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1 . Introduction:

SSS==DS SR

l.1 Gzneral Outlook:

Finance is still & relatively new intellectual discipline which
its theory is, invfact, a vazt and disorderly area of eccnomic thought,
both inlcapitalist and soclalist literature. This is due to ihe fact
that there is still a lack of well defined theory in the finance field,
and consequently there is no agreement on the scope and range to be en-

(%)

compassed by the theory of finance.

In recent years, ths studies in finance, in the socialist ecoromy
exhibited important new directions, dimensions and significance of the
problem. This steums from the agreement between, almost, all socialist
writer; about the objective necessiiyfand importance of commodity money
relations and value categories in the practices of the sccialist econony.

This theoretical trend has been practically justified by the economic

no

(2¥) It is particularily in socialism, the theory of finance has suffered,
as other diseciplines of its political economy, from the dogmatic
ideology of the apologistic trend in the political economy of sociaw-
lism., The cardinal issue of this trend was, simply, the idea that
the socialist economy must not be a commodity-money economy, and con-
sequently the categories of the law of value do not operate in it.
For detail, refer to:

‘A. El-Sharkawi, The System of Financial Flows Tables in a Socialist
Kconomy (Basgsic Problems of the Theory and Application
of Finance, with gpecial reference to People's Re-
public of Poland), A Doctorate Dissertation under the
supervision of Prof., Dr. %, Fedorowicz, Faculty of
Finance agd Stati;tics, 'The Central School of Plan-
ning and Statistics (SGPIS), Warsaw, 1972, pn. 2-7.




reforms which have been intiated inm fhs majority .of the socialist goun= '
tries, since 1956 and still under way.  These .reforms, especis 1;ﬁ the
application'of vafidu§‘°¢opas of. decantrali ationE vaylous SQ&1B$ of
using the economic lavers and Various forms of 3nuen¢ivas, reb'lﬁed in

extending the scope of eommedityamonay reiatien% Gy &srengthened the

role and,significangéﬁaf vglue:caiegoriesac%ﬂ I* this Ieﬁpact Zienmw;f}i

Al
o b
.

emphasjized - that
"The new approach iﬂ"planningg which is characterized
,'by the tendency to increase considgrably the rois and
“ scope of decisiofns by large industrial complexes,
means a more 1mportance should be attached 4» r&éatxnu,

ships of the financial'type in studing the pvouass of..
reproductlon..,"(z)’ ik )

-t

- In effact, the sub;ect matter of finanae, in the 51 1;1is% Aconomy ,
hag undergone great transformatinas; in racent years? to be an ﬁ%eprafed
body of institutional, functioral and mathodical 1nstrumanta whm&a ern
" be used as means of the bOCl&liﬂt system of avonomls planning «rd mqn&»

genent,

(1) For detail, refér to:
Ibidng ppo S“M

(2) L. Zienkowskl, "Present and Future of National Balances", Natd onﬁ&
Accounts and Blances, Central Statistical Oft
of Poland (Research Centre), Symposium 2Cth »LEBrdw
'of Feb. 1968, Warsaw, 1969, p.80.




l.2 Purpose and Scope of the Study:

By following this line of thought, the main purpose of this siudy
iz to provide a theoretical foundation for the maln essencey charaetaria
sticse functions, and real scope of the role of finsace in a soclislilig
sconomy., To deal with this purpose, the writer hasz guided and relied on
the Polish practice. The choice of Paople*s Repuvlic of Poland as a r=s@
study has been determined:

- Firstly, for the sake of precision and accuracy, since it i=

known that the structure and mode of functicning of the fiusa-

cial system differ from one socialist country to ancther.

* Secondly, because of the shortage in the Egypiian economiz
literature for references concerning the theory and practizs-
of soclalist financial system, and especially the Polish Prati:
This fact has incentified the writer t¢ deal with this prov’om,
in order to introduce an attempt which may help, generally
speaking, in establishing the real basis for a soclalist flirszie

cial system in Egypte.
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Finance may be defined asi the economic category expressing the
econonic relations which are produced by the processes of creation,

L(3)

accumulation, distribution and utilization of the monetary resources.

For a proper understanding of the main essence of finance, as de=

fined above, the following points have to be identified:

( I ) Finance is a common economic phenomenon, which appears not
only in the socialist economy but also in the capitalist
one.

(I I) Finance is a form of money, since the specific nature of
financial relations is that they are integrally connected
with the function of money as a means of circulation and
payments. In other words, it seems possible to consider
finance as a "partial" money and not a "fully" money. In
this connection, Fedorowicz argued that "finance is not an

(4)

. identical concept with the whole monetary phenomenon®.

(3) Refer to:
Z. Fedorowicz, "The Rolas of Finance in Socialist Economic Planning",

Problems of Kconomic Theory and Practice in Poland
(Finances and Banking), Edited by Z., Fedorowicz, Polish
Scientific Publishers (PWN), Warsaw, 1968, p, 14,

(4) 2. Fedorowicz, Finanse w Gospodarce Socjalistyezne Finance in the
Socialisi_Economy), Polish Scientific Publishers
(PWN, Warsaw, 1966, pp. 11=16,




He continued the argument and maintained that in order to
explain the place of the financial phenomenon in the whole

monetary system, one has to distinguish between two cases:?

% In the first case, money performs Iiis functions as a
measure of value (unit of accounting), and a store of
value; and

% In the second case, money fulfills its function as a

means of circulation and medium of exchange.

Regarding the first case, money acts in an "jideal" manner since the
expression of the value of commodities in money units is merely "ideal'
or "imaginary" act. In this case, one can consider and call the relations

produced by these functions of money "monetary relations", such as value

relations and price relations,

‘As far as the second case is concerned, money acts in a '"real' or
practical manner, and one can consider and call the relations existing

"financial relations", i.e., the economic relations resulting from the

movement of money among different economic units, such as buying-selling

relations, credit relations, tax relations and wage relations.



(III) Finance, accordingly, involves a couplex of different eco-
nomic relations., The varied character of economic pheno=
mena, which is called financial phenomenon, requires a clear-
cut division and classification in order to grasp the nature
and real dimensions of it. This classification may be pere
formed on the basi:z of different criteria.(s) In this respect,
one may define two wmain interrelated kinds of classifications
namely s

a - The objective classification of finance, which is based

on the critefion of combining the movement of monetary

objects with that of physical and/or monetary objects., It

includes the following constituants:

# the monetary revenues and expenditures, which are con-
nected with the purchases and sales of material commo-
dities and services.

# the redistributive (transfer) monetary revenues and exe
penditures.

# the accumulated and distributed monetary resources by

credit institutions, i.e., lending=borrowing operations.

b - The subjective classification of finance, which is based
on the criterion of connecting the movement of money with

the economic activity of the basic classified sectors of

(5) For detail, refer tos
A. El-Sharkawi, op. cit., pp. 126-134



the national economy, e¢.g.; the finance of the state
sector, the finance of the household sector ahd the
finance of the private sector ... the finance of in-
dustry, the finance of agriculture, the finance of ser-

vices, and the finance of foreign trade.

Relaying on a certain classification, the systematical presentation
of the financial operations of an economy can be performed with the help
of some methodical means, such as balances, plans, budgets and tables.

This constitutes what the writer calls "the methodological cowposition of

finance". For example, in poland the methodological composition of finance
includes the following constituants, classified according to the degree Qf
synthesis, namaly:(G)
a - Synthetic methodical means:
# The financial balance-sheét of the state.
# The balance of monetary revenues and expenditures of the
population.
b = Interlevel methodical means:
# The state budget.
% The credit plan.

# The cash plan.

# The balance of payments.,

(6) For detail, refer to:
Ibid. 9 pp . 150"‘19"‘.
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(IV)

Analytic methodical means:
# The balances of monetary revenues and expenditures of
the state-owned enterprises, which are engaged in the pro=
ductive sphere of the nationél economy :
- Plan of gross profits, '
= Plan of financing stock's increase,

= Plan of financing investménto

# The balances of monetary revenues and expenditures of the

state-owned enterprises, which are engagéd in the non., pro=

ductive sphere of the national econony.

# Separate statements of the balance of monetary incomes and

expenditures of the population:

- The balance of monetary revenues and expenditures of prie-
vate farms.

- The balance of monetary revenues and expenditures of prie
vate sector (outside agriculture).

5 The balance of monetary incomes and expenditures of workers

manval and otherwise,

Finance requires the availability of the following preconditions,
in order to manage and control the complex of processes dealing
with the mobilization, accumulation, allocation and distribution

of the monetary resources; namelys



" a - An institutional framework. This represerts what the writer

calls the."institutional composition of finance". By this,
one means the financial institutions, i.e., budgetary, bank-
ing and insurance institutions, which manage and control the
processes of creating, accumulating,; distributing the monatary
resources. The institutional composition of finance includes,
in Poland, the following: )
= The Ministry of Finaﬁce.
- The National Bank of Poland (NBP).
= The Agrioﬁltural Bank (Bank Rolny).

[y The Commercial Bank (Bank Handlowy).
.- &he General Saving Bank (PKO).
- The quao Bank.
- The nging-ahd-noan Cooperatives.
- The State Post Office.

- The Insurance Company «

b = A functional mechanism. This constitutes what the writer terms
the "functional composition of finance". By this, one means the
tools and instruments which can be used in order to implement,

manage and control the processes of mobilizing, accumulating and

(%)

For detail, concerning the financial institutions in the Polish eco=~
nomy, their functions and interrelations within the whole system of
economic planning and management, refer tos

Ibidu; PP 27=35.



e st s

(36)

a lore

distributing the monetary resources, such as credits, taxes,

subsidies and rate of interest, )

According to the above concéptual‘framework, it should

be emphasized that: .

- These institutional, functibnél and methodological composi-
tions of finance are closely interrelated and integrated.

- The combination between this set of compositions forms

what the writer calls "the financial systen",

Needless to say that the financial system, in this sense, is

an integral part of the whole economic system.

The place of the tools of the functional composition of finance withe
in the mechanism of the socialist planning system, and the interrelas
tions between the financial and physical 1nstruments can be got in:
Ibid., pp. 21-27, and 35-44,



3 , The Characteristics of Finance in a Socialist Econony
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As it has been pointed oﬁt, finance is a common economic phenonenon
which appears in any developed exchange = econouy, whether it.is a capi=-
$alist or a socialist economy. However, the radical differences between
the socialist mode of productién and capitalist one, regarding fhe kinds
of economic laws and their ode of operaticn, the nature and functions ot
the state ...:etc, enable one to distinguish between what is termed "so-

cialist finance" and "capitalist finance".

Socialist finance is featured by some characteristics which disti-
guish it from capitalist finance. Among these characteristics ths fol=-

lowing, in the writer's opinion, are of a basic importance; namely:

3.1 The Objective Character:

In the socialist econcony, finance is an objective category which
stems from the persistence of commodity = productiqn and the operation
of the law of value in it. The existence of this type of interhuman re-
lations is due to the existence of dual—preférence systems in tha-sociaw

list economy; namely:

- The state preference fﬁnction, which expresses it self in the
national economic plan, i.e., the central plan which definesz «uvan=
titatively the basic macro - economic proportions, rates and'diraqu
tions, such as the rate of growth of the national income, the. rata2
and components of capital accumulation, and the volume and composi-

tion of collective and individual consumption.



= The preference functions of the population, which manifest
themselves in purchase and sale on the market, since it is a come
mon knowledge that population in the socialist countrias have the
freedom of choice and of shaping their consumption pattern, and
the private sector still exists in the majority of Buropean Socia=

list People's Democracies and plays a certain role.(?)

Under these conditions, finance in the socialist economy arises nece-
ssarily out of the nature of the reproduction process. A4s it is known,
the reproduction process has two main interrelated sidss, namelys
= The physical side, i.ae,, the processes of production, distribu-
tion, exchange, accumulation and consumption of material commodiiies
and servicéé;
= The monetary side, i.e., the processes of creation, accunulation,

distribution and utilization of the monetary resources.

Socialist finance deals with the monetary side, In addition, the dyna-
mics and mechanism of socialist finance depend upon the éhysical side of the
reproduction process, in the sense that the formation and allocation of the
monetary resources are made-in principle--only for commodity production and
commodity circulation. In other words, under socialist conditions the mar-
ginal point of the creation and allocation of the monetary resources is de=

termined by the material possibilities, i.e49 by the production and distribution

(7) For detail, refer to:
Ibid.. ppo 15"'160
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(=)

of the national income. At the same time, socialist finance iaflu-

ences the physical side of reproduction process by means of the instru-

(8)

ments of its functional composition,

3.2 The Comprehensive Character:

By this character, one means that socialist finance deals with the
processes of creation, accumulation, distribution and utilization of the
available and potential monetary resources of the whole society. It stems
from the nature of the socialist mode of production, in which the basiv
means of production are socially=-owned. Under these conditions, #he staie
manages and controls all financial processes of the whole economy. Thus,
1t is obvious that, socialist finance is not confined to the stéte budged .
Bésides, socialist finance comprisés the financial operations of the dif=-

vk

ferent sectors of the national economy.

While, within the scope of capitalist finance there exists a basic dluw

fadany
. . s 3 1K L
tinction between the so=called "public finance' and "pusiness finance”.

(%) This problem will constitute the subject mtter of some other further
researches, in which the writer will try to investegate how the finane-
cial flows are formulated and channeled, and what are the waln interrs
elationships and interdependences between the financial flows and the
physical flows. For dtail, refer tos

Ibid|| pp. 9‘!""‘148;

(8) For detail, refer to:
A. El-Sharkawi, Some Aspects of In Flation Theory and Inflationary Gap
Analysis On the Example of Egypt, A Paper presentbd as
M.S. Thesis under the supervision of Prof. Dr. Fedorow’:
The Faculty of Foreign Trade, The Ceniral School of Plu
ning and Statistics (SGPIS), Warsaw, 1969,

() Such distinction does not exist in the socilalist economy, due to this
important character of socialist finance.



State finance, or the so~called public finance, under the capitalist eco=

nomic conditions and social relations, cannot cover the financial proces-

ses of the whole economy. Hence, it is restricted to the budget of the cen-

tral government and local authoritiesgcg)

In this respect, Taylor argued thats

"Public finace is concerned with the operation of the
fisc, or public treasury. Hence, to the degree that
it is a sclence, it is the fiscal science, its poliw
cies ars fiscal policies, its problems are fiscal pro-
blems. Public finance is not concerned with the die
rect regularity function of government over private
economy", {10

343 The Uniformity Characters

Socialist finance has a uniformity character since the state, in the

socialist economy, operates the whole financial processes of the national

economy; namely$

H

#

The government revenues and expenditures (the state budget).
The financial operétions of the state=owned enterprises.

The actlivities of the state bank.

The credl’ operations of the other different banks.,

The finznclal cperations of insurance companies,

The monetary incomes and expenditures of the population.

The external financial relations,

(9) For detail, refer tos

Je Fredweston, The Scope and Methodology of Finance, Prectice=~Hall
INC, New Jersey, 1966, pp. 1l=21.

(10) P, Taylor, The Economics of Public Finance, The Macmiallen Company,

New York, 1955, p.3s



- 15 =

£l

The uniformity character of socialist finance = in this sens:z -~ .3

of a great importance for the uniformaly system of economic planning an

=

management in the socialist economy, since it ensures the requireunants ol
the general and specific econoiic laws of Hhe socialist economy, ang a2lan
the principle of supariority-of.centralized planning, guidance and son-

trol., This may be justified as folleowsi

‘(1:) As far-as the:inétitutional composition of soclalls® finance
is concerned, it is well known that all financial institutions in
the socialist economy are socially owned and under the jurisdichion
of the ministry of finance. According.to the recent practice of ths
Polish economy, the following aspects of the institutional shruciure
of the financial system are illustrating its uniformity character:
‘namely:

a = The structural centralized aspect which may be jusiified
by the key position of the Ministry of Finance and the National Bant
of Poland in the Polish financial system, The Ministry of Finance Lg
the central organ which responsible for the fipancial and monetary
activities of the national economy as a whole., While the (NBP)} is
the sole agency for issuing bank-notes and coins, the central instle
tution for credits (long~term and short-term credits), and the cenbral
clearing agency for all accounts of the state-owned enterprises and

other social institutions. Besides, it is particularly worth-while

to mention that:
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# There is no multiplicity of banks wh;ch deal with the same
kind of activity; and

¥ Consequently, there is no competition betwean banks within
the Polish economy, since functions of every bank are detere

mined by law.

b - The high degree of specialization in the credit activities
of different banks, which may be observed from the exisience of Spe=
cialized banks in which every one is dealing with the financial acti-
vities of a certain sector in the national econcmy, For example, the
National Bank of Poland is specialized = Besides its other functions-
in granting all kinds of credits to the state=-owned enterprises which
are engaged outside agriculture., The Agricultural Bank (Bank Rolny)
deals with granting credits for production and investment purposes to
agricultural and forestry enterprises, farms as well as individual fare
~ mers, The Bank Handlowy is dealing with all foreign clearing oﬁera—

tions,

(i1) As far ss the functional composition of socialist finance is
-concerned; it is fair to say that there is: a possibility of shaping

a uniformal financial policy in the socialist economy, since the be=
haviourist pattern of the financial variables - such as credits, taxes
and the rate of interest - is controlled by the central determination

of their amounts.
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. = The uniformity character of socialist finance =~ in the .bove
mentioned meaning - does not necescairly imply a pure - centralized
management of the processes of accﬁmulation, distribution and ubtili-~
zation of the monetary resourcese. In this connection, the writer be-
longs to the idea that it is rather indicating to the possibility of
applying various scopes of decentralization, especially in the field
of the financial operations of the state~owned enterprises, withoutb
impairing the principle of superiority of centralized ﬁlanningg gui--
dance and control.

~ The uniformity character of socimlist finance results from its
comprehensive character, and at the same time enhanses its planning

character, which is dealt with in the following section.

3.4 The Planning Character:

Socialist finance is a plénned category. The planning character of
socialist finance stems from the general planning character of the socia=-
llist economy. At the same time, it constitutes an objective necessity for
the system of economic planning and management, in the socialist econony,

(s)

with its characteristical, institutional and functional aspects.

The planning character of socialist finance is called financial plan
ning. Hence, in order to understand this character, one has to identifly

the main essence of what is called'kinancial planning in a socialist eco-

nomy. Financial planning, in a socialist economy, may defined asi & definiti

————————

() For detail, refer to:
An El"'sharkEWi’ OE- Ci'b., pps 21"‘4‘4‘.



economic set of the motiviated measures which mobllize, allocate and dige

tribute the available and potential monetary resources of the whole gco-

nomy, in accordance with the planned supply of material commodities and

services produced at home or imported from abroad.<ll)

On the basis of this definition, it is though necessary to investi=-

gate the following points, so that the essence of Ghls character will be

clear enought; namely:

('3 ) Financial planning, in the éocialist economy, consists in ihe
planning of monetary revenues and aexpenditures of the different eco-
nomic sectors of the national economy, by means of synthetie state-
ment of accounts. The main essence of this methodclogical side of
finaneial planning, lies in the fact that{ the differant methodical
means - such as plans, balances, tables, and budgets - are used to
translate the financial neasures, and their effects, into quantitative
estimates of the volumw and directions of the finsnciel flows of the

national econOmy.(x)

(i i) The main purpose of the methodological composition of gocialisi

finance/or say briefly, here, financial plans/ is to ensure that, the

flow of financial régources, in the national economy, is in a close

(11)

(u)

For.detail, refer toj

4. Fedorowicz, Financial Aspects of Pevaspective Planning, A Paper
bresented at the Polish.~ Bgyptian Seminar on Perspec~
tive Planning, The Central School of Planning and
Statistics (SGPIS), Warsaw, 1970, p. 2-6.

This problem constitutes the subject matter of further studies.



Sy

conformity with the flow of material resources in the same econoniy,
as expressed in %he physical plans. In this respect, one has to st~
ress the close inter-relationships between the physical planning,
i.e., the planning of production, distribution, exchange and consusm-
ption of commodities, and the financial planning, i.e., the planning
of creation, accumulation, distribution and utilization monetary re-
sources, in the socialist economy. In attenpiing to determine this

important interconnection, one has to emphasize the followings:

a = In financial plans, no independent economic targets are 2gh.-
ablished. The scope, contents and objectives of financial plans, ia
the socialist economy, are derived from the national aconomic plan,
i,e., from the rate of growth of the national income, the wvolume and
gtructure of material production, its intermediate consumption, uh®
amount and structure of the national income, its division for consump-
$ion and investment, the structure of investment, the structurs of 101
lective consumption, the level of consunption of different groups of

population, the structure of employment, ... €tce

b = Financial plans are not just a monetary translation of the
social and economic targets, which are inéluded in the national plan
in physical terms, buv taey can also influence the phystical plans.
This is due to the fact that, financial instruments are not neuvtral
in relation to production, consumption and investment. Therefore,

their effects on the physical plans nust be taken into consideratlion



by changing and adjusting them in accordance to the possibilities

and requirements of the finaneial system.

¢ = The strategy of finaneial planning in a socialist economy ,
is based on the aim of realizing the general economic equilibriunm,
i.e., the balancing and coordination of material flows and financial
flows, by its own instruments and with the help of scme methodical

(%)

means.

3+5 ZThe Planned Dual-Division Character

. In the socialist economy, one may divide socialist finance, in a dual-

manner, Mainly. into the following categories:

- Internal-External Finance,
- Cash = Non Cash Finance,
- Centralized-Decentralized Finance.

These dual-divisions of socialis£ finance are planned, and based on
the administrative rules which are promoting the following modes:
‘ a = The mode of organizing the monetary turnover and settlements
of the socialist econony, i.e., how. the ‘available monetary resources

are utilized by the different economic units of the society, and

(%) This problem will he investegated in other future-studies.
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b = The mode of financing capital accumulation of the socia-
1ist economy, i.e., how the available and potential financial mescur-

ces are mobilized, and channelled to finance capital accumulatlion.

In effect, the writer will try to define the main essence of these
dual-divisions of socialist finance on the basis of the preconditions of
these two interrelated modes of finance, in the socialist economy, as exai=

plified with the Polish practices ;

( 1 ) Internal-External Finance

It is known that, in the majority of socialis® countries - as
in Poland , there exists a strict separation and division hetween the
money circulation in the closed economy, using the natlonal currentiy,
and the foreign exchange relations.(la)'To realize harmony e bwean
these two separate systems, the state establishes a monopoly of for-
eign trade and foreign money=~exchange. This monopoly gives bthe shaie
the right to handle any transactions of foreign exchange in a cantira=

(%)

lized way.

(12) For detail, refer to:
M. Kucharski, "Money in the Socialist Economy", Problems of Econonl:
Theory and Practice in Poland (Finances and Banking),
Edited by Z. Fedorowicz, Polish Sgientific Publishers

(PWN) s Warsaw, 1968, pp. 4950,

(¥) The financlal operations with foreign countrios are carrled on by banks,
either in foreign exchange (Dollars, Sterling Pounds, ... etc.)y OF
within the framework of bilateral clearing agreements,
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Acting on this principle, it is though possible to classify the
socialist finance into the following:
a = Internal (domestia) finance, i.e., the planned processes
of creation, accumulation, distribution and utilization of the mone~

tary resources in the closed economy, using the national currency.,

b = External (foreign) finance, i.e., the planned processes of
accumulation, distribution and utilization of the monetary resources,

which are earned from the transactions with the rest of the world,

(i1) Cash-Non Cash Finance
Within the scope of domestie finance of the soclalist economy,

there exists a planned separation of two areas of internal circula-~

tion, (13)
- Cash circulation, which is realized by bank-notes and coins, and
- Non-cash circulation, which is realized through raspective en=

trires in benk accounts (transfers of accounts).

Identically, it seems possible to distinguish betweent

& = Cash finance, i,e. finance which is performed by the use of
bank-notes and coins, and ‘

b - Non=-cash finance, i.e;. finance which is realized by the use

of transfer of accounts,

(13) For detail refer %o
Ibid. 9 PP 50-58.,
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This planned dual-division of socialist finance is based on iae fol-

lowing administrative rules, which are applied in Polandj namely:\l4)

a - Obligation for keeplng bank accounts for all state=owned
enterprises and other institutions, preventing cash cperatiocng bele
ween these units. In accordance, the axecutlion of cash payments is
done by currency withdrawn, especially to a certain purpose, fwom the
cheque account. The cheques have to indlcate the purpose for whizh

they are cashed.

b = Every state=owned enterprise is obliged to keep all its
monetary means on the account, ab only one bank office, and execute
all its monetary settlements by the mediation of this bank office,
Exceptions from this rule, of concentration of all monetary mesne
at only one bank office, may take place by the agreement of %his hank

office.

¢ = The socialist economic units are authorized to keep =2 cash
reserve for emergency payments. The amount of the cash reserva, in

most cases, is fixed as 3.000 zlotys (about 100 $.

d - Proceeds in cash are to be transferred daily, as far as the
cash limit set up by the bank is exceeded, with indication of thelr

SOUXrce,

(14)

Refer tos
7. Fedorowicz, The Organization of Monetary Turnover and Settlamen’

the Socialist Beonomy, Memo, 521, Institule of Natlox
Planning (INP), Cairo, 1964, pps l=k.
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- & =~ Every state-owned enterprise has to transfer the profits,

taxes and depreciation monthly at least,

On the basis of these rules, it seems possible to state thats:

" the financial operations within the socialized sector (state-

| owned enterprises and cooperatives) are performed on non-cash
base, exeept wages and salaries,

] the financial operations within the non~sowcialized sector
(owners of farms, handicrafts, and household) are performed on

cash basis,

lized sectors are performed, in most cases, on cash basis.

(iii) Centralized-Decentralized Finance

In order to define the essence of this planned dual-division of so-
cialist finance, between centralized and decentralized, it seems necessary
to identify, first of all, the main precenditions of the node of financing
capital accumulation in the socialist economy, as exemplified with the
Polish Practice.(15) In this respect, it is convenient to point out the
followings = '

1 « )The pattern:of financing capital éboﬁmulatioﬁ dépends on a nume

ber of factors, among which the following two are of an essential irm-

portance :namely:

(15) Refer to:
S. Przywecki, "Financing of Investment", Problems of Economic Theoxy
and Practice in Poland (Finances and Banking), op. ait.,
PP 215"2290 :
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& « The form of ownership of the weans of production. Here

one nay distinguish betwesns

e
by

-~ investuents in the scelalized sector, which are car-

te~cwned enterprisas, cooneraiives

o
<5
cl-
et
b
€&
i
ot
Q
cr

and social inctifutions, and,

- investuzats in the non-soclalized sector, i,e., the
orivate sector .

b « The level at which the decisions on investuents are wade,

Acting on-thiS'element', the following distinctions nay

be obitaineds

e central investwent, i,e, ithe main projects waich are
of basic Lmportance for tne whole economy, ocutlined by
the perspective plan, and zpproved by the government,

- important rationalization projects, which are sugges-
ted within the framework of multi=yeax plan, and are
sporovad by sualgomations, up to given value 1imit,and

- ationalization nrojects, which are approved by enter
prises, either as a part of the given value linit of
the amalgamations, or as investwents in addltion to

-~

the sbave investment plan, which do not cause an essens

.
J(J 13

=

clia 3 in the profile of activity, and the output

capacity ol the enterprises,

2 = The mosgt luportant sources of Pinoncing capital accunuistion,

in the scciaelist econcwy, sre the Tollowings
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- the state budget,

o cfedits (bank and sociai),
~ profits,

- depreciations,

4
- private funds (savings).

In this connection, one has to stress the following:
. a . In the socialist economy, the value of accumulation, and
it its share in the national income, is determined by the ma-
terial possibilities of pro&ucing investment goodssx) The
size and structure of the-production of investment goods
in the socialist economy, are given as obligatory target.
The financing of this target is ensured by the fact that,
the state concentrates and distributes profits, texes,; cre-
ditseee., €tce, in a uniformal and planned manner., Moreover,
it is observable that savings of population do not play -
generally speaking - a decisive role in the mode of finan-
cing capital accumulation in the socialist economy.
b . According to the new finéncial system, which has been adopted
-recently~ in Poland, the. basic form of financing investment
. projects is credits repayablé By amalgamations out of funds

(16)
created from depreciation, in addition to a part of profits.

(%) It is known that, in the capitalist economy, the value of accumulatios
is determined by distribution of incomes, and by savings.

(16) Refer to:
J. Trendota, "New Financial System", Polish Economic Survey; op. cit.,
PP« 13=14.
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/

The net 9rafit(*2 realizsé vy the state~owned enteryrises,
is divided invo: |

- a part to be pub at whe disposai of the enterprise’s
staff, in the form of pmaterial incentives, 1.@e, workers'
fund,

-~ the remaining part of net profii, alter the deduction

of interest on fixed capital, is subdivided between the am-
algamation and tne enterprise, according 4o the percent:ize
rate t ixed by the ministry. Tthe part going to the anagama-
tion serves, mainly, to cover allowances (subsidies) for de~
ficit enterprises, payments %o the state budget, and the am-
algamation's reserve and investment funds. While, the part
remaining in the enterprise, torms its fund of develapment,
destined to increase the working capital, and to finance small

scale investments.

3 - The mode of financing capital accumulation, in the Polish practice,
takes its shape in accordance 10 the above clisslfiCdtiOn of 1nvestmentb

and their sources of finance, as follows:

(%)

Net profit = Gross profit - ‘urnover tax + Budgetary allowances (ifany)
Where: Gross profit = Revenues from sales ~ Prime cost of product
SOlds

Refer to:

be Fedorow;cz. Wi@inancial Planning, vole S, T eaching Materials of the
Advancea Course of Natlonal ﬁJG:OmlL Planning, The Re-
search Institute on Developlng Countriss, Ine Central
School of Planning énd Statistics (SGPIS), Warsaw, 1970,
ppe 12=30.
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A - Within the scale of investments in the socialized sector:

. & « Central investments are financed from the bank credits,
which are paid from budget funds. These credits are repayable
out of funds created from profits and depreciation. Only iarge—
scale new investments, in the productive branches, in infrast-
ructure, ... etc., are financed directly from the state budget£17)

b s Projects, which are decided upon by amalgamations, may
be financed by profits, depreciation and/or credits.,
¢+ Small-scale investment projects, which are selected by
enterprises, could be financed by depreciation and/or credits.
Investment, made in addition, may be covered by the so-called

development fund.

Thus, from the point of view of financing the investment
chapter of the central plan, this contains the following:

Ib : budget-financed investment,

Ic : credit-financed investment,

Io : the enterprise's own resources~financed investment

It : total investment fund.

It = Ib + Ic ¢+ 1o

(17)

Refer to:
A. El-Sayed, "Studies in Socialist Planning (Financing Policy in

Poland People's Republic, Analitical Study), Memo.
893, Institute of National Planning (INP), Cairo,
1969, pp. 24-71 (Arabic Edition).
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The allocation of investment fund will be controlled by
the traditional budgetary methods in the case of (Ib)s Allo-
cations of (Ic¢) will be administrated by the state (Central)
Bank and other specialized banks. (Io) will be financed.from
the amortization fund z2nd a part of profits accumulated in the
enterprise, as previously explained. This part is regulated by
monetary, fiscal and adwinistrative measures, such as taxes, cen-
trally established amortization rates, transfers to the state

budget, and to the amalgamations.

B - Within the scale of the non~socialized sector, investmenis

are financed by private funds (savings) and/or creditse.

According to the above analysis, it seems to possible, now,
to define the last planned dual-aivision of socialist finance,
as follows:

- Centralized finance, i.es, finance which is performed,
in a centralized way, by means of the state budgel, and
creditse

- Decentralized finance, i.e., finance which is realized.,
in a decentralized way, by means of special funds (out
of profit and depreciation) at the disposal of the amal-

gamations and enterprises, and by private funds (savings).
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4 . The Role of Finance in the Socialist Economy:

P T T o T o o I oo T o o ot oo e e e o o e it o i e e e o o Bty o e e e o

In ofder ﬁo determine the real scope of the role of finance in the
socialist economy, the argument will start by presenting the following
scientific assumption: Within the socialist mode of production, the shape,
structure and role of the institutional, functional and methodological com-
positions of finance, i.e., the financial system;, differ from one socia-
list country to another, and even in the same socialist country from t ime
to time-mainly=in accordance with the following factors:

i =~ The character and composition of the ownership's structure of

the means of production for the considered socialist country.

ii 5 The mode of functioning of the planning system for the consi-~

dered socialist country.

iii - The economic level of the considered socialist country.

Regarding the first factor, one may generalize by saying that the role
of finance has a wide scope under the cbnditions o;_the Europesan People's
Democracies.(“) In this respect, the writer belongs to the idea that such
éituation is due to the naturé of the ownership's structure of the means of

production, which is prevailing in this group of countries.(le) Under such

(#) The writer has no possibility to outline, here, a comparsion between
the different socialist countries in this respect. Moreover, he can-
not give an answer to the question of, what will be the real scope of
the role of finance in the communist mode of production?, out of fear
of not being scientific but becoming utopian.

(18) Refer to:
A. El-Sharkawi, op, cit., pp. 13-16.
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conditions finance plays an important role, since the state can use it as a
tool to:

- Coordinate between the state p:eference function, which is expres-
sed in the central plan, and the population preference functions,
which manifest themselves on the market; and

- Promote the activities of private sector in a direction, which comes

in consistency with what is desired by the central plan,

Concerning the second factor, one may find a kind of a functional re-
lationship between the scope of the socialist finance's role within the plan-
ning system's wode of functioning, and its degree of centralizatiou. This
relationship may be expressed by saying that, the role of soclalist fiuaucs:
within the mode of functioning of the planning system has a wider scope if
this mode is based on the decentralistic model than if it is based on the
centralistic one. In other words, it seems possible to say that, while so=
cialist finance plays an important role in the decentralistic system, 1t plays

rather a passive role in the centralistic one.

As far as the third factor is concerned, the relationship, between the
scope of the role of socfaiist finance and the specific economic level of
the considered socialist country, may be expressed by saying that socialist
finance plays é more ilmportant role in the countrf which has passed the ex-
tensive stage of economic development to the intensive stage of economic de-
velopment, due to the new needs of this stage in ensuring effectiveness, in-

tensification of production and in making production more effective %o neet
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the increased needs of the p0pulation.(")

Accordingly, it can be said - using mathematical terms = that the
role finance, within the socialist mode of production, is a function in

the above-mentioned three variables.'’

Besides and for the sake of concretness, the writer will attempt to
define the real scope of the role of finance within the system of economic

(19)

planning and management, as exemplified with the particular case of Poland.

In fact, finance plays an important role in the mode of functioning
of the Polish planning system as one of the most significant instrument of
realized planned‘target in physical terms, and the assumptions concerning
economic growth in long-term plans. This importance may be justified by
the recent economic reforms which have been introdﬁced in the Polish system
of economic planning and management, in order to hring it into line with -

the new needs of development of the productive forces.(zo) ;

Nevertheless, this importance should not be overestimated. In this

connection, it seems necessary to emphasize the following points:

(%) The correctness of both of the last two relationships may be justified
by the recent economic reforms, which have been initiated in the sys-
tem of economic planning and management of the majority of socialist
countries. Refer to:

~ Ibid., pps 35-44.

(19) "F6F detail, refer to:
5 Ibido‘;ppo 12-44,

(20) Ibid.
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a - The instruments of the funciionzl composition of socialist fin-
ance are used by the central organs of planning to impleuwent
the law of planned groporticnal development of the whole econony.

. In other words, %tney are not spontaneous factors, since tHeir be-
haviourist pattern is determined and controlled oy the central
organs of planning,

b - The importance of the role of socialisi finance, within the wode
of functioning of the system of economic planning and management,
as an instrument of realized planned targets in physical tefms,
appears especially in the market of consumer goods and in the

short—-run.

As far as the market of consumer goods is concerned, socialist finance
plays a very important role as a tool t0 counter act the lack of eguilibrium
in this market, i.e., to liquidate the inflationary or deflationary gapszr
While, the role of finance in the market of investment goods is rather s

passive one, since the state and its agencies are the main suppliers and

(21) For detail, on the problem of inflation in the socialist economy, and
the essence of inflationary gap, refer to:

B. Minc, "On the Symptoms of Inflation in a Socialist Economy™,; Short
Papers on the Iheory of Prices and Economic Calculus, Vo..4,
Teaching Materials of the Advanced Course in National Eco-
nomic Planning, The Central School of Planning and Statistics
(SGPIS), Warsaw, 1964, pp. 90-95, and

A. El-Sharkawi, Some Aspects of Inflation Theory and Inflationary Gar
Analysis, op. cit., pp. 3~34.




purchasers of these goods.(az)

As for the short-run, it is known that the functional compositions
of socialist finance have, above all, an operative character. Hence, the
methodological compositions of socialist finance (i.e., financial plans,
balances, budgets, tables) are usually prepared for short time periods
(one year, half, ... etc.). In other words, the importance of socialist
finance in the short-run stems from the nature of the plans' structure in
the soclalist economy, i.e., perspective, multi-year and short-term plans.
Both the perspective and multi-year plans éontain the balance of aimg and
means of their realization. Hbilest they d§ not contain assumptions con-
cerning the mechanism of realizing the plé;ﬁed targets, i.e. tools of plan
fulfillment. This 1astkpfoblem appears, to the full, in short-term plans.
Among the tools of plan fulfillment, the financial and monetary ones occupy
a central position in short periods of time, beéause of the limited possgi-
bilities of changing the physical tools in it. For examplq, no important
changeslin the structure of investment and employment, and consequently in
the amount and structure of material production één be achieved in the short-
run. In this respect, fedorowicz Jjustifily stated that:

; , "In short-term planning,. financial plans are
not only a test of internal coherence and
compatibility of the economic¢ plan, but also

an active instrument for establishing equi-
librium between demand and supply"(23)

(22) For detail, refer to:

4., Fedorowicz, Finance within the Process of Balanced Growth of the
Socialist Bconomy, Institut International de Finances
Publiques, La Hague, 1966, pp. 124=-135,

(23) 2. Fedorowicz, Financial Aspects of Perspective Planning, op. cit.,

pp- ?—8.
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- Socialist finance does not play abasic role within the pracess
of choosing investment projects. In other words, under socléa=
list conditions of production, finance cannot have the function
of a primary regulation in the process of choosing investment
projects, since it is not necessary %o stimulate the disposition
of investment by financial means. The very silmulation of dis-
position results from & set of technological and economical in-
dicies. Hence, it can be said that finance may provide sone la-
dicators (such &s the index of prime cost and profit, the time
of reflux, «.. etc.) which may help in taking the decision of
choice. But those financial indicators are not the decisive fac-
tors in the problem of choice of an investiment project, in itie
socialist economy. It 1s the real task f socialist finance, in
this respect, to find out the most favourable situation for ilu-

plementing the planned projects.

4

G
Here, one may take the example of the role of the rate of inerest iu

this connection. Indeed, the rate of interest is not used in the planned

socialist economy so as to regulate the investment process, as in the case

of the capitalist econonmy.

(2)

It is rather used as a special form of iwataric

(%)

In capitalism, the rate of interest is used so as to regulate the equi-
librium between supply and demand of money. If there is a high demand
for financial resources (credits), the rate of interest will be high
too, and vice versa. Proceeding from this fact, and on the basis of
the theory of lord keynes some measures are developed in the capitalist
countries, for using the rate of interest so as to regulate sconcmic
development. 7These measures are well known, such as bank-rate policy,
open-market policy, and minimum reserve policy. For detail, refer f%o:

(Conts on the nexi pnage.
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incentives for enterprises, so as to increase production, qualitatively
and quantitatively, to disclose the available resources, and consequently
to make the process of economic growth more quicker. This is due to the
fact that the continuity of reproduction process in the socialist economy
is ensured by the national economic plan, and not by the spontaneous move-
ments of the rate of interest. In addition, the parametric character of
the rate of interest is preserved in the planned socialist aconomy since

e (24)
it is determined - as in the case of Poland - by the Council of Ministers.

(Cont. from the previous pags)

G. Cassel, "The Nature and Necessity of Interest", Capitalism, Mar-
’ ket Socialism and Central Planning (Readings in Compa-
rative Economic Systems), Boston, 1963, pp. 190-196,

A. Hosny, Lectures in Monetary Analysis, Memo. 482, Institute of
National Planning, Cairo, 1962 (Arabic Edition).

(24) Refer to:

We Pruss, "Bank Credit", Problems of Economic Theory and Practice
in Poland (Fininces and Banking), Edited by Z. Fedorowicz,
Polish Scientific Publishers (PWN), Warsaw, 1968,
pp. 1l8~121.




-390

5 . The Functions of Socialist Finance

N N L oL L L S L L o L o m i o o o v o e o et ot w0 G

The functions of socialist finance mean, generally speaking, the
mainfestation of its essence, specific characteristics and role in the
socialist mode of production. They have their objective basis, and are
not merely derived from the economic policy of the socialist state.

This proposition stems frow the fact that soclalist finance, ;nd espa~
cially its functional composition, expresses economic laws vhich are -~
scientifically interpreted - independent from human consciousness and
willo(ES) Therefore, the real task of the socialist financial system lies
in the systematic organization and utilization of its compositions, i.6.
institutional, functional and methodological, in such a manner which con-
firms with the preconditions and requirements of the economic laws oI the

socialist soclety.

Socialist finance fulfills, mainly, two basic functions:
1l - The distributive function.

2 — The control function.

The writer will try, now, to investigate both those two functions res~

pectively:

(25) Refer to:

0. Lange, Political Economy (General Problems), Vol, I, The Polish
Scientific Publishers (PWN), Warsaw, 1963, p. 5&.
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5.1 The Distributive Function:

Finance = és a monetary phenomenon - is used, in any developed ex-
change-economy, as an economic instrument to distribute the national in-
come. This function was not known until the rise of the capitalist mode
of production, in which the production relations pushed the essence of

e
finance to imply the distributive funct ion, 28

Socialist finance performs the same function. However, it is thought
necessary, in order to understand, properly, the essence of this function,
under the conditions of a socialist economy, to deal, first, with the ques-

tion of; What is meant by social product and national income in a socialist

gconony?

Indeed, the socialist conception of social product, in a closed economy,
is based on the principle that, it is created in the branches which:

-~  produce it in physical terms, i.e., commodity branches, and

- add a value to the majserial goods in the former, 1.0,y productiva

material services.

(26) Refer to:

Z.Fedorowicz, Ogélne Problemy Funkejonowania Finansow w Gospodarce
Socjalistycznej (General Problems of the Functioning
of Finences in Socialist Economy), Polish Scientific
Publishers (PWN), Warsaw, 1963, p. 13.
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In accordance, social product comprises all commodities and ma :rial
services, which are produced during a given period of time (usually one

X))

year).

Relying on this definition, social product has two closely interrela-
ted sides; namely:

(1) The material side, represented ﬁy the production of investment
goods and of consumer goods. Here, if one denotes social product by (T),
the production_of investment goods by (Tl), and the production of consuumer
goods by (TE)' the following formula results:

S . i
P =Ty 4T, (1)

and ( 2 ) The money side, represented oy the following three components
of the value of social product:
i = the value of absorbed, or consumed, means of production,
or what is called, "productive consumption" (C)s
ii = the value of product for workers, engaged in the pfoduc~
tive sphere of the national economy, i.eo, wages and sa=
laries (V)
iii = the value of product for society, i.e., the net income of
the society (m).

T =04+ Ven (2)
and Y=V +n (3)

(27) For detail, refer to:

M. Kalecki, Introduction to the Theory of Growth of Socialist Economy,
vol. 29, Teaching Materials of the Advanced Course in Na-
tional Economic Planning, The Central School of Planning
and Statistics (SGPIS), Warsaws 1907, ppe 5=15, and

0. Lange, Pheory of Reproduction and Accumulation, The Polish Scien=

; tific Publishers (PWN), Warsaw, 1969, pp. l=2l.
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where Y: denotes the national income.
Having in mind this conception of social product and national in-
come, in the socialist economy, the distributive functicn of socialist
finance has two main spheres:

a8

I - The distribution of the national income between its different Uses,

(x) As it is clear from equation (3),

in accordance to the plan targets.
the national income (Y) is divided into two parts: the "necessary" part,
which is distributed among workers engaged in the productive sphere of
the national economy, for the purposes of direct individual consumption
(V), and the "surplus" part, which forms the fund for society, that is
used for expending production and non-productive services (m). In this
respect, one can distinguish between two interrelated processes:

a. the accumulation of financial resources, i.e., financial inflows,

b, the distribution of financial resources, i.e., financial outflows.

The accumulation of financial resources is performed through the fol-
lowing channels:
- = money incomes of the state-owned enterprises, resulting from sel-

ling goods and services,

(#) In a socialist economy, the aim is known to be the distribution of
the national income according to labour, although there are still
some deficiences in the concrete implementation of this distribution.
While, in a capitalist economy, a substantial part of the national
income is distributed according to ownership, and not according to
labour.
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- money incomes of the state farms and cooperatives, resulting from
selling agricultural goods,
- money incomes of,individuals, such as farmers.
That is what one may call "primary accumulatioxn of the financia%_raabupces.
or "primary financial inflows". This primary accumulation.is-fb;lpwed by
the so-called "primary distribution" of the financial resources, or "primary

financial outflows", as expressed in Equation (3).

However, the processes of accumulation and distribution ofjthe financial
resources do not end in this point. . Soclalist finance is use&rﬁu reaccurilate
and redistribute a part of the national incone. :Ip other words, after the
creation, accumulation and distribution of primary incomes, as_expressed in
~ Equation (3), a secondary division of incomes, between the population and the
state takes place.“The'main channel of the so-called "secondary accumulation
is the state budget. Rédistribution of these reaccumulated resources is under-
stood as "secondary distribution" of a part of already distributed incomes, and
results in the formation of "secondary incomes', such as taxes, wages and re-
muneration of workers of the non-productive sphere of the national economy,

rents and pensions.

The rediétribution of the national income is necessary in the socialist
gconomy , mainiy due to the following factors:

(1) The existence of the non-productive sphere in the national economy.
This sphere is necessary for the social and economic development of the so-~
ciety. Thug, since it is known that, the non-productive sphere does not
create the national inéome, in the socialist economy, it must Dbe maintained
by the productive sphere of this economy, throvgh the redistribution of the

national income.
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(2) The circulation of funds in enterprises takes place in such a
way that;véémgfihes, the incomes of these units are not‘cohsistent with
their expenditures. For example, in one group of economic units, say
enterprises, the incomes may be greater than the expenditures, while in
other group the expenditures exceed revenues. On this basis, the possi-
bility of landing and borrowing arises, and this is also the case of re-

distribution.

(3) The social causes of redistribution of the national income, ac-
cording to which it is necessary that, on one hand, to grant the social
incomes to aomé groups of population, e.g., families with great number of
children, students, old people, families with a low income par head, and
on the other hand, to take away a part of incomes from other groups of pop-
ulation, e.g., families with a high income per head, profits of the private

sector.

According to the above analysis, it seems possible to say that, the
outcome of these interconnected processes, which results when social ist
finance performes its distributive function, is the formulation of the ul=
timate mggg}ﬁuges and strucﬁure of the so-called "financial flows", in the

()

socialist economy.

(%) This problem constitute the subject matter of further researches.
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II - "The second sphere of the distributive function of socialist finance
is that, it must ensure the monetary equilibrium. This means, as decided
by Prof. Fedorowicz:
"The mutual adjustment of demand determined
by part of money incomes earmurked for the
purchases of goods and material services,

and the supply determined by the value of
saleable part of national product™.(28)

This implies that, to obtain a full state of monetary eguilibrium, in
a socialist economy, one must equate the material flows with the financlal

(%)

flows.

5.2 The Control Function

The control function 1s a part of the very esgsence of gocialist fin-
ance, which finds its expression in the socialist stute's use of finance as
an instrument of controlling the economic activity of the whole economy. In
other words, the control by the institutional composition of socialiist fin-
ance e.g., Ministry of Finance, the banking institutions (especially the

National Bank), and Finance Departments of enterprises, constitutes one of

(28) 4. Fedorowicz, "i'he Disiribution of Naticnal Income and Money Circuls-
tion in a Socialist Economy", Problems of Economic
Theory and Praciice in Poland: Studies in the Theory
of Reproduction and Prices, Polish Scientific Publi-
shers (PuN), Warsaw, 1964, p. 386.

(%) More detailed discussion on this problem may be obtained in the fol-

lowing sources:

Ibid+, pp. 385-406,

4o Fedorowicz, Ogolne Problemy Funkejonowanla Finansow w Gospodarcz
Socjalistyeznej, op. cit., pp. 76-107, =nd

M. Kucharski, Bilanse Syntetyvcuas Gospodarkid Naredowed, (Synthetic
Balances of the National Economy), Polish Sclentific
Puoblishers (PWN), Warsaw, 1967, pp. 138=179.

s
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the most 1mportant elements of the whole system of control of the natlonal
economic development.k Those various agencies of the financial system. in
a soclialist economy, record economic processes‘in terms of mqney,ﬂaﬁayuiso
control the fulfillment of the national plan through financial an& moﬁetafy

indiciese.

In this respect, it seems necessary td-ékﬁhasize that, the importance
of financial control depends upon the power and effectlveness of the f;ndn-
cial decisions to influence those processes, by whlch income and wealth are
created and distributed, i.e., material p;ogesses. .Thls-pOWEr, genarally
speaking, is liﬁited by the scope of adminiéﬁrgfive and/or physical controls.
In this regard, Hodgman distinguished betwéen=the_degree of control, and the
balance between monetary incentives (cohtr01§) and the adminisfrative cont -

(29)

rols. By the degree of control, he meant the "intensification" of con-
trol over economic variables, by using mohetéry measures;,:This degree of
control is dependent of the degree of centralization of ecoﬁomic decisions;
on the other hand, it depends directly on tpe level and officiency of control

(a)

techniques.

(29) D. Hodgman, "Soviet Monetary Confrol through Banking System", Value and
Plan (Bconowmic Calculation and Organization in Bastern
Europe), kdited by G. Grossman, University of Callforhla,
‘Berkely, 1960, p. 106 oG

(=) Hodgman arbued, coxrectly, that the 1ncreased centrallzatlon of economic
decisions needs not to be accompanied by a similar increase
in administrative controls, since the increased centraliza-
tion could be accomplished by improvements in the techniques
of financial control, and, secondly, by the intensification
of controls over variables already subject to control.

Refer to:
Ibid.y pe 107,
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Phe control function of socialist finance could be understood,
properly, through the analysis of the following two points:
1 - The scale of financial control, =nd

2 — The measures of financial control.

As far as the first point'is concerned, i.e., the scale of financial
control embraces the whole economicé activities and organizations 'in ile
soclialist eeonomy.(jo) It means that, the elements of the institutionul
and functional compositions of socialist finance control the processés of
producing and distributing the national inéome, on the one hand, and they
are extended to comprise the whole economic units of the society,Aon the
other hand. Moreover, the methodological composition of socialist finan-
ce -ag it will be clarified later on- hélps in checking and controlling the
implementation of the national plan, through the systematic presentation

identification of the financial flows and their directions within the na-

tional economy.

Regarding the second point, i.e., the measure of financial control,
it seems possible to say that the responsibility for financial control, in

the socialist economy, is divided - on the macro-economic level - between:

(30) Refer to:
Lampbell. "Financial Equilibriuwwm in the Soviet Union"™, Capitialism,
Market Socialism, and Central Planning, op. cit.,
pp. 273-276.




FEE RS,

l. The Ministry of Finance

It is occupyinéra key position in the Polish financi#l system,
since:

i = It is responsible for the preparation and implementation of
the State Bnget, By means of it, the Ministry of Finance may fulfill
its control function, mainly, through thé following measures:

a., taxation rates,(*)
.be purchases of goods and services for money,

c. subsidization either to enterprises or special groups,
d. surplus policy in‘the implementation of the budget.(gx)

ii = It is authorized to supervise and control the activities of

all financial institutions, which are operating in the national econonmy.

2. The Banking Institutions

Concerning the financial measures of control, which may be undertaken
by banks, it is well known that the National (Central) Bank serves as a po=-
werful instrument for centralized control in the socialist economy. This

is apparent from a review of the functions of the National Bank of Poland

(NBP).(**K)

() The state budget can absorbe the excess money from the economy, through
changing this parameter.

(3e%) By‘which, the state budget can neutralize the excess money issued by
the National (central) Bank.

(xxx) Refer to:
A. El=Sharkawi, op. cite, pps 27=35.
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On the light of these functions, the Natlonal Bank of Poland is car-
rying out a systematicwﬁinancial control on the fulfillment of the national
plan, mainly, through the following measures:

( 1 ) The quantity of money supply (in cash).

In acting with the quantity of money, the (NBP) - for effective Iin-
ancial control — imposes certain administrative rules, which organige the
mode of operation of the monetary setilemenis and turnover within the na-
tional economy, as previously outlined. On the basis of thesg“rulés the
bank can formulate the cash plan, which regula?és the amount of curreincy
in circulation.(“) In this connection, it should bs emphasized that:

. a. Since transactions, besvween state ownéd enterprises and other
social organizations, are completed thrcugh Dbook entries at the bank's
offices, the auwount of cash required depends, largely, upon the in-
comes and expenditures of population.

b. The concentrztion of 2ll financial assets, and the whole
monetary turnover and settlementis, of every state-owned enterprise,
at only one bank's office on accounts, &s previously indicated, crea=-

tes prerequistes for a current control over the financial econony of

those enterprises.

(%) In Poland, as in other socialist countries, the system of the so-called
treasury emission of money, i.e., money emission by the State Bud et
apparatus, is not applied, since the (NBP) is tne sole agency of lssu-
ing bank-notes and coins. This function of emitting money gives spe-
cial importance to the banking systet.



through the principles which govern the credit granting.

(i 1) The allocation of credits,

The control function exercised by the (NBP) could be performed also

() Among thdse

principles; the folldwing are of basic importance; uamelyz(Bl)

a. Loans are, exclusively, granted for the purposes of com-~
modity production and commodity circulation.

b. The time of repayment is fixed in confermity with the
planned process of the turnover ofvthe enterprise’s funds.

¢. Loans granted by banks have to be covered by the objects
of crediting themselves.

d. Short-term credits are granted for a fixed period (usua-

lly one year), and to be used for the preseribed purposes,

(3)

(31)

Needless to say that, since the (NBP) is specialized in granting
all kinds of credits to the state-owned enterprises (outside agrie-
culture), it serves as an important instrument of centralized con=
trol of the activities of the socialized sector of the Polish eco=
nomy.

For detail, refer to:
S. Prazywecki, "Financing of Investment", op. cit., pp. 233=-237,

Z. Pedorowicz, "Pieniadz w Goapodércqﬁ§0cﬁalistycznej". (Money in
Socialist HEconomy), Polish Scientific Publishers
(PWN), Warsaw, 1962, pp. 219-237,

" " Credit Planning in the Socialist Economy, Memo 512,
Institute of National Planning (INP), Cairo, 1964,
PPe 2=k,
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