is the rate of growth of

national income, the higher consumption we may plan. And here we see the

connection of consumption with accumulation, because the rate of growth of

national income is caused first of all by the size of accumulation in the

past.

The rate of growth of consumption is therefore very closely connec

ted with the rate of growth of national income. But what rate may be quicker?

The rate of growth of national income or the rate of growth of consumption?

According to the experiences gained from past development in socialist count

ries, the rate of growth of national income must be quicker, especially in the

process of socialist industrialization, then the rate of growth of consumption.

From that followS; that the rate of growth of accumulation must be higher than

the rate of growth of consumption. This is general", tendency which is typical

for most countries in the process of industrialization. Of course, 'that the

share of "accumulation in the utilization of national income may not increase

to infinity, because we don*t .vvr^t production for production, but production
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for consumption. Therefore we think that after reaching the optimal rela

tionship between accumulation and consumption in the utilization of natio

nal income, the share of accumulation v/ill not increase, but 'will be cons
tant, In such a case the rate of growth of national income, accumulation

and consumption will approximately be the same# On the base of available

statistical data in socialist countries such an optimal share of accumula

tion in the utilization of national Income is between 25 to 30%. It means

that the share of consumption in the utilization of national income is bet

ween 70-755S.

Of course that in various countries and in different stages of

zheir economic development the shares of accumulation and consumption in

utilization of national income will differ. Therefore is not possible to

give the uniform answer. Nevertheless, the general tendency in development

of the proportion between consumption and accumulation is the tendency to

wards the increasing of the share of accumulation in the utilization of natio*

nal income, in particular in the process of industrialization of a country.

if, Proportion between the Social Product and National Income.

Proportion between the social product and national income is only

another expression for the proportion between productive consumption and na

tional income, which are tirfo great funds of utilization of social product,

because, as we have seen, social product is used or in the form of produc

tive consumption or as a national income.

SchematicallyJ

Utilization of social' product

Social product

Productive

Consumption

Consumption

Accumulation

National income
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According to the methodology of drawing up the balance of produc
tion and utilization of social product, that is used in socialist countries,
the share of productive consumption in the utilization of social product is
approximately 50%. Productive consumption is therefore the greatest fund
of utilization of social product. What is the general tendency in develop
ment of mutual relationship between productive consumption on one hand and
national income on the other hand? Which side of this proportion will grow
quicker? The answer on these questions is not easy. Of course that we
wish to reduce the share of productive consumption and increase the share
of national income in the utilization of social product, because productive
consumption represents the production for production and it is a necessary

'evil" in the reproduction process. But what we wish is one thing and what
is in given economic conditions realistic is another thing. Therefore the
objective economic analysis of main factors affecting the development of
productive consumption must precede the planning of this proportion. Mam
factors influencing the development of productive consumption in its rela-
tion to the national income are as follows:

a) The sectoral (branch") structure of the national economy*

The breakdown of the national economy according to the branches is

very important factor, because each branch is differently material-intensive,
the share of imaterial costs (productive consumption) in the value of produc
tion differs according to the individual branches, - If we give the pri
ority to the material-intensive branches in economic development of a country,
then the share of productive consumption in the utilization of social product
will increase and the share of national income will decrease. In other words,
the future economic development is necessary to judge also from the material-
intensity point of view,, especially in situation when we have to import a
great part of raw materials. The sectoral structure of the national economy
can thus influence positively or negatively on the rate of growth of national
income. The analysis of material intensity of individual branches of the
national economy is possible, as we shall see later, on the basis of inter-
branches balances (input-output tables), which show us not only the direct
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productive consumption (direct inputs)| but also the indirect productive

consumption in the other branches which is indirectly connected with the

direct consumption,

b) The technical progress in individual branches of the rational economy.

The technical progress is one of the most significant factors

affecting the productive consumption in a positive sense, because technical

progress and increase of productivity of labour economize not only the la

bour power, but also the materialized labour, the material costs of produc

tion. New technological processes and new equipments result, as a rule, in

r=ductions of consumption of raw materials, fuel and semifinished products

per one unit of production. As a result of this factor, the national in

come will grov/ faster than productive consumption and then social product,

c) The level of management and planning with the system of material
incent ives.

This factor is very important in particular in socialist economy,

where public ownership of the means of production predominates. The system

of material incentives in socialist economy must be set up in such a way,

that each enterprise, establishment and each worker would be interested in

reducing material costs of production and in this a v/ay in increase of the

national income. The experiences from past development in socialist count

ries shov; us that building up the interest of enterprises only on the fulfill

ment of planned targets in the volume of production is insufficient and in

many cases harmful for socialist society. Fulfillment of quantitative

tai'gets in production (the value of gross production and some quantitative

taigets in the physical terms) is of course important. But the qualitative

side of production, especially the costs of production, must be also reckoned

and such material incentives must be created to support the interest of enter

prises and workers on reductions of costs of production. The profitability

of socialist enterprises must be ensured. Therefore according to the nev^

system of management and planning in Czechoslovakia, the wages of workers will

depend not upon fulfillment of the value of gross production as in past, but

upon the fulfillment of so called ,,gross income of enterprises" which is in



substance the national income of enterprises. It means that in a new mo

del of management and planning the enterprises will be interested in dec
rease of material costs of production (productive consumption). I

d) The methodology of calculating of social product and national income.

In this case we have in mind first of all the prices in which

the social product and national income are calculated. In the case-, that
we use current prices, social product and productive consumption will grow
faster than national income (as a long-term tendency). This is a result of
fact chat the prices reflect in a long run the changes in productivity of
labour. When the productivity of labour is increasing, the share of material
costs (dead labour) is going upwardand and the ..share-of live labour (wages) is
going downward in one unit of production. In the whole production both pro
ductive consumption and the wages are increasing (absolutely), but relatively
the productive consumption grows faster than the national income.

In the. case., that we use constant prices in calculation of social
product and national income, the national income will grow as a 1-ong-run ten
dency facter than social product. It is due to the fact, chat the constant
prices don»t reflect the changes in productivity of labour and reflect the
economies as a result of technical innovations.

In planning we must strive for the faster rate of growth of national
income in comparison with the rate of growth of social product on the basis of
scientific analysis of all major factors influencing the proportion between

social product and national income and on the basis of creation all the favour-
able conditions for the faster groi/th of national income (especially in the
fields of the sectoral structure of the national economy, in introduction of
technical progress and in the field of material.-- incentives on reductions of
material costs of production).

. ■?;
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5• Proportion between the Hrpduction of the Means of Production and
Consumer Goods,

Proportion between the production oJ the means of production

and consumer goods is related to the production side of the balance of

production and utilization of social product. Orientation of a country on

the faster growth of the.means of production or consumer goods is, very im

portant decision-making. It is obvious that a country must develop both

the production of the means of production and the production of consumer

goods. But to which group to give the priority? What is the objective

tendency in the development of both groups? It is correct that the produc

tion of raeans of production is growing faster than the production of consu-

ner goods, or not? At the beginning we shall assume a closed economy, be-

c;u3se foreign trade, as we shall see later, can significantly change the

structure of production and the rates of growth of the production of means

of production and consumer goods.

In a closed economy the structure of production is directly deter

mined by the structure of requirements,.by the structure of demand, by the

structure of utilization of social product. In a planned economy the pro

duction of the means of production and of consumer goods is given by the

planned utilization of social product. This approach to the planning of a

structure of the national economy (also to the planning of the production

of means of production and of consumer goods) is very important - primary

is the demand, requirements and utilization of production and on the basis

of their analyses we can determine the structure of production. With chang

ing the demands the structure of production will also change. Therefore in

economics we can hardly find the laws and tendencies which are given once
for ever. This regards also to the tendency.- in the rates of grov/th of the

means of production and consumer goods. In socialist economies have domina

ted up to now the issue that in a socialist economy exists a basic law of

quicker rate of grov/th of the means of praduction in comparison with the rate

of growth of consumer goods. Actually, almost in all the socialist countries

the rate of grovrlih of the raeans of production was greater than the rate of

growth of consuD'sr goods. Does it mean that also in future the rate of
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growth of the means of production must be higher than the rate of growth
of consumer goods? The answer is not easy. Before giving the answer we

must analyze the main factors and major relationships in the reproduction
process which affect the rate of growth of both the groups of production.

If we accept the thesis that the structure of production is given

by the structure of utilization (really, in balanced closed economy must
exist mutual consistency between production and utilization not only as the

total volume is concerned but also as the structure is concerned), then the
volume of the means of production and the value of consumer goods are deter

mined by the value of main funds of utilization of social product. The value
of the means of production must correspond to the value of these funds of
u'liilization of social productt

a) productive consumption ,

b) accumulation in the productive fixed assets and in the stocks of
intermediate products.

The value of consumer goods must correspond- value of these funds of
utilization of social products

a) final consumption

b) accumulation in the non-productive fixed assets and in the stocks

of consumer goods.

From this follows that the rate of growth of the means of produc

tion is determined by the rate of growth of productive consumption and ac-.

cumulation in productive sphere, and the rate of growth of consumer goods is

defined by the rate of growth of final consumption and accumulation in non
productive sphere. In the case that the productive consumption and accumu
lation grow faster than the final consumption, the production of the means of
production will exceed over, the production of the consumer goods. This case
v/as typical for the most of socialist countries in,past development.

In the case that productive consumption grows slower and accumula

tion quicker than xinaL consumption, the rate of growth of the means of prodix—
tion may be higher or lower than the rate of growth of consumer goods. It will
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depend upon the. rate of excess of accumulation over final consumption and

upon the rate of retardation of productive consumption behind the final

consumption.

In the case that productive consumption grov/s slower than final

consumption and accumulation reaches the saroe rates of growth as final con

sumption, in such a case the..rate of growth of the consumer goods will ex

ceed the rate of growth of the means of production.

Thus, from a formal balance viewpoint all three cases are possible

as far as the mutual rates of grov/th of means of production and consumer

goods is concernods

a) the production of the means of production grows faster than the
production of consumer goods

o) the rates of grovrbh of both the groups are the same

c) the production of the consumer goods exceeds the production of

the means of production.

But nevertheless, v/here lie the reasons of the different type of deve

lopment? How is possible that some countries reach a relatively, great ex

cess of.the rate of growth of accumulation and productive consumption over

the rate of growth of final consumption and as a consequence of this relatively

great excess of the rate of growth of the means of production over the consu

mer goods while in other countries the discrepancy between the rates of gro\rth

of both the groups is very little?

According to my opinion there are three main reasons:

a) A stage of economic development of a country.

b) The rate of introduction the technical innovations, scientific

and technical progress in production.

c) The structure of an economy.

d) The foreign trade.

A stage of economic development of a country has a great influence

on the rates of growth of the means of production and consumer goods. In the

process of socialist industrialization almost all the countries reach a high

rate of growth of the means of production from these reasons:
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- Tendency tov/ards the relatively high share of accumulation in the uti

lization of social product. From this follows that the rate of growth

of accumulation is higher than the rate of growth of final consumption.

— Construction of new plants^ new branches of the national economy espe

cially in manufacturing industries. With this greater division of la

bour, specialization and cooperation in the national'economy, also the

number of stages of process of production and the value of productive

consumption will increase. It is also tendency towards the increase of

the share of productive consumption in the utilization of social product

and towards the increase of the share of the means of production in the

production of social product.

When the share of accumulation and productive consumption is inc

reasing on the side of utilization of social product, the share of the pro

duction of the means of production must also increase on the side of produc

tion of social product.

After reaching relatively high level of the industrialization of

a country, the discrepancy between the rates of growth of the means of pro

duction and the consumer goods will diminish. It is caused by the fact that

the share of accumulation in the utilization of social product remains rela

tively stable (constant) and also attempts are made to reduce the share of

productive consumption in the utilization of social, product. In this stage

of economic development of a country preferences are given to the production

of consumer goods and to raising the living standard. The planned growth

rates are also relatively constant and not so high as in the stage of the

industrialization of a country.

In a developing economy the process of industrialization directs

to the relatively high- growth rates of the production of means of production.

In a developed economy the rates of growth of both mentioned groups

will depend mainly upon the introduction of technical and scientific progress

in the production. The technical progress as a rule directs to the reductions

of material costs of production and to the decrease of the share of productive
consumption in the utilization of social product.New technical inventions may
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also cut the capital-output ratio and the share of■accumulation in the utilize-

'tion of social.product^ As a result of such deyel-opment-is the slow-down of

■the growth rate of the means of production and possible acceleration in the
rate of growth of consumer goods. But nevertheless, the influence of tech
nical progress is not so simple as we have said because sometimes the intro
duction of technical innovations needs new investment and directs to the

increase of accumulation in the utilization of social product. The time lag

betv/een investment startings and the production on new capacities is also

necessary to take into account*

.  Among the main factors influencing the growth rates of means of
production and consumer-goods is the structure pattern of the national economy.
The influence of the structure division of the production on the production of

means of production and consumer goods is very strong, because some branches
of "che national economy are relatively highly material-intensive and capital-

intensive while the others need not so much of materials and capital for

their production.

By the term material-intensive and capital-intensive we mean the
ratio between the material costs of production or capital on one side and
the value of output of corresponding branch of the national economy on the
other side.

Schematically:

m. = — m.,.« material-intensive
1  p 1

c  productive consumption
(material costs of pro
duction).

p ••• the value of output

This fraction represents the value of material costs of production
which we need for production of one unit of output.

F  '
c. = — c,... capital-intensive
i  p ^

.  .. F ... the value of fixed assets
and stocks.
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From this follows that general long-run tendency in mutual rela

tionship between industry and agriculture is the tendency towards the higher

share of industrial production in the value of social product and national

income and tendency towards decreasing of the share,of agricultural produc

tion. This of course doesn't mean that also the significance of agricul

ture in the national economy and attention devoted to agriculture in elabo

ration of development plans will decrease. On the contrary. Agriculture

represents especially in developing countries crucial branch of national

economy from many aspects - from viewpoint of labour forces, investment,

living .standards, foreign trade.

To analyze and plan right mutual interdependencies between industry

and agriculture and also among other branches of national economy, to choose

right and renlisficproportions is one from tbe main task of national planning,

The methodical tool of analysis and planning of these interdependencies is,

as we shall see later, the input-output technique.
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