THE INSTITUTE OF LS
NATIONAL PLANNING Al

Memo No."538"

State Budget in Socialist Society
and its Function in Planning
and Managing the National
Economy
(on GDR's example)

‘ by
Dr. Kurt Sack

Dr. Hermann Linsel

January 1965.




CONTENTS

(0] Introduction

ot

The uniform stats budget arnd its importance for the comprehexnsive

construchion of gocialism,

1.1 The politicsl and economic foundations of the state budget

and itsg difference as conosras capitalist budged systens.

o

i,2 The develcpment of ravacues gnd expanditures in the GDR
state budget.
1,3 The state budget and its infiuence on the distribution of

the national incoms.

system and its concection with the national economic plan.

1.5 The siruchure of the state budget

1,6 The state budget within the New Ecopomic Sysbtem of Planning

apnd Managing the Naticnal Ezonomy.

2., Concluding remarks



O. Introduction

In December 1964 a memorandum has been published by Prof, Dr. Fedorowicz

dealing with
" National Budgeting in Polish Practice ",

(Memo. No. 514), In this memo, the general contents of a state budget
in socialist countries, its revenues and expenditures, are explained .
Furthermore, the calculation of a state budget and the role of a banw-

king system for implementing budget.policy is analysed as well,

In addition to this, we would like to make some remarks on the ex—
pressiveness and the interlacement of the state budget with other na-
tional economic balances, its structure and constructior. An other point
to be analysed concerns the position of state budget in a system of
managing national economy. This so, because the latter has to be recon-
sidered according to some changings in this system now under way in so-

cialist countries,



1., The uniform socialist state budget and its importance for the compre-
hensive construction of socialism,
1,1 The political and economic foundations of the state budget its

functions . and its difference as concerns the capitalisi budget

system,

The necessity of the state budgets under socialist conditions results

from the existence of the socialist state as well as from the continuation
of goods-versus-money esconomy. The socialist state needs for the implemen~
tation of its functions and programmes financial means which are received

and spent through the state budget.

Revenues are received by the state budget from various forms and sectors
of the national economy as well as from the population. The main economic

source of the state budget is represented by the national income,

The payments made by the different sectors or spheres of the nationaily-

owned economy form the main sources of revenue of ithe state budget. These
means remain within the sector of socialist public property, with the right
of disposal being merely shifted from the relevant sectors of the natio-

nal economy to the state budget. Beyond that, also the other sectors of
national economy, eug,?thé cooperatives, semi-state and private enterprises
and the population are drawn upon for financing the requirements of society
by means of the state budget. A re=distribution in fawour of the state
budget, of those parts of the national income which are created by co~opera-
tives, semi-state and privately-owned enterprises zand the populationg is

effected by the socialist state in the form of taxation,

The funds of the state budget, being centralised in this way, enable the

socialist state to fulfil its functions, with the socialist state's func-
tions in the spheres of the organisation of the national economy, of
culture, and of education coming more and more to the fore., This is re~-
flected in a considerable concentration of budgetary expenditures on the
planned financing of the national economy and on the spheres of sccial

consumption,
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The functions of a socialist state budget may be characterized briefly in

the following way:

1, The state budget is the main instrument of the socialist state
for planned formation, allocation and utilization of national

monetary funds,

2. According to the functions of the socialist state in the spheres

of economic organisation, culture, and education the formation
of funds is based on the development and steady growth of the
socialist national economy, with the funds being used to complets

the construction of socialism.

3. The monetary accumulation of state budget reaches far beyond the

socialist sector extending into all sectors of the nationzl economy.
Furthermore, the national budget draws on a certain percentage
from the population's money income, which is allocated te public

needs of society.

4, The state budget allocated the accumulated funds on the basis of

the targets and propertions laid down in the national economic

plan, Thus;it essentially influences:

a) socialist reproduction,

b) social consumption,

¢) parts of individual consumption,

5. The state budget implements its control functions by making use
of the existing financial relations in the formation, allocation
and utilisation of the social money funds and controls the fulfil-
ment of the national plans and the obserwvation of the proportions

laid down therein.,

The fundamental differences between a socialist and a capitalist siate
budget may easily be seen from these ahove=mentioned functions. These

differences are expressed both in the revenues and in the expenditures.
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The most essential characteristic of the socialist state budget is the
planned process of the formation, allocation, and utilisation of the finan-
cial means which are cbtained on.the basis of economic planning, Socialist
budgetary plans are, by né means, illuscry prognoses of the Minister of
Finance, but are realistic plans the fulfilment of which is focunded from

the very beginning, on principle.

It should be borne in mind, quite generally, that the effective radius of
the socialist state budget is considerably wider than that of a capitalist
one., A socialist budget, is based on reveanues obta%ned by the state from

its own economic activity, and its expenses primarily serve the peaceful

development of the national economy, 1.€s, the benefit of the people,

1.2 The development of revenues and expenditures in the GDR state

budget,

It has already been mentioned that the socialist state budge® is the main
instrument for the financing of a socialist national economy, with the
principal source of revenues being the same socialist naticnal econemy, and

its socialist sector in particular.

The economic development of a socialist country may, consequently, be
clearly seen from the changes within the volumg of a given siate budgeto. It

should, however, be borae in mind that the volume is affected also by

4

certain methods of centralizing or decentralising of momey, which must be

[

considered in long-run comparisons,

This finding is of particular importance in the preseni period bscause the
New Economic System of Planning and Managing of Natiemnal Economy in the
GDR will result in an essential decentralisation of accumulaticn which will,

of course, not fail to.have its effect on the budget volume, %00,

The previous methods of accounting for the funds of the state budget had
not been very different, however, so that cur ecoromic development is

clearly expressed in the budget wvolume.
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These are the budget volumes of the past 10 years (Table 1)

-

TABLE %1%
Reverues and expenditures of the national budget,
1954 = 1963,

Year " Revenues Expenditures

¥ Milliard DM 1955 = 100 Milliard DM 1955 = 100
1945 3642 94e2 3641 9443
1955 3804 1000 38,3 100.0
1956 359 930k 35.9 93.6
1957 3607 95..4 26,4 G4, 9
1958 42,0 109.4 41,8 10961
1959 46,9 1222 46.q4 12101
1960 49,2 - 128,0 48,9 1275
1961 51.5 e 3.2
1962 5642 = 55,8 s

The revenues of our state budget in 1964 may be differentiated, according

to their sources, as follows:

1o From sccialist emterprises 66%
2. Compulsory social-insurance fees by employess 12%
3. Taxes from privately-owned enterprises 4%
4, MTaxes from the working population and tax-supported fres- 4%

lance intellectuals

N

5 Other receipts 14

The payments made by our socialist emterprisesg obviously represent, by
quality and quantity, the most essential share of the state budget receipise.
They are called the most essential receipts of our state, because, on the
one hand, they form the biggest item among the state revenues and because,

on the cther hand, they resilt from the socialist staite’s own economic
activity.
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The state, as the social owner of our socialist enterprises, exerts a
direct influence on the formation and utilisation of the natiozal income
which is produced by the nationally-owned enterprises, The allocation of
that part of the national incomefwhich has been produced by the nationally
owned enterprises, to the national budget is, consequently, a primary
distribution, whereas those parts of the national income which are pro-
duced in other property sectors have to undergo a process of re-distribu-
tion, i.e., secondary distribution, before a part of them enters into the

state budget,

Secondary distribution, thus, mzans the levy of taxes.irom cooperatives,

privately-owned enterprises, and the population, This, however, touches

another problem,
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1,3 The state budget and its iafliuexnce on th

national income, _ =

The influence of the state budget on the distribution of the national
income must be considered in coznection with the functionz of the socialist
state budget to supply the state, the organ of society, with all the funds
state, This means, in
other words, that the .»evenues and expenditures of the state, which have
been formed on the basis of the above-mentioned distribution of national
income, must serve the implementation of the socialist state's functions
and programmes, The budgei policy, which finds its expression in the dis-
tribution of the national income, is an integral part of the state policy,
All projects and tasks which the national eccnomic plan provides for must
be secured financially by the state budget.. The state budget must also-
secure financially correct basic propertions betwesen accumulation and
consumption; the so-called sectors I and II, etc., Budged pelicies ( tax
policies, e.g.) may, furthermore, be effective instruments to back tempp-
rary political objectives with regard to the different forms of economy,
other sectors of the national economy, as wall as concerning the different
social classes and strata of the population, Such policies are usually
based on the material interesis of the enterprises cr citizens concerned

in order to give their attitudes a certain direction,
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All economic levers, such as price, credit, interest, bonus, etc., must be

taken into account when distributing the national income.

Let us now have a look at the formation and distribution of the national

income,

The national income, in the concrete conditions of the G:DTR%’is formed by
the naticnally-owned enterprises, socialist cooperatives, semi-state enter-
prises, simple commodity producers, i.e., oraftsmen, as well as capitalist
enterprises, The national income produced has to undergo the process of

primary distribution, now, where it appears in the following forms in the

nationally-owned enterprises:

as profit and production assessment, which is a kind of turnover tax,
as centralised net income of the.state,

as net income of the enterprises,

as payments of return tc the budget, and, finally,

in the form of the wages to be paid to workesrs and salaried staff,

The monetary forms of the national income obtained in the socialist coopera-
: A~ S p o1, a2, :
tives are the individual incomes drawr/by the members of /co-operative as

well as the income of the co-operative, as a whole.

-

The forms of natiornal income obtained in the field of simple commodity pro-

duction are the income obtained by the producer, om the one hand, and the
wageslﬁéid to his employees on the other, The national income obitazined in
the capitalist enterprises takes the forms of the surplus value of the capi-
talist employers and of the wages to be paid to the employaes,

These are the forms of the national income after its primary distribution,

-

It is followed bg ?9e secondary distribufion through the state budget which
raises, by means of various taxes (in addition to the direct revenues obitained
by the nationally-owned sector of economy), the funds which are then alloted

to the following purposes:
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a) Financing of expanded reproduction,
b)- financing of administration, security service, culture, as well

as social welfare and health service,

¢) financial provision for the formation and expansion of reserves,

Altogether, about two thirds of our national income are now being
distributed or re-distributed through the state budget.
Please have a look at the sketéhes 1 and 2,

Sketech No., 1 shows the way in which the revenues of the budget

result from the payments made by nationally-owned, co-operative, semi-

state, and privately-owned enterprises as well as by the population.

Sketch No, 2 indicates, at the top, the material substance of the

state budget. On the left and right it can be seen its financial forms

as budget accumulation, wage funds and mobilised credit funds,
The material side must be in line with the financial side, i.e., both

sides must be equal. (in value terms).



Sketeh 1: FORMATION OF NATIONAL INCOME AND STATE

BUDGET
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Sketech 2

Utilization of Budgetary Funds
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The material use of the national income is planned in the national econo=-
mic plan in accordance with the requirements of the long-term plansgand in

certain proportionsjfor the following purposes:

l, Maintenance and

2. expansion of the fixed funds, i.e., machinery and equipment of

enterprises,

3¢ social consumption, i.e., for social and cultural purposes,

education, health service, efc.,

4, individual consumption, i.e., goods stocks to satisfy the needs
of the population, including public¢ utiliiies and other servicesy

5. formation of national reserve funds,

This balancing is the most importani aspect of planning., These materiQI
proportions are financed by budgetary means, credits or by utilizing the
peofle's income, The important role played by the.state budget with regard
to the financial securing of the plans can be seen from this simple sketch,
This clearly demonstrates the role played by a socialist state budget
within a socialist national economy., :
l.4 The role of the state budget of the @é@%g within the financial

system and its connection with the national economic plan

The function of the state budget within the uniform socialist system of

finance and the interrslations existing betweesn the budget and the national
economic plan result from the socialist. reproduction process, This so,
because the budget has, on the one hand, to provide for the planned and
continuous expanded socialist reproduction being safeguarded financially

and, on the other hand, has to control it by means of finance,

In this context, the following main tasks arise for the state budget:

l. an improved and priority fiﬁancing of the planned development of

the basic industries,
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2. <The financing of measufes aimed at an improved technological level
of production by concentrating more funds
a=- on reconstruction measures,
b= on mechanizing and automating production and

¢c- on the specialisation and co-operation of production.

3, The state budget must, by means of appropriate financial measures,
stimulate the steady increase in marketable agricultural output
in order to secure the supply of the population with foodstuffs

from our own resourcesj

o

4, The state budget must, by forming corresponding funds, mske its

contribution to further improviang the living standard of the

[

people,

]

cially the state budget and the

o

56 The financial system, but es
J 9 P

influence it is able to exevcise, must be used for controlling the
measures which arisa out of wages policies and other financial

measures.

These crucial functions of the state budget result from the tasks, fixed

in the national economic plans for the development of the national economy

and the improvement of the living standard of the popu latiox

The state budget plays a leading role within the socialist sysiem o of finance,
This leading role follows from its position with-in the proce
list, .reproduction and from its close connection with the mational eceonomic
plan, The national ecomomic plan defermines the direction and speed of

s the state budge provides

1]

development in the sphere of sceial life, where
for the financing of most of the tasks envisaged by the prational economic
plan. This elucidates .the top #ole the state budget plays within the socia-

list financial system,

On principle, this leading rols of the state budget in the sosialist system
of financé is not diminished by the New Economic System of Planning and

Managing of National Economy., This £ diows, among other things, from the

continued necessity of a politically as well as economically steered



(12)

al product, particulprly

[¥7]

distribution and re-distribution of the total

the national income, This requires the application of the budgeting method

in most cases.

Consequently, within the process of socialist repreduction thé socialist

state budget will fully maintain its dominant position compared with other

m
financial categories such as credit, e.g.
Pn these circumstances,the state budget remains a coordinating instrument s
of financial policye. In the last resort, all other financial plans flow into
the state -budget, i.e.,the state budget includes or co~ordinates the

following items:
l, the financial plans of the natiorally-owned sectors of economys
2. the budgets of state administration and institutions
3o the investment plans;
4, the credit plans;
5. the financial plans of credit banks and insurance companies;
6. ‘the plan for the development of the goods and purchase funds
7- the so-called foreign trade price equalization plang
8o, the plan for subsidizing agricultural produces;
9, the currency plan and, finally;

10. the tax plau;

These main connections are to be shown by sketch 3, (c.f. page 14)

Thus, the state budget in in the centre of central planning and finance

operations;ﬁow as befors,

It remains the basic financial plan of a socialist state, Now as before, the
annual decree on the stata budget fixss the guideline for the entire finan-

cial poliey over the period of a year,

The intrcoduction of the New Economic System of Planning and Managing will
lead, howeve to a certain shift of tasks between the different components

of the uniform state budget as well as between the state budget and the
cther parts of the socialist system of finance.
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In particular, the implementation of the production principle in planning
and management of the national economy will orient the central state budget
on the solution of péincipal national economic tasks, whereas the local
budgets will be able, more tham before, to concentrate upon their very own

fguagcipal and territorial concernse

.,gBQfOre turning to these questionsihowever, it renders necessary to analyge
”:fhéﬂstrgcture_of the socialist state budget for better understanding the
'division of tasks among the different budgets of the uniform budgetary

system.
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Sketch 3

Connections between National Economic Balance-sheets

and the State Budget.
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1,5 The structure of the state budget

In the previous chapters the term "uniform state budget" has been used .

What does it mean?

In socialist countries the budéets of different regional bodies, as, for
example, the budget of a community, or the budget of a county, do not
co-exist independent of each other, Under $ocialism the budget of the
community,iee., town or village, is the smallest cell of a comprehensive
and uniform budgetary system. Accordingly, the budget of the community 1is
incorporated into the budget of the county, the next higher administrative
unit, Consequently, the county budget is the sum total of the different
community budgets, svpplemented by the meauns which are earmarked for finan-
cing the specific tasks of the county authorities. In this way the county
budget is formed which, in its turn, is subsumed in the budget of the next
superordinate ocrgan, i.e., the budget of the district. Here,the same pro-
cess repeats again. The county budgets are summed up, supplemented by
means needed for fulfilling the specific tasks of the district. The resul-
tant budget of the district is then submitted tc the central authorities
which set up the central state budget of the German Democratic Republice

(c.f., sketch &)

In order to secure that each budget disposes of those funds which are
required for accomplishing its tasks, there exists a so-called system of

budget equalization in our fepublic characterised by the following methods:

1, each budget is granted its own sources of income
2. 1local budgets (i.e., local authorities) have a share in central

revenues of our fpepubliec

3. local authorities receive fixed allocations out of the central

state budget.

The advantage of such a budget equalisation is that the material tasks
envisaged by the plan are financially secured, irrespective of the financial -
power of the territory concerned, Budget organs are strictly forbidden to
make borrowings., Through the system of budget equaliéation the different

budgets are always balaunced, i.e.,adjusted.
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Sketch &

Structure of the Uniform State Budget of the GDR,
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This holds true as far as the external subdivision of the mational budget
is concerned, Alongside with this exterral subdivision there is also an
internal one which follows directly from the tasks the state budget is con-
fronted with and from its close conrection with the aggregate reprcduction
process of society., The internal subdivision of the state budget has %o be
adapted to the national economic plan. This adaptation arisesy of necessity,

from the unity of material and financial planning in socialist countries.

The first principle of subdividing the socialist siate budget concerns the
division into differeni gpheres of duvies according to the requirements of
the national economic reproduction process, Since the national eccnomic
spheres of duties do net coincide with the administrative spheres of respon-
sibility a second principle of subdivision azcording to separafte plans is
necessary. Whereas the subdivision into spheres of duties (i.e., the helath
service) makes possible direct provisions in the national economic plan,
the subdivision according to separate plans fixes the responsibilities of
the different state authorities for fulfiling ceriain budgetary tasks (for
example: the tasks to be solved by the different Ministries in the sphere
of health service are fixed there)., This shows gquite clearly that both the
internal and the external subdivision of the state budget arise from the
taks to be fulfilled by the budget, as the financing instrument of the na-
tional economy, Which changes are brought about due to the introduction of
the new economic sysiem, especially, with regard to the role of the state
budget in the economic reproductlon Process, shall be dealt with in the

following chapters.

1.6 The state budget within the New Economic System of

Planning and Managing the National Economy

Characterizing the state budget it has been‘stressed that it is directly
included in the national economic reproduction process. The revenues of the
state budget obtained from the nationally-owned sectors of economy, that
means, parts of the net income of society realized by socialist enterprises,

are considered to be the most decisive sources of budgetary revenues.
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Furthermore, it has been referred %o the great concentraticn of budgetary

funds on the planned financing for developing national eccnony.

When analysing the effects of the new economic system this system of state
budget needs to be reconsidered. On principle, if may be said that, as far
as the uniform state budget of the GDR as a whole and the govermment budget
of the republic are concerned, the indicated role of the budget within the
national economic reproduction process are not affected by the new economic

system, :

Nevertheless, certain quantitative shifts following in its wake have. to
be taken into consideration.,

l. Changes concerning the local budgets.

The budgetary functions of local authorities (towns, counties, etc.) will

bhe concentrated, more than before, on problems of cultural and social deve~
lopment and financing of culfural and scoecial establishments, This so,because
the financial relations of enterprises within Associations of Nationally-
dwned Enterprises will be carried through directly. Thait means, for example,
that the payment of returns, the allocation of financial means for invest-
ment within these socialist sectors of industry, etc. will not affect the

budgets of local authorities,

Above all, main ggphasis in the budgets of counties and districts has to :
te devoted to their municipal and specific territorial problems, Furthermore,
their tasks are to be concentrated on questions of development of those
enterprises subordinated to councils of districts, of local supply, and__
social consumption. Beyond that, the local budgets ars of national economic
importance under the new conditions as well, because they ares responsible
for financing both the necessary preconditions for measures of centrally-
directed institutions (in the field of traunsport or the water distribution

system, for example) and local measures arising from them,
/
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2, Changes concerning the socialist sectors of economy.

As the Associations of Nationally-owned Enterprises are conducted according
to the principle of economic accountancy (economic self-support)no direct
financial relations will be implemented between enterprises subordinated

to associations and state budget. To carry through the new financial tasks
of the associations indusirial branches of the state bank { German Bank

of Issue) have been established in the most important brarnches of industry.
These industrial branches are charged with executing all the financial
relations between enterprises resp. associations and state budget concer-

ning, for instance:

-~ payment of returns

- payment of production assessment

- payment of turncver tax

- allocaticn of investment granted by the state budget

- allocation of financial means for research and development paid

by the state budget, etc,

ble £0 lead

the entire reproduction process within the respective branch in the most

In doing so, the associations of industry are expected %o he
9 P

s\

economical waye.

For the comprehensive implementation of the new measures is on the way no

show, however, these new methods have beern successful in practice when
implementing the new economic tasks regarding the increase cf labour pro-

duction and economic efficiency of industrial production,
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2; Concluding remarks

The above-mentioned ideas show that the role of state budget in national
economy has to be considered in connection with the impiementation of re-
production process. Since the state budget doesn't and in itself it has to
be adapted accordingfi.e.uto the new economic conditions arising, Such
changes in planning and managing are implemented in some socialist countr:.es
at present, Thus,the different funcitions of the state budget must be recol
sidered, too , This has resulted (in the GDR, for example) in establishing
the mentioned industrial branches cf the state bank, Nevertheless, in spi.e
of all these variations in executing financial relations between economy
and state budget the latter will be needed and play an important role in

national economy as long as goods~versus-—money econony will be existing,



