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Prices and Taxes in Soviet Economic Reform

Viktor A. Volkonsky and An&rei P. Vavilov

Economic reform in the USSR implies a
transition from ‘a directed economy with
centralized control to an economy functioning
according to market principles. One such
principle is free price formation, in contrast to

the principle of centralized price setting, in a,

directed, planned economy. Such a transition
can be realized in a gradual process when, at
the beginning, a small share of production is
sold at free market prices, with this share
being gradually increased. It is also possible to
choose another form of the process: a faster
transition to free price setting for the majority
of items produced.

In any case, the transition to free market
prices is one of the most difficult transforma-
tions, both in economic and socic-political
terms. It must be the result of all the other
reform measures rather than the initial factor.
However, initial conditions are very impor-
tant, both for the process of “freeing” prices
and for the reconstruction of other economic
mechanisms. In particular, the introduction of
a tax system, payments for natural and other
types of resources, adoption of a self-financing
principle, rationalization of the pricing system,
a correction of the sectordl levels and rela-
tions is necessary as a preliminary stage of
reform. ' '

This rationalization can be realized within
the framework of a traditional price revision
such as those which were carried out in 1949,
1967 and 1982. (In the USSR such price revi-
sions are called “price reforms”. The authors
consider that the word “reform” should not
be used in this context.)

Another basic requirement - for economic

reform is the introduction of a. single system
of taxes and payments which are regulated by
law, in placeof the system of individual norms |
of distribution  of enterprise incomes sét by
sectoral ministries and: cther state agencies. It
is obvious that the parameters.of such a system
of taxes and payments must be developed
simultaneously and in connection with the
parameters of a new price system.

1. Price dynamics in a centralized pricing
system ' : ‘

It is not accurate to say that in a centra-
lized price setting system (affecting most
products and resources), that no uncontrolled,
spontaneous change of prices takes place. The
national economy cah be broken down into
two sectors according to the nature of the
price chahges, the efficiency of the price setting
mechanism and the degree of cantrol exercised
by the planning authorities. This control is
most efficient in single-product sectors or in
industries involved in mass, uniform produc-
tion (for example, electric power and other in-
dustries producing fuel anid power) . Price levels
for such products are changed strictly in
accordance with centralized decisions. On the
contrary, in industries producing a variety of
products which are charactetrized by a high
degree of change, the possibility of centralized
regulation of the price level is limited.

The replacement of one kind of production
by another, which differs only in-term of a
higher price, cannot be controlled by a centra-
lized agency. The “hollowing out” phenome‘non
of cheap commodities from the output of
enterprises has spread on a large scale, both for
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consumer goods and for the means of produc-
tion. The situation is aggravated by the fact
that the share of ex;;ensive goods offered to
consumers increases, and an almost total
replacement of cheaper goods by more expen-
sive ones takes place. :

The price indices published by the State
Committee for Statistics (Goskomstat)demon-
strate an amazing stability for both wholesale
and retail prices. Essential changes in the
wholesale price levels occur only during years
of wide scale revision-1949,1967,1982, In other
years the changes do not exceed 1 per cent,
even for average industry indices. Is this an
ideal situation? It seems to the authors that
the opposite is the case. Ddring the post-war
decades gigantic changes took place in the
sector structure of the national economy of
the USSR. New industries appeared, many
traditional industries reduced production, not
only relatively but also absolutely, and in
nearly all the sectors revolutionary changes in
technology have occured. In practical terms,
however, prices did not change over several
decades. What does this iniply ?—It suggests,
firstly (and it has already been proved by some
indirect measurements described in [17), that
the methods applied by the Goskomstat lead
to wrong results. Secondly, it means that the
price setting system reacts to slowly ; if when
the system reacts to higher output and efficien-
cy of production, it does so with a great deal
of delay and not always accurately.

Given this situation, price changes are not
reflected in the official price indices for groups
of products published by Goskomstat, because
it calculates the annual price index changes
only for products which have been previously
produced.” New production is taken into
account by assuming that the price will be
constant during a one-year period. .

However, there are a number of methods
for the indirect evaluation of price indices for
large groups of products. These are based on
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the dynamics of the cost of production of uni-
form types of goods, or on the relationship of
technical and economic indicators, the system
in use in all industrially developed countries
[1, 2]. Each of these methods has some
shortcomings, but they allow for the evaluation
of approximate rates of those price changes
which do not correspond to changes in the
consumption properties of products.

The results of a number of research efforts
show that the prices of many kinds of machines
and equipment increase at higher rates in
comparison with their productivity. On the
average, the growth rate of price index per unit
of equipment production for the period 1964~
1980 has been determined to be as high
as 2 to 3 percent annually [ 34]. The growth of
the calculated cost of construction of produc-
tion enterprises (per unit of capacity)for 1970-
1972 is evaluated as 5 to 6 percent annually
[3]. The cost of one square meter of dwelling
space has been increasing on average by 3.4
percent annually.” At the same time, the prices
for such products as power, energy and metals
during the period between the wide-scale price
revisions of 1967 and 1982 has remained prac-
tically stable.

The differences in price dynamics for the
production of - different industries of the na-
tional economy are confirmed indirectly by
employing the dynamics of outlay and profit
relative to the per unit of production for the
periods between successive price revisions. Let
us consider the indicator of profit share in
commodity output (at current prices) for the
last decade. While this indicator remained sta-
ble in such industries as engineering, light
industry, the chemical and the petroleum-
chemical industries (or, more precisely, it oscil-
lated around a stable level)or even gradually
increased, in coal mining, the oil and gas
industry, the wood and pulp and paper indus-
try, the construction materials industry, and
the ferrous and non-ferrous metallurgy indus-
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try this indicator steadily decreased.

Thus, in the coal industry from 1971 to 1980,
4 steady decrease in the ratio of profit to com-
modity output was taking place (since 1977 this
industry has become unprofitable). This decrea-
se corresponded to a rise in the prime cost per
unit of production by 2.5 percent per year on
the average. The prime cost of basic types of
agricultural production was also rising (for the
period from the 8th to 10th Five-Year Plan the
rate averaged 3 to 3.49 per year). State pur-
chase prices for this period were raised several
times, but between the successive price rises
profitability of production was decreased and
these oscillations in profitability amplified the
effect of significant oscillations in the profita-
bility of agricultural production caused by
natural phenomena, such as weather, rainfall,
etc.

Sharp differences in the rates of changes of
industry prices with respect to actual cost for
production in different industries lead to an
unjustified drop in profitability and even to the
unprofitability of industries on the whole. These
differences adversely affect accounting proce-
dures, sharply reduce the efficiency and influ-
ence of rational economic managment and
the stimulation of economic activity. A more
serious consequence of these differences in
price dynamics is the disproportions in price
relationships which take a rather essential
scale.

These disproportions, which can be thought
of as an understated price level for the produc-
tion of the fuel and raw materials sectors, are
corrected only during mass price revisions.

Thus, in 1936, the prices of coal, oil and
timber were raised. This increased the level
of profitability of the extracting industries.
Hewever, the prime cost of these products
continued to rise. As a result, heavy industry
again became unprofitable. In 1939 and 1940
prices in the extracting industries were raised
anew. This allowed their accounts to be ba-
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lanced without losses.

In 1949 a new price increase was carried out.
Prices in heavy industries were raised by 1.6
times on the average [15, p. 251]. At the same
time, prices in the coal mining industry were
raised by 3.1 times, in the ferrous metals
industry by 2.8 times, in the timber and wood
processing industry by 4 times [5, p. 251].
Later, in 1950-1955 prices for the production
of these industries were reduced several times.
These reductions were not justified because
they resulted in unprofitability. ‘

In 1967, the price level in the fuel industries
was raised by 40 percent on the average and in
the ferrous metallurgy industry by 51 percent,
and in the timber and wood processing indu-
stry by 57 per cent. It was assumed that a rise
in cost in the manufacturing industries would
be compensated for by an acceleration in the
implementation of technological reduction of
per unit input of prime resources by con-
sumers, and a decrease in prices for machi-
nery and equipment [67]. But all this did not
take place. In 1982 a new price revision was
carried out. One of the tasks of this revision
was a liquidation of the unprofitability of the
extracting industries. Although prices were
raised (coal by 1.48 times, oil by 2.3 times [17,
p- 342-3481), the profitability level of coal
mining was not improved. .

In these two cases prices for production of
multi-product industries such as machinery or
light industry changed slightly. '

As is known, the state purchase prices for
agricultural production during the 70’s were
raised several times, and this sector was, on the
whole, proﬁtable. A particularly essential price
rise took place in 1982. At the same time,
however, retail priceé for major agricultural
products were maintained practically unchan-
ged over several decades. This generated ser-
ious disproportions in the retail pfices system
and a shortage of-these products. :

Thus, in 1983 the costs of producing and
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processing 1 kg of beef exceeded the retail price
by 2.8 times, mutton by 3 times, pork by
1.85 times, milk by 1.7 times, butter by 2.3
times [8]. A rapid price rise at the Kolkhoz
market (particularly during the last decade)
may be considered as an important indicator
of imbalances and the latent price rise in the
area of food-stuffs.

Even with these mass revisions, prices and
pricing relatioiships remained unsatisfactory
Thus, profitability in coal mining remained
negative after the introduction of new prices
in 1982, Even if it is recognized that these
relationships are acceptable, they remain un-
changed only during the several years following
the revisions. In 4-5 years they start to
seriously distort the picture of real costs in the
national economy. By the end of a fifteen-
year period prices for fuel and raw materials
become understated by 40-60 percent.

According to calculations made by G. I.
Khanin[17]the index of latent growth of prices
(for national income) has increased 2,85 percent
annually. According to the data on the growth
of ‘national income utilized’ in current and
constant prices published in the yearbook “Na-
rodnoe khozyaistvo” the corresponding official
index was equal to 0.1 percent annually. The
authors’ evaluations (using different methods),
proceeding from indices of mass revisions of
wholesale prices, input-output tables and vol-
umes of production of the primary fuel material
resources (the decrease in quality is ignored)
show that the pricé rise for production in the

extracting industries averaged 2.5 per year for

this period. State purchase prices for agricul-
tural production (if quality is ignored) were
raised by 4.5 percent a year on average. The
price rise for agricultural products essentially
exceeds the price rise in other sectors (except
construction). For the manufacturing indus-
tries the real rate of price rise, apparently, did
not essentially exceed the rise recorded by the
fuel and raw material industries (by 2.5 to 3
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percent annually).
In 1988-1989 an inflationary phenomenon
began to quickly appear. It expressed itself in a

strengthening imbalance between money and:

commodities (a deficiency in the state budget,
a shortage of consumption goods, an extremely
rapid rise of disposable income and so on). For
the time being, these trends have influenced
prices only slightly. According to different
evaluations their growth rate has risen from 3

to 4 percent for the national income and from -

4 to 6 percent for the consumption sector.
2. The principles of price revision

The transition to market principles, i. e. to
the free setting of prices, production volumes
and the requirements for various kinds of
production may be successfully realised, if at
the initial stage the economy is in a state which
is close to equilibrium, i. e.,, in a state when
production meets demand for most goods, and
the prices for most goods cover their costs of
reproduction on an expanded scale. However,
in the actual financial system deductions are a
form of allotment and are set according to the
following principles : the. required funds are
left for the enterprise to use and the rest is
transferred to the state budget (or, on the con-

trary, the deficiency is covered from the state

budget). Therefore, it is rather difficult to
determine the magnitude of demand, and
respectively, the degree of economic equilibri-
um. On the other hand, a verification by the
criterion of the correspondance of prices of
goods. to their production costs is not a diffi-
cult problem. In this sense the price system
differs greatly from one which corresponds to
equilibrium. In particular, the price level for
fuel and raw materials is understated in this
system. o ‘

One important condition for prices is that
they form the basis for an evaluation of the
efficiency of the decisions taken, the determina-

N

tion of which decisions éh_ould be taken, and the .
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dogree of economic viability of the énterprises

i terms of management accounting. They

ghould not reflect the average cost for a-given-

sector as they do now, but rather the incremen-
tal cost (or marginal cost), i. e., magnitude of
the costs that are necessary for production of
an extra unit of production or a saving that
results from a refusal to produce it. This prin-
ciple is most important for industries which
consume mainly natural resoucres. Here a
transition to prices based on incremental cost
means the inclusion of natural resource rent
into the price. '

The principle of price setting on the basis of
average cost of a given industry, including not
only current outlay but also normative efficien-
¢y of production assets or outlays for repro-
duction on expanded scale, ensures self-financ-
ing only for this sector as a whole. Self-
financing of each accounting production unit,
when this principle is used, can be ensured only
by means of a redistribution of money within
this industry from enterprises working more
effectively to those which are less effective.
Self-financing of each productive item whose
production costs are lower than a socially
justified limit is possible only when prices are
set at the incremental cost level.

At present, the prices for fuel and raw mate-
rials do not only, as a rule, include rent, but
rather often do not ensure self-financing of a
sector as a whole. The price level for coal,
which determine prices in all fuel-and-power
complexes does not cover even.the prime cost
of coal. Thus, for example, as early as 1982
(the year new prices were introduced) this in-
dustry was unprofitable.

Price revisions to correct the distortions
indicated above are a necessary preliminary
condition for carrying out radical economic
reform. A transition to market principles
without such revisions would lead to the need
for exclusion of a share of unprofitable products
from any new economic mechanism, an incre-
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ase in fuel and raw wmaterial shortages, and '
would perhaps, genérate sharp osc1llat10ns in
price relationships. o

- At present, a great amount of data on the
calculation of incremental (marginal)cost on
the basis of optimization medels for sectors has
been gathered. This data is systematically
calculated within the framework of the fuel-
and-power complex and the results are used in
planning and projections.

The questions of determination of marginal
cost are considered in the works of L. A. .
Melent]ev, A. A, Makarov, A. G. Vlgdortchlk
[9,10]. In 1974 “The Leading Instructions for
Use of Marginal Cost for Fuel and Power” [11]
were approved. Calculations are being carried
out on a number of other sectors as well. The
results of a determination of marginal cost for
the timber industry and agricultural produc-
tion are described in the works of K. G.
Gofman, A. Ph. Moudretsov [12,13]. In the
works of N. K. Loukjantchikov [14,16] and
Moukhin [16, 17] investigations are being ca-
rried out to determine the incremental cost
in the iron-ore industry.

3. Intersectoral model for calculated price
- level including natural resource rent

‘The most exact evaluations of incremetal

.cost can be found by means of dynamic inter-

sectoral optimizing models including blocks
of optimization in separate industries. Some

-experience has been gained in developing co-

rresponding static models, as described by V.
D. Belkin [18, p. 196-278]. An optimization
block and optimal fuel and power balance and
blocks for foreign trade were combined into a

static model of intersectoral balances. The

coordination of the plans was carried out by
means of iterations.

The calculations by such models are rather
unwieldy and require a great volume of in-
formation. Therefore, the authors propose to
use only some of the parameters obtained -
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from the optimization- block for separate
sectors. One is the Z-incremental-average cost
ratio. The dynamic factors can be reflected by

“means of dynamic rent coefficient D. Their use

is connected with the assumption of equality
of the present and future cost structures.

z==%,
3

where P-incremental cost ;
J-average cost

Research [16,17] regarding the extraction
volume distribution, dependent on the cost
level, shows great stability and, in particular,
stability of its dispersion over long period ‘of
time is characterized by significant price cha-
nges. Hence, the ratio of marginal to average

_costs must also be stable.

Sectors mainly using natural resources have
experienced a rapid growth in marginal costs,
connected with the use of limited natural re-
sources. Thus, the costs of exploration and ex-
traction of oil have risen in the USSR at a rate
of 5 to 6 percent annually. In this case the rent
for use of natural resources being exploited
has a component which is determined by the
future costs to extract an extra unit of the
resource. Let 3;-be the direct discounted costs
(“dynamic rent”) of producing an extra unit of
output (or some substitution)in the moment ¢;
P,~the marginal cost (the optimal price) of the
product or of the lot, E-standard (normative)
rate of discount and p-the growth rate of the
indicator P; such that

Pra=P(1+p).
Then the costs 3, in the moment ¢ are justi-
fied if, and only if, their annual effect is

Pt+1
E3;=P;— .
3& L 1+E
Thus we obtain
E
=(1 3 :
Pt ( +E) tE_p

The coefficient D= characterizes the

E—p
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excess of marginal cost over direct cost in the
year ¢ at the extent of dynamic rent. For oil-
extraction the coefficient turns out to be close
to 2. For more detail regarding dynamic rent,
see [20; 28, Ch. 8]. '

In the model proposed below the parameter
Z is divided into two components: dynamic
and static coefficients. The investment compo-
nent in -prices depends on price changes for
production of sectors creating fixed assets.
Models, which have been in use for a long
period of time, are used for the calculations of
sector price levels [18, p. 69-91; 19, p. 676],
and were taken as a basis of this model. These
models proceed from intersectoral balance
input-output tables and represent a system of
equations of the type: o

Pj=3 P+ W;+11;, j=1,n, 1)

where 4, j-indices of sectors;
n~the total number of sectors;

‘P;/~unknown price indices with respect
to the actual prices(or more exactly
to those used in the intersectoral bal-
ance);

a;;~material input coefficients including
amortization;

W;-labor input per umit of output
measured by per unit wages (including
payments of kolkhozes and incomes
in the private agricultural sector)
plus social insurance deductions ;

I ;-profit per unit of output in the j-th
sector.

Profit per unit of output is usually connected
with capital costs of production and is set
proportionally either to assets output ratio @;

I;=p9;, ‘ » @)
where p-profit rate with respect to the amount
of fixed and circulating assets (“production
price” model); or to net capital investment
{average magnitude per unit-of output in'a
given sector):

Il;=kK; 3)
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The parameter £ may be interpreted as a
profit tax rate. The self-financing principle
ensures a higher profitability in quickly deve-
loping sectors. Assets-output @; and capital-
output K, ratios are taken into account in the
structure of assets-creating sectors (seperately
for fixed and circulating assets and also for
capital investment in fixed and circulating
assets)and they are recalculated with unknown
indices P :

Q= %: Py (diTF3+Gi;Q5), 4)

where d,;#~the share of output of sector j in
fixed assets of sector 7; ’
I'j-per unit fixed assets costs in sector j;
G y~share of output of sector ¢ in
circulating assets of sector j;
{¢,~per unit circulating assets costs in
sector 7,

K=2P (dif%K;+gi3Hj), (5)

where dy¥~share of output of sector ¢ in net
capital investment of sector j;
K;-net capital investment in sector j;
g1y~share of output of sector ¢ in incre-
ment of circulating assets of sector 7 ;
Hj~increment of circulating assets .of
sector 7.

To obtain sectoral levels of incremental cost
in the model (1)it is necessary to replace the
coefficients as;, W, Hj, Fj, K;, reflecting ave-
rage cost, by analogous ones reflecting incre-
mental cost. According to the definition of
incremental cost as cost at newly introduced
capacities, it would be possible to obtain incre-
mental variants of input-output coefficients
proceeding from cost at these capacities. For
the extracting sectors they should also. be
multiplied by the dynamic rent coefficient.

Within the framework of the first approxi-
mation it is feasible to use the assumption that
the structure of incremental cost is approxi-
mate to the structure of sector average cost
reflected in the intersectoral balance. Then the
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model for determining the incremental cost
levels will be as follows : '

Py=Z; (3 P+ W;+1I;), j=T,7n, (6)

-where Z;-incremental-average cost ratio in

sector 7, obtained from calculations for separa-
te sectors. The indicators a;; include amortiza-
tion, and in case of the extracting sectors, they
include costs to maintain extraction levels
[20].

The assumption of a coincidence of structure
of incremental and average cost is approxi-
mate. Therefore, a further improvement of the
model (6) requires the determination of the
incremental cost structure. Calculations with
incremental and average cost structures allow
us to evaluate the stability of a solution with
respect to their variations. :

Usually, there is no information regarding
the structure of incremental cost in the nomen-
clature of intersectoral balances. At best, only
the prime cost ¢; and ¢;; and per unit capital
costs K; of production and transportation of
an extra unit of production (per one ruble of
production -in actual prices) are available. To
form approximately columns of incremental
cost and fixed assets to output ratios, the
columns of average cost and fixed asset-
output ratios are multiplied by the following
coefficients '
¢j x_  Kj

Sf=a— I gk
/ Ziaij’—'al'j"‘ Wj / Fj+Qj

where ar~average costs of transportation of
production of sector 7,
@,~fixed and circulating assets for pro-
duction and transportation of pro-
duction of sector j,
Thus, instead of the equality (6)the follow-
ing relation was used [ 28, p. 2147 :

Pj:Dj[Sjc(;Pz’aij*PTarj-l- W;) + Prer;
+ES;% 3 Pi(des"F+GiQ) . (7)

The coefficient S;° transforms the prime c¢ost
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level of average cost into the prime cost level of
incremental cost. The coefficient §;X transforms
the level of average assets to output ratio into
the level of incremental capital cost-output
ratio. It should be noted that instead of profit
rate p in the column of incremental cost rate
of efficiency of capital investment is used (see
equation (2)). It is connected with the fact
that p reflects the average profitability while
normative efficiency of new investment can
essentially differs from it. Moreover, real effi-
ciency of assets can deviate from that which is
reflected by the profit indicator. The indicator
of average costs of transportation of production
of sector 7, a;;, in (7) was replaced by incre-
mental indicator cz;. ‘

Interchangeability of products was taken
into account in the model only with respect to
gas and oil. In this case the equation (7)was
replaced for a non-marginal power-resource by
the following one [28, p. 215] :

Py=aP, (8)
where P, and P,-indices of transition from the
actual prices to incremental cost for coal and
gas, and a—coefficient giving their relations. For
the European area of the USSR the relation of
the acting price per ton of coal and gas is

1:.0.95. For the Asian area in the USSR this.
_ relation is equal to 1: 1.086. The relation of
incremental cost of coal and gas per ton of

conventional fuel was assumed in the calcula-
tions as being equal to 1: 1.

Coal was assumed to be the marginal fuel
in the Asian area. Therefore, the corresponding
equations (7) for gas in the model are not used
and are replaced by equation (8) with a=0.92
(a=Pye/Pyy—the relationship of the actual
prices per one ton of conventional fuel-coal and
gas). For the European area gas was considered
to be the marginal power supply in the main

- variant, so equation (7)for coal is replaced by

equality (8), @=1.05. It should be noted that
the ancilliary variant of the calculations with
coal being taken as the marginal power source
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in the two parts of the country gives very close
magnitudes of incremental cost for all sectors.
Oil-extraction incremental costs were computed
on the basis of sectoral costs and interchange-
ability was not taken into account.

The initial values of S;, S;X, ¢rjjar;, D;, Z;
for 1982 are given in Tables 1 and 2.

The investigation of cost differentiation in
ferrous metallurgy carried out by A. V. Moun-
kin [16] allows the following conclusions to be
drawn.

—all the rent from natural resources is con-
centrated in the ore industry (“ferrous metals”
was broken down into two sub-industries :
“iron ore” and “other sub-divisions of ferrous
metallurgy”);

—since different enterprises in the ore industry
produce products differing essentially in com-
position and quality and their prices do not
alwayé reflect efficiency from the point of view
of processing, the share of rent in the ore indus-
try was evaluated from the difference of
average and marginal costs for pig iron produc-
tion (in regard to the share of cost for ore in
the common cost for production of pig iron);

~Dynamic rent was not taken into account
because of the relatively slow rise in costs and
the difficulties in determining the rate of growth
of the expenditure of stock extraction(D=1).

On the basis of these conclusions and the
analysis of the data given [16, p. 65-77] we
have evaluated the magnitude of the parame-
ters for iron ore industry Z; as being eqtial to
1.3 (see Tables 1 and 2). The structure of ave-
rage and incremental costs was assumed to be
equal. Thus, the values of the parameters S,
8%, erjlar; coincide with that of Z;.

A striking difference in the structure of in-
cremental costs from the average ones is obser-
ved in the coal induétry in the Asian part of the -
USSR. Thus, the capital outlay for an incre-
ment of production is 5.62 times more than its
average assets-output ratio, and the incremental
prime costs are 22 percent lower than the ave-
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rage. This is explained by the fact that the share
ol discounted assets-product ratio (E@)in the
structure of average discounted costs for coal
iz low (only 11.6 percent), while the share of
discounted investment-output ratio in the
incremental cost is 49.7 per cent (for £=0.1).
The change of value for the coal industry, when
passing from E=20.1 to £=0.08(see Tables 1
and 2)is explained by the higher investment
required-output ratio of incremental cost (the
noermative E influences the average costs slight-
ly, while the incremental costs here essentially
change),

For the gas and oil extracting industries the
prime costs in incremental and average costs
are approximately equal. At the same time,
the investment-output ratio is higher than the
average assets-output ratio for the gas industry
by 38 percent and for the oil extraction indu-
stry by 27 percent(see Tables 1 and 2). The
main influence on incremental cost levels for
these industries is exerted by the dynamic rent
cocflicients.

To determine parameters Z for the timber
industry and agriculture, a series of levels of
averages discounting the cost of production of
the primary types (groups) of products in these
sectors for different regions were formed. The
value of incremental ‘cost normatives and the
parameter Z for each product was set at such
a level that the share of production with higher
costs would be not higher than 4 to 7 percent.
Then the values of Z for separate groups of
production were aggregated in sectors. As a
result, the values shown in Tables 1, 2 were
obtained. (See [21] and [28, p. 215].)

The method of calculating the incremental
cost of production in this industry differs from
the analogous calculations for agriculture, first
of all, by a higher share of transportation
expenditures in the total amount of discounted
costs of production and the transportation of
products. In agriculture this factors may be
neglected in the first approximation and it is

Prices and Taxes in Soviet Economic Reform ) 19

possible to arrange the data according to
magnitude of costs of production. In calcu-
lations for the timber industry a production
-transportation model must be used :

§ (07,+d7,]) xij—>min.

‘;xij<ai,

224520y 5 21520,
where output is measured by one indicator:
total bulk  of timber; g;—feasible amount in
storage in district ¢; b;-need for timber in di-
strict 5 ; ¢;~discounted cost of unit of produc-
tion in district ¢ ; dj;~discounted cost per unit
of production in district # ; ds;—discounted cost
of transportation of timber from district ¢ to
district 7. Dual variables of the constraints of
the first group (denoted as g;)show the rent of
timber resources per unit of stored timber, of
the second group (let them be P;)-marginal
cost per unit of timber in the j-th district of
consumption. Thus, total output at incremental
costs is equal to X= ;ijj and total amount

of rent
R= Z_,’giai= X—-Zj‘ (ci+d¢j) Lige.

Calculations by such a model comprising 16
districts (4, =1, ---, 16) were carried out by A.
M. Kisseliov (CEMI)on the basis of data on
the total timber harvested in 1976.

" According to these calculations, the average
marginal cost P=73] P;b;/ > b; were equal to"
27.47 rubles/m3, average rent evaluntion g=
>l ¢iai/X,a;=>5.75 rubles/m?, average costs of
production and transportation :
2T Ba_ o1 74 rublesfms

2b; L :
marginal-average cost ratio Z= P/(c+d)=1.26.

Determination of the magnitude and struc-
ture of marginal costs for manufacturing
industries, the infrastructure and sphere of
services, is difficult even theoretically because
of the large number of product types, rapid
changes in the product mix and so on. When
calculating sectoral-price levels and incremental

c+d=
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costs for these sectors it is possible to use only
average costs represented in intersectoral bal-
ances and asverage assets-output ratios. Since
one of the main purpose of this research is de-
termination of the influence of rent of natural
resources on the system of incremental costs,
a more detailed reflection of conditions in other
sectors remain beyond the framework of the
model.

For those industries, where average costs are
not replaced by incremental ones(i. e.,rent does
not appear), profit was assumed according to
either the production price principle (2)or the
self-financing principle (3) with the normatives
p and g being chosen so that the average rate
of profitability for the whole economy, calcu-
lated in incremental costs, would coincide with
the actual one.

“The production price principle is more prefer-
able from the point of view of agreement of
the colculations by the proposed model with
others based on intersectoral information (e. g.
with intersectoral inter-regional models), and
with optimizational sectoral models. A serious
deficiency of this principle is connected with
the imperfect information regarding the value
of production assets, which has proven to be
incompatable with the value of output produc-
ed using them because of inadequate calcula-
tion of price movement for the production of
machinery and construction. In this sense a
model using only information regarding per-
year investment may be more reliable. It is
natural to assume that when rigid limitations

on volumes of investment are set (such as the -

conditions of 1982) their efficiency exceeds the

average efficiency of the working production

assets. It should be noted that for the period
1968-1982 average profitability of production
assets in the national economy was steadily
sinking. The ratio of the total amount of profit
to the total amount of fixed assets and material
stocks in 1968 was 12.6 percent [22, pp. 350,
743, 7497, in 1972-11.5 percent [23, pp. 57,
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58, 763, 7687, in 1977-9.2 percent [5, pp. 4

541, 5477, in 1982-7.9 percent [ 24, pp. 46, 5C

515]. It is natural to assume that the actu

efficiency of investment also sank essential

during this period. The normative E=0.:

recommended in “Standard methods for dete

mination of investment efficiency” correspon
ed to the average profitability of assets in tl
early seventies, and by 1982 this normative ha
fallen to at least 0.09-0.10. The computatior
with the use of production functions lead to t}
same conclusions[26, p. 893; 27,p.893]. Ther:
fore, when calculating incremental costs b
formula (7)the values E=0.1 and 0.08 wel
used. The use of value E=0.08 is determined b
the following considerations. In actual price:
adopted for the evaluation of economi
efficiency of investment, rent of natural re
sources is not taken into account. Therefore
the recommended normatives of investment eff
ciency and the normatives of profitability i1
prices which must correspond to productior
assets efficiency in comparison with labo
efficiency turned out to be understated a

_ the expense of the inclusion in the renta

component. So, along with the value E=0.:
the value £=0.08 was used.

The indicators of per unit wages included al
bonuses and other grants deriving from profits
Accordingly, by profitability and profits, the
authors mean the volume of profit minus
all these sums. Profitability was calculated
as the ratio of profit to the amount of
fixed assets and material stocks. For 1982
(©=0.072, k=1.25.

Social insurance deductions included in'the
indicators W; were set at the level of 14 per cent
from wages for industry, and also for all other
sectors of the national economy. As a result,
the total amount of social insurance deductions
turns out to be slightly higher than the actual
magnitude,

The level of average cost for sectors consum-
ing mainly natural resources was determined
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Table 1
The ratios of Incremental to average prime cost (Sy¢)
Ineremental capital coefficient to average assets co-
effielent (8;X), incremental to average transportation
chargos (er/as,), the dynamic rent coefficient(Dj)and
the ratio of Incremental to average cost(Z;)obtained
when Es=0.1(for 1982).

Sactor Syt SyX erjlag; Dj Zj

AR - -
§. tron-ore industry 1.3 13 13 1 13
2. Goal Industry (Asia) 078 562 078 1. 134
3 Can-extraction (Europe) 1 136 1 1.23 1.44

4. Ofl-extraction 1 1.27 1 2.15 2.74

3. Timber Industry 126 126 126 1 126

6. Vlant-growing 1.3 13 13 1 1.3

7. Livestock-ralsing 1.2 12 12 1 1.2
Table 2

The ratios of incremental to average prime cost (S;°)

inrremental  capital  coefficient to average assets

voeflicient (85K) incremental to average transportation

charges{eylar,), the dynamic rent coefficient (Dj)and
the ratlo of incremental to average costs (Z;) obtained
§¢-=008(for 1982).

Sector Si¢ SiK erjlar; Dj Zj
i lron-ore industry 1.3 1.3 1.3 1 13
4. Coal industry (Asia) 8.78 5.62 078 1 124
3 Gaw-extraction(Europe) 1 1.38 1 1.31 1.45
4 Ofl-extraction 1 1.27 1 2.74 3.43
$. ‘Fimber industry 1.26 126 126 1 126
6. Grain 1.3 1.3 1.3, 1 13
7. Livestock-raising 1.2 1.2 1.2 1 1.2

according to either the self-financing principle
or the production price principle adopted for
other sectors. The share of rent was calculated
as the difference between the levels of
incremental and average costs computed in
incremental indicators. Thus, the adopted price
formation principle was retained for all sectors,
including the sectors consuming mainly natural
resources. '

4. Calculations of sectoral levels of
incremental costs

‘The ratios of sectoral levels of incremental
costs(1C)to wholesale prices for 1982 are
given in Table 3. The calculations were carried
out on the basis of the model (6)with E=0.1
and 0.08 and £=1.25 and 1.0. Let us consider
the variant with £=0.1 and £=1.25 as the
primary one. _

As is seen from Table 3,the general level of IC
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turns out to bel.2times greater than the level
of actual wholesale price levels (including the
turnover tax)at the expense of the rent included
in them. The rent accounts for 17.8 percent of
the national income calculated in IC. '

IC-sharply exceeds the level of actual prices
in those sectors for which rent is provided. For
the iron-ore industry the index makes up 1.8.
Accordingly the IC in the other ferrous met-
allurgy industries rise by 16 percent. For the
coal industry the indices are: European part
of the USSR-1.88, Asian part-2.17. A higher
value of the IC-index for the Asian part is
explained by a greater share of prime cost in
coal mining which has received a higher eval-
uation in the IC than the investment compo-
nent. For the European part the IC of coal
was determined on the basis of interchange-
ability - with gas, whose index is 1.99 (for the
Asian part-1.98). The greatest difference in the
IC from actual wholesale prices is observed
for the oil-extraction industry-2.96. Therefore,
for the oil-processiong industry the index is
1.72. In connection with the essential excess of
IC-level over the level of actual prices for the
organic fuel (about 90-95 percent on average),
the IC for electric power also essentially ex-
ceeds the actual prices: 1.41 times larger for the
European area and 1.45 times for the Asian.

For land-using sectors for which rent was
provided, the difference between the IC and
actual prices is also significant ; for the timber
industry the index is 1.4, grain-1.43, livestock-
raising-1.49.

For the majority of manufacturing sectors
the differences in IC from actual prices are
slight. Thus, for assets-creating sectors the
indices are: machinery and metalworking-1.02,
construction-1.14. For other manufacturing
sectors (with the exception of the light and
food industries the excess is up 7 to 36 percent.
The IC for the production of light industry is
20 percent lower than the actual prices and the
index for the food industry is 1.33. This corre-
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sponds to a significant share of the turnover
tax and the high profitability in prices for the
production of light industry and, also to the
great amount of subsidies from the state bud-
get to cover the difference between state pur-
chase pfices for agricultural products and low
retail prices for the corresponding industrial
production.

In order to determine the influence of the

difference of the IC structure from the average

cost on the level and structure of the IC-system,
the authors have carried out calculations in
model (7) with the same values of the parame-
ters E and k that were taken for calculations
in model(6)(Table 3).The results of these calcu-.
lations are given in Table 4. The analysis of
both variants of calculations allows us to draw
the following conclusions. The strongest differ-
ence in the variants is observed only in two in-
dustries : the coal industry in the Asian part
of the USSR-2.17 and 1.98 and the gas industry
in the Asian part. This is due to the striking
differences in the structures of average and
incremental costs for these industries. For the
other sectors the differences do not exceed to
1to 2 percent. The indices of the general level
of the IC are also practically equal-1.21 and 1.2.

Thus, the substitution of the average cost
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Let us consider how the share of rent in the
IC changes when the interactions between
sectors are taken into account. For coal it has
fallen from 25 percent to 8.4 peércent, for oil-
extraction-from 63.5 percent to 56.8 percent,
for gas-from 30 percent to 27.7 percent. The
most significant is the change of rent share for
coal. It is connected with the difference of the
structures of incremental and average costs.
However, these oscillations of the rent share
(for the parameter Z-by 7.2 per cent)do not
exceed the variations of evaluations of para-
meter Z at actual prices in sectoral models :
6-13 percent [17, p. 294].

The authors have also carried out calcula-
tions of the IC using different values for para-
meters E and &. The results of the calculation
of the IC with £=0.1 and g=1 are shown in
Table 5. This variant is characterized by a
lower level IC: 1.14 in comparison with the
variant given in Table 3. The structure of the
IC for all the sectors is approximately the same
as in Table 3, but the share of rent in the
national income is higher: 18.9 percent. When
£=1, the share of the investment component in
the price decreass. Therefore, the IC level falls
for all the sectors.

Table 6 contains the calculation variant

structure for the IC slightly influences the level—in-which-£=0.08-and-x=1:25-Ft-is-characte—

and relationships of the IC. It may be consi-
dered as an affirmation of the feasibility of
using an intersectoral balance for calculation
of sectoral IC levels. In principle, the magni-
tude of deviations obtained for the coal indus-
try in the Asian part of the USSR is such that
the marginal power-source in the optimal
fuel-and-power balance could be changed.
Nevertheless, in this case it does not occur.
It would also slightly influence the IC-
levels, because with a change in the marginal
power-source the eraluations of the coal and gas
obtained as a result of a slight change of costs
from sectoral optimization models must be
approximately close.

rized by a higher IC level (1.24)in comparison
with the variant of Table 3 and a higher share
of rent in the national income (20.2 percent).
The structure of the IC also changes slightly:
for oil-extruction the index P; is 3.74. It is
connected with a higher share of dynamic rent
for oil-extraction when E=0.08. For the other
sectors the differences of indices from the
variant of Table 3 are insignificant.

Table 7 contains the results of calculations
by the model of “production price” with E-
=0.1and p=0.072. The level of the IC for this
variant exceeds the actual price level by 25 per-
cent. This difference from the variant In Table
3 is caused by a higher share of profit IC
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Table 3
§€ mdices to actual wholesale prices in 1982 with turn-
over tax(1)and shares of rent in IC when E=0.1 and
&= 34 .

Name of Sector . 1 @
fion ore (ndustry 1.38  2.28
Fhis reat of forrous metal industry 116 0
Coal(Furope) 1.88 16.3
CoaliAsia) ’ 217 2.44
€48 eanaction 2.96 5.68
O plocessing 172 0
{ias eatraction (Europe) 1.99 2.77
€ias oxtraction (Asia) 1.98 27.7
Dther kinds of fuel 1.3 0
Eiectric power (Europe) 141 0
Blecnite Power (Asia) 145 0
Engineetlug and metalworking indutry 1.02 - 0
Chemical industry 118 0
Tomber industry 14 . 16.6
Wocdworking and pulp-and-paper industry 1.07 0
Wilding muterials 113 0
Light indutry 0.8* 0
Food ndustry 1.33* 0
Other industry 1.36 -0
Giratn 143 160 0
bivestoek-raising 1.49%% 13.4
Forentry : 134 0
Constinction 114 0
Transportation and communications 124 0
‘Trade, material and technical supplies and

state purchases 123 0
Other branches of material production 098 0
I he whole of the national economy

(national income) 1.21  18.0%**

ﬂlo) .’l‘o rotail prices.

(+») Tonstate purchase price of 1983.

{«s<)The share of rent in the national income.
¢ {or the assets-creating sectors. It causes an
excess of IC for machinery and metalworking
(1.10), construction (1.24). The rise in the
investment component have caused extra gro-
wth of the IC in the sectors using mainly
natural resources. It has let to a rise of the
peneritl level of the IC. After calculating the
¢ levels the IC for the major items of produc-
tion of the fuel-and-power complex can be
determiined. Table 8 contains the IC for coal,
pas, oil, heavy fuel oil obtained on the basis of
the caleulations with £=0.1and x=1.25 (resu-
s are shown inTable 3). -

Column 2 in Table 8 shows the values of the
IC calculated from sectoral data in actual
prices and column 3-the same magnitudes ob-
tained as a result of intersectoral calculations
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Table 4
IC-indices to actual wholesale prices in 1982 with
turnover tax (1) and shares of rent-in IC (percent) to
percent) (2), when E=0.1 and £=1.25 calculated by
the model with different structures of incremental"
and average costs(4.10)

Name of Sector 1 (@)
Iron-ore industry 1.38 228
The rest of ferrous metal industry 116 0
Caol industry (Europe) 1.88 16.2
Coal industry (Asia) 197 184
Oil-extraction 2.96 59.8
Oil-processing 17.2 0
Gas-extraction (Europe) 1.99 277
Gas-extraction (Asia) 1.81 211
Other kinds of fuel 1.3 0
Electric power (Europe) 141 ©
Electric power (Asia) 141 0
Engineering and metalworking industry .02 0
Chemical industry 119 0
Timber industry 1.4 16.6
Woodworking and pulp-and-paper industry 1.07 0
Building materials 1.3 0
Light industry 0.8 0
Food industry ' 1.33* 0
Other industries 136 0
Grain 1.43**% 0
Livestock-raising 1.49%* 13.4
Forestry 134 0
Construction . 114 0
Transportation and communications 124 0
Trade, materials and technical supplies

and state purchases 123 0
Other branches of material production 098 o0
The whole of the national economy

(national income) 1.2 17.7%**

(%) To retail prices.
(%) To state purchase prices in 1983.
(#*%)The share of rent in the national income.

(by multiplication of the actual prices deter-
mined in the place of consumption by the
obtained indices P;). The ratios of the second
to the first are shown in column 3. They reflect
the influence of intersectoral interactions.
For all products, except coal in the Asian
part of the USSR, this influence raises the IC
level by 11 to 20 percent. For coal in the Asian
part this excess makes up 2 percent. This is
explained by the higher share of productionand
transportation cost for coal in comparison with
the other power sources (for coal in the Euro-
pean par the IC was set according to the
interchangeability with gas)the IC for heary
fuel oil exceeds the IC ofr coal and gas in the
European part of the USSR by 7 percent,
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Table 5
IC-indices to actual wholesale prices of 1982 includi-
ng turnover tax (1)and shares of rent in 1C(2), when
E=0.1 and £=1.,
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Table 6

IC-indices to actual wholesale prices in 1982 with
turnover tax(1)and shares of rent in IC(2), when E
=0.08 and £=1.25.

Name of Sector (1) ) Name of sector (1) 2)
Iron industry 1.3 22.8 Iron-ore indusry 1.4 22.6
The rest of ferrous metal industry 1.07 0 The rest of ferrous metal industry 1.18 0
Coal(Europe) 1.75 15.0 Coal industsy (Europe) 1.93  17.7
Coal(Asia) 1.86 18.2 Coal industry (Asia) 1.8 14.3
Oil-extraction 2.77 56.8 Oil-extraction 3.74 66.3
Oil-processing 1.61 0 Oil-processing 211 0
Gas-extraction (Europe) 1.85 27.8 Gas-extraction (Europe) 2.04 309
Gas-extraction (Asia) 1.72 22.7 Gas-extraction (Asia) 1.66 16.5
Other Kinds of fuel 1.22 0 _ Other kinds of fuel 1.35 0
Electric power (Europe) 1.22 0 Electric power (Europe) 1.44 0
Electric power (Asia) 1.24 0 Elecfric power (Asia) 1.38 0
Engineering and metalworking industry 0.66 0 Engineering and metalworking industry 1.05 0
Chemical industry 104 0 Chemical industry 116 0
Timber industry 1.33 182 Timber industry 145 16.6
Woodworking and pulp-and-paper industry 1.01 0 Woodworking and pulp-and-paperindustry 1.1 0
Building industry 1.06 0 Building materials 1.18 0
Light industry 0.76* 0 Light industry ) 0.62* 0
Food industry 1.25% 0 Food industry 1.35* 0
Other industries 1.27 0 Other industries 1.39 0
Grain 1.88** 17.6 Grain . 1.46%* 26.0
Livestock-raising 1.44%*% 154 Livestock-raising 1.52** 13.6
Forestry 1.23 0 Forestry 1.32 [
Construction 1.13 0 Construction 117 0
Transportation and communications 1.12 0 Transportation and communications 1.3 0
Trade, material and technical supplies and Trade, material and technical supplies and

state purchases 1.12 0 state purchases » ' 1.25 0
Other branches of material production 0.99 0 Other branches of .material production 1.0 0
The whole of the national economy The whole of the national economy

(national income) 1.14 189 (national income) 1.24  20.4

(%) To retail prices.
(%%) To state purchase of 1963.
(*%x%)The share of rent in the national income.

which indicates the efficiency of reducing the
use of heavy fuel oil as boiler-and-furnace fuel.
Fro the Asian part of the USSR this excess
makes up 1009;. This difference means that the
use of heavy fuel oil as boiler-and-furnace fuel
is feasible ony in those regions where the use
of other power-sources is not practical.

If gas in the Asian part of the USSR is not
taken into account (because its IC was set
according to that of coal), the influence of
intersectoral interactions for different products
is 5 to 31 percent. The difference between the
IC of heavy fuel oil and coal and gas: 1.4 for
the European part of the USSR and 2.93 for
the Asian part. This confirms and strengthens
the sighificance of the conclusions with respect
to heavy fuel oil which were stated above.

(%) To retail prices.
(*x) To state purchase prices in 1983.
(*%x) The share of rent in the national income.

The calculations of the IC-for 1972 and 1990
using model (6) are given in Table 10. The
parameters £=0.1, £=1.21 (for 1972- the ratio
of profit to total net investment was taken),
=1.25(for 1990). As is seen from Table 10,
the relationships of the IC and actual prices
for 1972 and 1990 are close and essentially
differ from the IC in 1982. This is due to
the fact that there is a 5to7 year gap bet-
ween 1972(1990) and the 1967 (1982-1984)
mass price revision. Hence, the cost rela-
tionships for this period changed and actual
prices are very differ ent from the IC levels
than prices and IC in a year of price re-
vision. For 1990 the calculations were carried
out on the basis of a forecast made by the
authors.
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Table 7
|C indices to actual wholesale prices in 1982

with

turnover tax (1)and shares of rent in I1C(2)calculated

by the model of “production price”, when E=0
H==0,072,

.1 and

Namo of sector n @
brom-ave industry 15.3 22.t
The rent of ferrous metal industry 1.36 0
Coal(Europe) 2.14 18.4
Coal{Ania) 213 18.2
Oibextraction 3.35  56.8
Oll-processing 1.98 0
Gav-oxtraction (Europe) 226 277
Gar extraction (Asia) 1.96 17.5
Other Kinds of fuel 1.69 0
Kieetric power(Europe) 1.65 0
¥leetrle power (Asia) 1.62 0
¥nginecring and metalworking industry 1.16 0
Chemical industry 1.35 0
Timsber Industry 1.45 16,6
Waodworking and pulp-and-paper industry 1.11 0
Huildigng materials 1.3 0
Litht fdustry 0.85* 0
Fuood industry 1.35* 0
Other industries 1.38 0
Garain 1.48** 37.6
FLivenstock-raising 1.55%*% 157
Voreatry 1.21 0
Construction 1.2 0
‘Trannportation and communications 1.38 0
Trade, muterial and rechnical supplies and

state purchases 117 0
Other bvanches of material production 1.08 0
The whole of the national economy

(national income) 125  19.4%**

¢} Toretail prices,
i##1 Tosinle purchase prices in 1983,
{##s;The share of national income.
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Table 9
IC for products of the fuel-and-power Complex (rubles
per one ton of conventional fuel)when E=0.08 and

25

Table 8
1€ fer products of the fuel-and-power complex (rubles
per one ton of conventional fuel)when E£=0.1 and &
~ 128
1C calculated|IC with refle-{ The influence
. from sectoraljction of inte-|of intersecto-
product data in actu- [rsectoral int-|ral interac-
al prices eractions tions
1 (2 2: (@
b Coal(Europe) 40.9 47,0 119
2 Coal(Asia) 20 25.1 1.2
3 Gaw(lurope) 38.8 47.3 1.26
4 Gas{Asin) 22.6 25.0 1.11
Aol 55.3 62.4 1.17
o heavy fuel oil 44.6 50.3 1.13

5. The use of IC levels for revision of
wholesale and state purchase prices.

When revising prices it is necessary to take
into consideration the inertness of structural

£=1.25
IC calculated |IC with refle-|The influence
from sectoral |ction of inter-|of intersecto-
Product data in actual|sectoral ral interac-
al Prices interactions [tions
6! 2 (2): (1
1. Coal(Europe) 36.7 48.3 1.31
2. Coal(Asia) 18.1 229 1.26
3. Gas(Europe) 37.6 48.5 1.29
4. Gas(Asia) 219 22.9 1.05
5, Oil 67 81.4 1.22
6. heavy fuel oil 56 . 67 1.20
Table 10

IC indices to actual wholesale prices for 1972 and for

1990(£=0.1)

Name of sector 1990 1972
Iron-ore industry 1.69 1.42
The rest of ferrous metal industry 1.32 1.28
Coal (Europe) 2.48 2.25
Coal(Asia) 2.44 2.09
Oil-extraction 4.t8 4.18
Oil-processing 1.83 1.76
Gas-extraction (Europe) 2.62 2.25
Gas-extraction (Asia) 2.24 2.09
Other kinds of fuel 1.28 1.25
sElectric power (Europe) 1.68 1.4
Electric power (Asia) 1.63 1.36
Engineering and metalworking industry 1.12 1.05
Chemical industry 1.26 1.1
Timber industry E 1.62 1.61
Woodworking and pulp-and-paper industry 1.14 1.26
Building materials 1.24 1.18

" Light industry 0.84*  0.97*
Food industry 1.41*  1.97*
Other industries 136 1.34
Plant-rgowing 1.48 1.75
Livestock-raising 1.58 2.16
Forestry 1.06 1.26
Construction 1.11 1.17
Transportation and communications 1.35 1.25
Trade, meterial and technical supplies and

state purchases 111 1.04
Other branches of material production 118 1.11
The whole of the national economy

(national income) 1.24 1.22

(¥) To retail prices.

proportions of production. The volume of
profits in the manufacturing sectors must
ensure self-financing ; e. g.,together with amor-
tization for full restoration of assets, they must
cover the average annual volume of investment
in a given sector. In those manufacturing
industries which are characterized by a high

- differentiation of profitability(engineering,light
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and food industry) a higher price level is
provided so that when setting new prices the
level of unprofitability of the enterprises does

‘not increase. These are the principles of the .

price revision.

The authors have calculated the sectoral.

indices of a price system which may be used
as the basis the revision. The calculations were
-carried out using model (6)with the following
modifications. The normative k=1 in manufac-
turing sectors having a high differentiation of
profitability, except for the costs of self-finan-
cing, including an extra sum (an increment
which is necessary for setting the level of profit-
ability) after revision to a new pricing system.
Thus, the profit in (6)is given as:
II;=K;+ 411,

where [I;;-an increment in profits to maintain .

the level of unprofitable enterprises.

Agricultural prices were determined, not
by the level of incremental costs but by
using average costs.

Table 11 contains the results of the calcula-
tions. Prices for fuel rises on the average by two
times (for oil by 4 times), for timber and metal
by 1.5 times. Prices in the manufacturing sec-
tors rise slightly. The general level rise: for

‘national income by 5.2 per cent, for gross
output by 17 cent, for industry by 22 per cent.

The most important limitation for possible
variants of the price revision is imposed by the
available break in the levels of production costs
and retail prices for products of agricultural
origin and very great volumes of subsidies for to
cover the difference in retail and state purchase
prices for these products.

"The negative consequences of this break
impose a strict constraint on the rise of the
general level of wholesale and state purchase
prices, and particularly in the level of state
purchase prices for agricultural production,and
accordingly, on variants of the revision of the
system of financial flows.

With regard to this reéstriction, at the first
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Table 11
Indices of sectoral levels of calculated prices to actual
wholesale and state purchase prices of 1990

Name of sector

Iron-ore industry 1.53
The rest of ferrous metal industry 1.31
Coal industry (Europe) 1.9
Coal industry (Asia) 2.33
Oil-extraction 3.43
Qil-processing 1.85
Gas-extraction (Europe) 2.5
Gas-extraction (Asia) 1.95
Other kind of fuel 1.66
Electric power (Eurore) 1.43
Electric power (Asia) 1.42
Engineering and metalworki‘ng industry 1.04
Chemical industry 1.15
Timber industry 1.51
Woodworking and pulp-and-paper industry 1.1
Building ma erials 1.2
Light industry 1.08
Food industry 1.0
Other industriers : 1.12
INDUSTRY TOTAL 1.22
Plant-growing 1.15
Livestock-raising ' 1.12
Forestry 112
Construction 1.04
Transportation and communications 1.23
Trade, material and technical supplies and
State purchases 0.9
Other branches of material pruduction 1.03

The whole of the national economy
For the national income
For the gross output

1.052
1172

stage, state purchase prices, apparently, can
not be set at the level of the IC (which are 10 to
40 percent higher than average prices) and can
be at best ensure only self-financing of a sector
as a whole and liquidation of price allowances
for delivery of power, fertilizers and technology
to agriculture. The general level of state pur-
chase prices must rise by 10 to 15 percent. When
doing this the prices for various kinds of agri-
cultural products must be brought to correspond
with plans for expanding or cutting their
production and to stimulate these processes.

6. Problems in the introduction of a new
tax system in the USSR

The main tasks of economic restructuring in
the USSR may be defined as follows : the over- _
centralized mandatory system of management,
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with respect to state property, and “kolkhoz”
property must be replaced by independent
gconomic activity in state cooperatives and
gihet enterprises and individual enterprises
pnnder market conditions, competition and full
management accounting (self-financing) when
gronuimic indirect methods of state regulation
are used,

The creation of a modern tax system must
be considered as the most important part of
sy such restructuring.

At present, a tax system which plays such an
important role in the state regulation of eco-
mennde life in industrially developed countries
in shuent in the USSR,

When economic management does not rely
upon market mechanisms, prices play an insig-
gifivant  part in forming production and
distribution plans for products ; labor payment
levels, allotment of resources(including financial
means}are set according to rates, or by direct
admnistrative distribution ; the question of
the withdrawal from the profit or wage fund is
not of great importance. Financial means or
wage funds are allotted in such volumes as
arc necessary for plan fulfilment. The financial
sy=tem, therefore plays a fiscal role,

For the economy to adapt to a market mech-
aiism for the economy in order to ensure ma-
nagement as a means of influencing the econo-
iy, u tax system becomes the main regulator.

One of the principal differences between the
actual Soviet financial system and tax systems
ol developed countries is that the tax base of
Lseal budgets (including budgets of the Union
Republics)is so limited that local taxes cover
only a small part of expenditures. Soviet Union
Republics receive 60 percent of their revenues
from the state budget.

An cssential share in (1987-21) percent of
state budget revenues is produced by the
turnover tax. It was instituted during the
period of the NEP when prices and market
relationships played a more essential role in
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influencing production. Its purpose was to:
ensure the means for accumulation and the
carrying out forced industrialization by the
State by reducing the wholesale price -level for
the means of production sold to state enterprises
in comparison with the prices of the commo-
dities sold to the non-state sector; to peasants
and the general population. ‘As a result of total
collectivization, the peasantry was integreted
into the system of administrative management.
The turnover tax became a financial tool
to the gap between retail and wholesale prices.
In the thirties the rerenue tax was the main
source of state budget revenues (in 1948-58.7

- percent). While production costs and prices

for non-food consumption goods were rising
quickly, retail prices for food-stuffs were being
artificially held back. This led, in the begin-
ning, to a reduction in the turnover tax and
then, in the sixties, to subsidies from the state
budget, and retail prices for food arose.

At present, a considerable amount of the
turnover tax is approximately balanced by the
volume of subsidies to maintain retail prices
for food. However, the price system supported
by these financial flows has some essential
deficinciees. The majority of economists i‘ecog—
nize that maintaining the tax is not desireable
except that its removal will cause difficulties
in correcting historic distortions in the produc-
tion, price and in come systems.

Some part of the turnover tax islevied on
the means of production (from oil, for example).
Thie is sometimes interpreted as a way of with-
drawal of rent for use of natural resources. This
share of the turnover tax will also lose its
justification if payments for the use of natural
resources are collected directly in some form
or other. The only part of the turnover tax
that is fully justified is that set on the sale of
socially undesirable goods such as alcohol, ta-
bacco and objects of luxury.

The adoption of a value added tax similar
to those in the European Common market is
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not a reasonable alternative because of techni-
cal difficulties and the limited possibilities of
using it as a tool to influence the behavior of
economic units.

Taxes from the population account for 7.5
percent of revenues in the state budget. An
overwhelming share of these taxes (94 per cent)
consists of income tax on wages and salaries
whih have become practically “linear’ with a
single rate of 13 percent (the number of workers
and employees paying this tax at a lower rate
is 10 percent). If incomes from foreign trade
are not taken into account, the major share of
revenues (about 30 per cent)is received by the
state in the form of deductions from the profits
of state enterprises (approximately 20 per cent)
and payments for production assets(10 per-

cent). Payments for natural resources are prac-

tically nonexistant.

The main task in the reconstruction of the
economic system may be defined as the transi-
lon from mandatory administrative methods
of management to economical, i. e., financial
and credit methods. After this transition the
State should retain the function of forming
conditions for economical activity and regulat-
ing them by indirect means. Economic activity

. should be performed by independent economic
organizations-state, cooperatives and mixed.
Accordingly, state revenues and expenditures
must be sharply reduced. Until recently, only
enterprises were recognized as economic entities
relatively independent of the State,and the need
to extend their independence and self-financing
was to be found in all documents of the Party
and the State. In the Law on the State Ente-
rprise adopted in 1985, the right to dispose of
property has been granted to the enterprises,
taking into consideration the broad rights of
the working collective to which they pass, and
to the working collective of the enterprise dispo-
sing of the property.

Under these conditions, the decision to grant
full independence to the enterprises when the
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State’s influence on them was limited mainly
to the uniform tax system and credit regula-
tion, evidently, would be far from reasonable.
It would not be fair and, perhaps, not efficient
as well. It is unfair because different collectives
would receive a greater share of property rights
(namely use and disposition rights) sharply
affecting differing parts of public assets. It is
also iefficient because the interests of working
collectives are often limited by questions
regarding labor payment and the organi zation
of public service and amenities.

Since a high or low level of profitability is,
as a rule, beyond the control of a working col-
lec tive which is not economically independent,
profits must also not be left at their disposal.

It should assumed that maintaining a part
of the profits and some of the property rights
to prevent the alienation of the workers is
undoubtedly reasonable and is of great social
and economic importance. In the USSR the
following incentive funds are left at the ente-
rprises’disposal : the material incentive funds,
social development funds and production deve-
lopment funds. In 1987, deductions to these
funds accounted for 20 percent of the state
enterprises’ profits.

Also reasonable is the opportunity of workers
to buy stock shares in their enterprise‘ asis the
case in many capitalist countries where priva-
tization of state enterprises have taken place.
This principle should also be taken into consid-
eration when joint-stock companies are created
in the USSR. The participation of workers.in
the ownership of the enterprise should be en-
couraged.

However, at first, it is reasonable to transfer
to the possession of the collective a share of
the property relative to the incentive funds
share in the profits. Later, only a relatively
small share of the profits should be left to the
collective. As a matter of fact, the Law on
State Enterprises is not presently being en-
forced. The right of disposal, and also property
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rights such as (development of production pro-
grams, sale of production to} other customers,
ws¢ of incomes and so on), are rather strictly
controlled by ministriesand departments, state
and local govermenal bodies.

Profits are withdrawn from the enterprises
by means of payments for assets and deduc-
tions from profits, which are set by the releva-
nt agencies for inclusion in the state budget.
A question arises ! how do we eliminate the
arbitrary nature of the administrative system
without resorting to an unfair and ineffective
“distribution” of state property to working
volleetives ? ’

The main problem of controlling the econo-
my with the help of an administrative-manda-
tery system is that this system is irresponsible,
fts interests are not subordinated to the task of
1ising economic efficiency. The rights, respon-
sthility, criteria of evaluation of activity of
organizations-participants in the ecnomic pro-
eess are not demarcated, defined, or formalized.
Therefore, as it is, now state property has
turned out to belong to “no one”. In our opinion,
these problems can be solved 'if the administ-
rative system is replaced by a system of modern
eredit-financial institutions (banks, holding co-
supinies), in a competitive situation, under the
vontrol of the market place.

Fach state enterprise in this situation must
be a juint stock company whose shares belong
to the collective enterprise, partly a state
bunk or holding company and also partly to a
loval Council.

Under the actual economic mechanism,
pavments for assets may be considered as an
analogy of incomes from state property. When
it was introduced in 1965 it was assumed that
u single rate would be set and this rate would
ensure minimal efficiency of assets use. How-

ever, the initial value of the assets used as a .

nicasure of their value did not at reflect their
real efficiency. Therefore, the single rate was
jmmediately replaced and a reduced rate was

set for some enterprises, and others were freed

_from this payment. Obviously; a substitution

of dividends from state property for the norm-
ative payment for assets in the process of creat-
ing an investment market, provides the only
a chance to efficiently coordinate these dedu-
ctions from profits for assets with received
gratis from the State. This will essentially
allow us to equalize the starting conditions
of different working collectives as the firms
enter the competitive market.

The main advantage of a transition from the
payments for resources to a clear division of
joint-stock property (of ownership and disposi-
tion rights) between enterprises and the State
is that the normative payments provided only
a fiscal function and were under the control of
the largely irresponsible bureaucratic system.
A state holding company, or a bank-owner
possessing the shares, can make the most effi-
cient use of the shares and raise their value.

It is possible to try and determine what

constitutes the actual mechanism of profit use

in terms of the Western financial system:
payment of a part of the profits to the State
payment for production assets, investments in
fixed assets and in development of science and
technology,apart from incentive funds-incomes
from state property ; material incentives and
social development funds plus covering the
expenses for housing and public utilities, and
maintenance expenditures for educational and
cultural institutions-incomes from property of
small shareholders (under our conditions-mainly
of working collectives). In 1987, the first item
accounted for 28 per cent of the profits, the
second 23 percent, the third 17 percent. The
remainder, 32 percent. They are used for incre-
ments of current assets, formation of insurance
and reserve funds, interest charges, deductions
to funds for the development of production,
science and technology etc.

Another comparison is based on the fact that
the material incentive funds should not be
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considered as the income of small shareholders
(working collectives)but as a fund to allow
participation of the working collective in
profits, formed independently of the distri-
bution of joint-stock property. Then, the in-

" comes from property will account for only 30

percent of the profit: 23 percent-the incomes
of the State, 6 percent-the income of the
working collective. This plan seems more
acceptable as a starting point for the initial
distribution of property: 75 percent for the
State, 26 percent for sale to small shareholders
and, perhaps, for a partial transfer to the
working collective. The profit tax rate would
be approximately 30 percent. It does not
matter whether the state property is transform-
ed into shares or not, sincedifferent variants.of
the profit tax system and payments for resources
using a variety of price systems are available.

7. Variations of the financial structure of
national income for different price
systems

In this section, payments for assets may be
o

interpreted as income from state property and
payments for labor resources as a basis for a
localized tax system.

The transition to new prices essentially
changes the financial structure of national
income and the state budget. The methods of
evaluations of these changes and the results of
the calculations are given below.

The indices obtained show the ratios of cal-
culated to actual wholesale purchase prices or
the gross output computed in calculated prices
to the gross output in actual wholesale prices?
(for agricultural production in state purchase
prices, for services in actual tariffs). It differs
from gross output in final consumption prices
by the sum of the turnover tax levied in the non-
productive consumption sphere. Gross output

1), Or, more exactly, in. whloesale prices with the
addition of commercial rebates and fransportation char-
ges. :
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in calculated prices can be obtained from the
following formula :
xo*ZZ‘Pi.’IJi (9)
where zo*—gross social output in calculated
prices ; '
P—indices of calculated prices ;
z—gross output of sector 7 in actual
wholesale prices.

The final product calculated in actual whole-
sale prices differs from the final product in-
final consumption prices by the sum of the
turnover tax levied in the non-productive
sphere, and is obtained as follows:

Yo=Zi; (ye— o) (10)

where Y,-final product calculated in actual
wholesale prices ;
y;—final product of sector ¢ calculated in
final consumption prices ;
N;~turnover tax on production of sector
1 going to non-productive consumpti-
on. ‘
The einal product in calculated prices is
obtained as follows :

Yo*—':; Py (yi—Ny) (11)
where Y,*—final product computed in calculat-
ed prices.

Total volume of material input in calculated
prices is determined by the formula :

where M *-total volume of material input
computed in calculated prices ;
zi~volume of production of sector 5
consumed in sector 7.

Structure of conventional net production
computed in prices of the first stage changes
as follows. The amount of profit is revalued by
the formulas (2) and (3).

Amortization is revalued according to the
technological structure of fixed assets :

A*:;; PLdWFAJ . (13)
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where 4°~total amount of amortization com-
puted in calculated prices;
Ag-amount of amortijzation in sector .
Nuational income is obtained by subtracting
amartization from the final product :
H*=V*—4*
where JJ *-national income computed in cal-
culated prices.

Payment of labor including wages, payme-
pte of the wage-type, payment the labor in
itk hozes' and bonuses is maintained unchang-
#d. Deductions for social insurance in calculat-
#d prices are set at the level of 14 percent of
LIFTHE

11 net product computed in calculated prices
a new clement appears-rental income which is
the difference between calculated prices and
average costs : '

i 2!, (psrs= X pizei—W; —1II;— 2pidisT4;) v

(14)

where /2 is the amount of rent. _
The proposed calculated prices should be
useed to change wholesale and state purchase
prices, At the same time, a change in retail

prices is not suggested. Therefore, the differences.

bstween retail and wholesale prices or between
retail and state purchase prices, which coincide
approximately with the magnitudes of turnover
tax Jevied in the non-productive sphere and
with subsidies to prices for agricultural produc-
tion, must be changed. The last magnitude is
not identical with the volume of “balance of
relations with the state budget” indicated in
the intersectoral balance,. because this balance
reflects subsidies for all production, not only
that which is consumed in the non-productive
sphere.

In order to evaluate the influence of change
of actual wholesale prices by calculated prices
on the amounts of turnover tax and balance of
relations with the state budget, the following
simplified assumptions were formulated :

1. All production making up non-productive

consumption is realised at actual final consump-
tion prices. o

2. The total amount of turnover tax in the
food industry remains unchanged because an
overwhelming part of it is the turnover tax
on alcohol drinks and tobacco.

3. In all other sectors the difference of volu-
mes of nonproductive consumption computed
in actual prices of final consumption and in
calculated prices is interpreted as a new rate of
turnover tax if this difference is positive, and
as a subsidy if it is negative.

In other words, for computations of the new
levels of turnover tax (IV;*)and of the balance
of relations with the state budget (D;*)in the
non-productive sphere the following relations
are used :

Ni*=[@:i—Pi(Q:—Ny) I* (15)
D;=[@i—P:(@:—N:) 1~ (16)
where N;*~turnover tax on production of sec-
tor ¢ levied in non-productive sphere ;
D;*-subsidy for production of sector ¢
going to non-production sphere ;
@;—volume of production of sector 7 go-
ing to non-productive sphere in actual
prices of final consumption ;
N;—~turnover tax in actual prices.
a,a>0 _ 0,a=0
[a]® :{ 0, a<0; [a]™= { a,a<0

Formulas (15)and (16) were used in all sectors
except the food industry. For the food industry,
according to the assumption stated above, the
following relations were used :

Nyp*=Np . @7
Dn*an—PnQn"Nn* (18)

Gross output and final product computed in
new prices of final consumption are obtained
by the addition of the algebraic sum of the
turnover tax and subsidies to the same levels
in wholesale prices : .

Zp*=z0*+N*+D* (19)
Ypy*=Y*+N*+D* (20)
where z,*, ~ Y,*-gross output and
final product in new prices of final
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consumption ;
N*, D*-total amount of turnover tax
and subsidies.

The total rise of national income in prices of
consﬁmption is 5 percent (see Table 11).

If retail prices characterize (under conditions
of equilibrium of demand and supply )the utility
of different kinds of goods (consumers consu-
mption evaluations), then wholesale and state
purchase prices characterize the production

potentialities and costs(production evaluations).

In order to have a more demonstrative mea-
sure of the total volume of change in wholesale
and retail prices, it seems reasonable to use
national income, in which all the volume of
production (including also personal consum-
ption)is computed in these prices (production
evaluations). The difference of national income
in production and consumption evaluations is
equal to the difference between subsidies to
retail prices and the turnover tax imposed on
consumption goods. Since price subsidies on the
means of production must be liquidated, the
total volume of price subsidies must rise by 10.9

billion rubles. The turnover tax on consum-
ption goods decreases by 10.7 billion rubles.

On the whole, after a price revision, the cha-
nge of national income in consumption evalua-
tions is less than the change in production
evaluations by 21.6 billion rubles. According to
our calculations, the changes in elements of
the national income in 1950 can be equal to the

- values shown in Table 13.

Raising the deductions for social insurance
is connected with setting a single normative

for all sectors of the national economy at the

level of 14 percent of wages.

The reduction in the turnover tax is connect-
ed with two factors, More than half of the
reduction is due to the transfomation of the

turnover tax into rent assessed the oil-extraction
industry. As was noted above, this type of
tunover tax may be intetpreted as an “oil rent”
levy. The proposed raising of prices for oil will

Bt % Vol. 41 No. 1

lead to the appearence of rent in an explici
form. :

The raising in prices for oil will also lead to ¢
reduction in income from foreign trade. A
present, oil is delivered to exporting organiza-
tions at low prices which do not include rent
for natural resources. Therefore, a part of the
income from foreign trade may also be consid
ered a form of rent. Setting prices for oil or
the basis of the IC and calculating rent in ar
explicit form allows us to evaluate more accu-
rately the volume of incomes resulting directly
from foreign trade activity.

8. The calculations of variants of the
system of payments to the state
budget

Incomes and expenditures in the state budget
will also change after the transition to a new
system of prices and payments. These changes
are shown in Table 14. When prices are revised,
investment expenditures from the state budget
will decrease, cutting the redistribution of
profit for these purposes between sectors throu-
gh the budget. Budget incomes will rise for
deductions for social insurance. The turnover
‘tax will fall as wholesale prices rise and some
part of the turnover tax will be levied in the
form of rent. The other items of budget reve-
nues in different price systems are assumed to
be equal.

From the point of view of the stimulatve
influence of a tax system, the general rates of
withdrawal, i. e., the ratio of the total amount
of taxes and payments to total profits is very
important. The levying of different rents for
natural resources plays an essentially smaller
part because these payments affect only
enterprises in the extracting sectors and the
size of the rental payment is mainly predeter
mined by differences in the objectives and
other natural conditions. The question of the
relationship between payments for assets, labor
resources and net profit tax should also be
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gsiedd. The ratios of withdrawal of the sum of
ffwss pavments and the tax on profits minus
yeul are ! in actual prices-44.7 percent, in cal-
gutated prices-58.9 percent. These rates also
ghow the mugnitude of the tax rate on profits
minns rent when there are no payments for
asaeie and labor resources.

Ibe variations of price systems and pay-
msnts niay be assessed correspondingly to the
peofits remanining to the enterprises of a sector
#fter taxes and other payments required for
secpumibe stimulation, financing of investments
fou ddevelopment of production, scientific and
tes boologieal development, increase of current
aasets, and so on are deducted.

When payments for assets and labor resour-
ees ynder actual prices are excluded, self-
fiwancing in such sectors producing raw mater-
fls aueh ag coal, oil-extraction, the gas indu-
afy, agriculture and transportation and com-
muniratons is not ensured. These industries
would require essential tax advantages. On
the conteary, industries such as the light, food,

fevroun metals, and machinery would have

many superfluous financial resources. The
gnesdits that these sectors would receive under
the proposed price system would better corres-
g=udd to their actual needs.

I the variation where the rate of payment
{: assets is 6 percent for all sectors in the
spshere of material production (SMP), the total
aecunt of payments for SMP totals 116 billion
1ubles and covers the amount of payments from
picfits which are necessary for the budget under
both the actual and proposed systems. There
1 no need for any other payments and taxes.
o1 the proposed price system, even a rise of
the 1ate to 5.3 percent would be adequate, If
=i how high rate of payment for assets were set
i wetual prices, then additional sapport would
be required for transportation, agrieulture,
the major fuel industries. At the same fime, the
machinery, light and food industries would
have many superfluous finaneial resources. The
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Table 12
Net Profit Tax Rate(percent)

Payment for Price system

labor resources

(rubles) Actual Calculated
0 ' 28.2 21.6
‘100 ) 24.5 17.7
300 15.6 8.5
Table 13

Changes of Elements of National Income in
Connection with Price Revison

a1s Percent to
Brﬁll;ﬁ:;s national
income

Produced national income(PNTI)

1. Rent +84.8 +13.1
2. Profit —~10.5 — 16 ,
3. Deductions for social insurance + 0.8 + 1.4
4, Turnover tax ' —25.2 — 39

inclucing
on means of production —14.6 — 22
on objects of consumption —10.7 — 17
5. Subsidies to retail prices +18.9 + 3.0
6. Subsidies for means of produc-
tion supplied to agriculture — 8.0 - 1.3
7. Incomes from foreigh trade —13.5 — 21
TOTAL .
PNIinconsumption evaluations| -33.5 + 5.2
PNI in production evaluations +55.1 + 8.6

transition to the proposed price system would
change the situation only for fuel industries.

The variation in the payments for assets with
a rate of 6 per cent and for labor resources of
300 rubles for one worker may be adopted only
under the following conditions : The normative
rates are maintained only for industry. In the
extracting industries revenues of payment for
assets and labor resources are ensured at the
expense of cutting the volume of rental pay-
ments. In other sectors of the national economy.
essential tax advantages are introduced.

The variation in the rate of payment for
assets of 3 percent appears the most preferable
(the sum of payments would be 58.8 billion
rubles ; for agriculture this payment is not
introduced). The following rates of payment
for labor resources were assumed: O; 100
rubles and 300 rubles for each worker. The
absolute values of these payments for SMP
would be O ; 9.8 billion rubles and 29.5 billion

.rubles. The net profit tax rate eorresponding to
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Table 14
Incomes and Expenditures of the State Budget and
Profits in the Material Production Sphere

in actual in calculated

: Indicators prices prices
1. Incomes-Total 510 540.2
2. Real incomes (minus fund
of loans and deficiency) ) 418.2 448.2
3. Turnover tax ’ S 7109:1 T72.00
4. Payments from profit. = 1296 183.6
including h ’
payments from profit of SMP
(including kolkhozes) 114.6 168.6
including -
- rental payments : — 65.2
other payments * 114.6 193.4
5. Deductions for social insurance  33.1 46.4
6. Incomes from foreign trade, taxes,
reveénues from citizens and others 146.4 146.4
7. Loan fund 583 583
8. Deficiency 33.5 33.5
9. Expenditures-total 510.0 540.2
Increase(+)decrease(—) :
of expenditures for :
investment . —17.7
subsidies to agriculture - +10.6
for socio-cultural purposes — +36.3
TOTAL
10. Profit in SMP . 256.3 330.7
~ including rent = 65.2
11. Profit minus rent 265.3 265.5
12. Profit left at the disposal-
of enterprises . 1417 162.1

them (minus payments for resources)'are given
in Table 12.

When comparing these variations it should
be kept in mind that given the weakness of the
working collectives in accumulating productive
assets, essential tax advantages must be set for
investment. Taxes on assets created at the

-expense of the enterprices’ .own investments

must be low or no taxes will be generated.
Under these conditions, systems of payments
and taxes with a rate of payment for assets of
3.percent for labor resources of 100 rubles for
each worker and with great tax advantages
for. investment (the initial tax+rate will be
essentially higher.than that in Table 12)and
with the payment.for assets:affecting only as-
sets received from ‘the-State are preferrable.
A rise in the share of assets treated at the ex-
pense of the enterprises, ‘or. borrowed from the
enterprises can lead to a decrease in the incre-
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ments of payments for ‘assets: This process
however, would be 'c'om'pen's'ated' for by a de-
credse in the requiremernts for ‘budget mvest-
ment. ‘
An analysis of the variations from the point
of view of correspondétice of profit mass in
sectors. with their requirements for financial
resources ‘'shows that under the proposed price
system this correspondence'is much better than
under the actual prices system.

(Institute of Economics and Prognosis of Scientific

_and - Technical Progress of the USSR Academy of
Sciences)
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